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A survey called the “Questionnaire
Survey of Suggestions for the Effective-
ness and Optimization of ‘Shang-
hai-Hong Kong Stock Connect’ ” was
conducted by the Pan Sutong Shang-
hai-Hong Kong Economic Policy Research
Centre of Lingnan University. The
respondents included local securities
companies, brokers, and fund managers.
The purpose of the survey was to investi-
gate the degree of the industry’s participa-
tion in the Shanghai and Hong Kong Stock
Connect, the movements of funds, the
impact on the industry and the stock
market, methods for increasing the trade
volume and participation in the program,
and suggestions for optimizing the
operation of the Shanghai and Hong Kong
Stock Connect.

The survey was conducted from June to
August by distributing paper question-
naires and online questionnaires to Hong
Kong securities brokers, industry associa-
tions, and trade unions. As a result, 213
valid questionnaires were received, among
which 82.6% of the respondents were
brokers, 10.8% were from securities
companies, and the rest (6.6%) of the
respondents were fund managers and
others.

In terms of industry participation in the
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Shanghai-Hong Kong Stock Connect, the
results showed that more than half (53.9%)
of the respondents were involved in Shang-
hai-Hong Kong Stock Connect transactions
during the past half-year. 57.4% of the stock
brokers who responded had participated in
transactions, while 43.5% of the responding
securities companies had been involved in
Shanghai-Hong Kong Stock Connect transac-
tions (See Table 1).

Respondents who had not participated in the
Shanghai-Hong Kong Stock Connect offered
the following as reasons for their lack of
participation: 1) lack of familiarity with the
mainland market; 2) clients are not interested
in A shares; and, 3) the operation is too
complicated. The three primary concerns of
securities companies were as follows: 1)
unfamiliarity with the mainland market (also
accounts for 46.2% of the non-participation
of brokers; 2) the high cost of the operation
(also accounts for 30.8% of the non-partici-
pation of brokers); and, 3) clients are not
interested in A shares (also accounts for 40%
of the non-participated brokers). For brokers
who have never conducted transactions in
the Shanghai-Hong Kong Stock Connect,
their main considerations were unfamiliarity
with the mainland market (65.3% of manag-
ers with no transactions) and clients are not
interested in the A shares (40% of managers
with no transactions) (See Table 2).

Sk

SCeCCeR

As for the change in the proportion of
assets they managed before and after the
opening of the Shanghai-Hong Kong
Stock Connect, the humber of respond-
ents managing less than 10% and which
is equivalent to 100% of the funds from
the Mainland decreased, while the funds
from the Mainland accounted for
60%-90%, and there was a 10%-20%
increase after the launch of the Shang-
hai-Hong Kong Stock Connect. The
number of respondents who did not
manage any capital from the Mainland
also declined. This indicates that more
funds from the Mainland entered the
Hong Kong market following the launch
of the Stock Connect program. For
securities companies that were involved
in transactions, 40% pointed out that
funds from the Mainland accounted for
30% to 40%, while nearly half indicated
that the proportion was 60% to 90%
following the launch of the Shang-
hai-Hong Kong Stock Connect. For
brokers who participated in transactions
in the program, 41.6% of them indicated
that funds from the Mainland accounted
for no more than 10% before the start of
the program, while only 34.7% said that
this number remained the same after the
program was initiated. In addition, more
brokers (26.7%) indicated that the
proportion of their capital from the
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Mainland is 60% to 90% (See Tables 3
and 4).

As for the influence of the Shanghai-Hong
Kong Stock Connect, 51.2% respondents
admitted that their commission income
has increased, and 26.3% of the respond-
ents suggested that the number of their
clients from the Mainland has also
increased. The majority of securities
companies (65.2%) agreed that the
Shanghai-Hong Kong Stock Connect
positively influenced commission incomes.
Almost half (47.8%) of the responding
securities companies indicated an increase
in clients from the Mainland, and some of
them (34.8%) agreed that overseas clients
had also increased. As for the surveyed
brokers, more than half (50.6%) agreed
that their commission income had
increased, but only 22.7% of them
indicated that the number of their
Mainland clients had increased. It is
noteworthy that 35.8% of brokers
thought that the activation of the Shang-
hai-Hong Kong Stock Connect had no
influence on their commissions, invest-
ment income, or client resources (See
Table 5).

In terms of the influence of the Shang-
hai-Hong Kong Stock Connect on the
Shanghai and Hong Kong stock markets,
more than 60% of the respondents
indicated that the program increased their
overall trade volume. More than 40% of
the respondents believed that the launch
of the Shanghai-Hong Kong Stock
Connect increased investors’ activeness
and facilitated the cooperation of financial
industries across the two areas.
Meanwhile, more than 40% believed that
the launch of the Shanghai-Hong Kong
Stock Connect increased the likeliness of
H Shares being influenced by A shares.
65.2% of the responding securities
companies indicated that the Shang-
hai-Hong Kong Stock Connect increased
their overall trade volume and facilitated
the cooperation of financial industries
between the two areas, and 56.5%
believed that the activeness of investors
and institutional investors also increased.
As for brokers, 60.2% of respondents
thought that the Shanghai-Hong Kong
Stock Connect increased the overall trade
volume of stocks, and 45.5% believed the
volatility of H shares was more easily
influenced by A shares (See Table 6).

The questionnaires also investigated
methods for attracting more investors and
funds from the Mainland, Hong Kong, or
overseas to participate in the Shang-
hai-Hong Kong Stock Connect. Three
questions were asked with the aim of
discovering how to increase trade volume,
enhance the degree of participation, and
improve the operation of the Shang-
hai-Hong Kong Stock Connect. As for
attracting more Mainland investors and

AT E AT | Latest Policy Information and In-depth Analysis

Whether Have Participated in
Shanghai-Hong Kong Stock Connect

Securities Companies

H¥es ENO

Table 1

Major Reasons for Not Participating in Shanghai-
Hong Kong Stock Connect

Securities Companies

m Unfamiliar with the mainland market

® customers are not interested in A shares

= high operation cost

4.00%

Brokers

Before Shanghai-Hong Kong Connect, Proportion
of Funds from Mainland to Total Assest

o 0

Securities Companies

= 30%-40%

= I I

Brokers

u |ess than 10%

Table 3

20.80% 20.80%

= Nil




funds to join the Shanghai-Hong Kong
Stock Connect, 56.8% of respondents
held the opinion that the program should
ease the threshold of minimum required
capital of RMB¥ 500,000 to create an
account, 48.8% said that the timeliness
and freedom of the two stock markets’
information should be improved, 44.6%
supported increasing the amount of
tradable stocks in the Connect, and
43.7% suggested strengthening educa-
tion for investors. As for attracting Hong
Kong investors to participate in the
Shanghai-Hong Kong Stock Connect,
57.3% of respondents expressed the
importance of the timeliness and freedom
of information in the two stock markets,
while 50.2% thought that the policy of
forbidding “Jirixian” should be relaxed.
In addition, 46% suggested that educa-
tion for general investors should be
strengthened, and 40.4% agreed that the
number of tradable stocks in the Connect
should be increased.

PSEC thanks the Hong Kong Chinese
Securities  Industry  Association and
several other securities industry associa-
tions for their strong support for this
investigation!

Enquiry : Lingnan University Pan Sutong
Shanghai-Hong Kong Economic Policy
Research Centre (TEL: 2616 8592)
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After Shanghai-Hong Kong Stock Connect,
Proportion of Funds from Mainland to Total Asset

e

m Increase In Commision Income

20.80%
13.90%

Securities Companies Brokers
m60%-90% M Lessthan 10% mNil

Table 4

Influences of the Launch of Shanghai-Hong Kong
Stock Connect

85.20%

P

47 83%

34.78%
I 13.04%
I

Securities Companies

u Increase In Clients from Overseas = No Change

Table 5

What Influences were Brought to the
Stock Markets of the Two Areas

Facilitating the Coof i o

H Shares more likely to be influenced by A

Shares [A-Sharization)

the Acti
fInetituts

0.00% 20.00%  40.00%  60.00%  B0.00%

m Borkers  m Seurities Companies

Table 6

80%
35.80%
2273%
. 3.41%
—

Brokers

» Increase In Clients from Mainland
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RMB Convertibility Does Not Require Free Float
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Consultant and Senior Research Fellow, PSEC,

Adjunct Professor, Department of Economics, Lingnan University.
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Highlight:

RMB internationalization is inevitable

Internationalization of the RMB implies RMB
convertibility
Full RMB convertibility does not require free
float

o A flexible but well managed RMB exchange

rate will serve China and the world best.

One of the key lessons about exchange rate
regimes that was learnt in the last two
decades is that exchange rates have to be
consistent with economic fundamentals, if
the economy is to be stable and sound. The
lost decades of Japan since the early 1990s,
the rising unemployment rate and economic
stagnation of the UK before George Soros
forced the pound sterling off the Exchange
Rate Mechanism in the European Union in
1992, Asian Financial Crisis in 1997, the
European sovereign debt crisis that broke
out soon after the Global Financial Tsunami,
all have to do with exchange rates being
overvalued. The interesting thing is that
neither fixing the exchange rate with a key
anchor currency nor could a free float
prevent the crises. Many Asian currencies
were more or less tied to the US dollar prior
to the AFC. But because the US dollar's
exchange rate surged, many of the Asian
currencies became overvalued. The pound
sterling was tied to the ECU prior to that
fateful Wednesday in 1992, but it was grossly
overvalued because the ECU was very
strong. The Argentine peso was tied to the
US dollar much like the HK dollar prior to
delinking in 2002. Only after a huge depreci-
ation did the economy begin to recover.
When the Euro surged, all the way to near
1.6 US dollar, | was wondering how the
economy could survive. Then the inevitable
happened. With unemployment surging and
serious recessions, Greece, Spain, ltaly,
Portugal, all faced increasing fiscal difficul-
ties making ends meet and servicing their
debt. The Yen was more or less on a free
float, but prior to Prime Minister Abe deciding
an aggressive policy to drive the Yen lower,
there was no sign of life in the economy.
Virtually all the major brands, Sony, Toyota,
Toshiba, Hitachi, Panasonic, suffered huge
losses. Only after a major depreciation of the
Yen did profitability return, and the Nikkei
index doubled, cheering the return of profita-
bility.

Given these lessons, it is clear that the RMB
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exchange rate is a major policy issue. It must not
be allowed to become excessively strong as to
hurt the economy. Actually, the economic
problems China is facing today are at least
partially related to the RMB having become too
strong. At the time, many economists thought
that with China’s domestic market being so big,
and with the contribution of exports to economic
growth apparently rather small, letting the RMB
exchange rate rise should be manageable,
since a fall in external demand can be offset by
a rise in domestic demand. Superficially it
seems to make sense. But manufacturing is still
an important sector in China’s economy, and the
pains suffered by manufacturing radiate to the
rest of the economy through the multiplier effect.
So when exports decline, domestic demand
also suffers. This point should not be too difficult
to appreciate. When tens of thousands of small
manufacturers close down, hundreds of
thousands of workers lose their jobs while banks
had to write off huge amounts of loans. Property
prices decline along with business profits. Retail
sales also slacken. Local governments lose their
revenue base. The domestic economy is not
unrelated to the external sector of the economy.

Managing the exchange rate to maintain the
health of the economy is not “beggar thy
neighbor.” Presently the world is worried about
the Chinese economy slowing down. Only a
sound economy can import lots of goods and
services from other economies. Moreover, the
exchange rate may and should be allowed to
strengthen when the economy shows signs of
overheating. Consider the pound sterling. It was
the weakest major currency until quite recently.
But with the economy showing signs of life the
pound sterling has gained strength.

It is safe to conclude then, that while internation-
alization of the RMB is a necessary step if China
is to further its market reforms, its exchange rate
must be managed well. Internationalization of
the RMB will require full convertibility. But full
convertibility does not require a “clean float.”
The international capital flows of today are just
too wild to be ignored. A big inflow could push a
currency’s exchange rate to heights that would
cause unbearable damage to the exports
sector. A big outflow could engender a collapse
in asset prices. A clean float would be ideal in a
world without hot money. But hot money now
dominates the world’s international capital flows.
That is why maintaining control is vital.

A recent article by Xu from CASS (Policy Brief
No. 15.027) strongly urged establishing some

system to assess the effective exchange
rate of the RMB. However, while suggesting
that increasing flexibility is essential in order
to allow the exchange rate to find its value in
the light of supply and demand forces in the
market, he also asked “what should be the
anchor of the RMB after it had started
floating?” This is clearly a contradiction in
terms.

My own analysis (Ho, 2012) has indicated
that anchoring a currency against a basket
could be a way out. | have shown that it is
not difficult to anchor a currency against a
basket of currencies. Indeed my proposed
basket allows adaptive changes in the
basket in a transparent and rule-based
fashion. | called this GDP-weighted basket
of currencies the benchmark currency
basket and have demonstrated that linking
a currency to this basket is equivalent to
fixing the effective exchange rate. This
approach is especially appropriate for small
economies that are subject to relatively
strong disruptions by international capital
flows. For a country like China, the Central
Bank should manage exchange rates and
interest rates together in order to stabilize
aggregate demand would be more
appropriate. A paper to explain how this
can be done is now in preparation.
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Note: The Chinese version was translated from
the English original with the help of Deng Qing.
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Since the founding of New China, the exchange rate regime has gone
through several rounds of transformations. From 1949 to 1952, floating
exchange rate regime was adopted in China. From the year 1953
t01972, China fixed its exchange rate. A floating exchange rate regime
referred to as a currency basket was adopted during the period from
1973 to 1980. In 1981, China introduced a dual-exchange rate system:
an official rate for the non-trade-related transactions and an internal
settlement rate for the authorized current account transactions. After
the termination of the internal settlement rate in 1985, all transactions
were settled at the official rate. Notice on further reform of foreign
exchange management system, issued by China’s State Council in
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Figure 1 Central parity of RMB against USD
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December 1993, adopted a series of new measures. Firstly, the official
and the swap market rates were unified. Secondly, a managed floating
exchange rate regime based on the supply and demand was
introduced. Thirdly, the foreign exchange retention system was
abandoned and the system of exchange, settlement and sales was
introduced. Fourthly, a unified national foreign exchange market was
established. On January 1, 1994, the official and the swap market rates
were officially unified and China adopted a new managed-float regime
based on market.

On 21 July, 2005, in order to improve the formation mechanism of the
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RMB exchange rate system, RMB exchange rate was no longer
pegged to the U. S. Dollar and China formed a more flexible exchange
rate mechanism--adopting the managed floating exchange rate
system on the basis of market supply and demand and with reference
to a basket of currencies.

During the past ten years of exchange rate regime reform, the central
parity of RMB against USD declined from 8.2765 on 21 July, 2005 to
6.1197 on 20 July, 2015 and the appreciation of RMB has been as high
as 35.24% (Figure 1). From figure 1, we see that the appreciation of
RMB has been a trend over the last decades.

Exchange rate regime reform has an important effect on the stock
market, especially for cross-listed companies. By 31 May, 2015, there
has been 88 dual listing corporations on A and H share market and the
first listed company TSINGTAO BREW (A code: 600600.SH; H code:
0168.HK) was listed on H share market on 15 July, 1993. Among these
cross-listed companies, 18 companies were listed at the Shenzhen
Stock Exchange and 70 companies were listed at the Shanghai Stock
Exchange. It should be noted that only 28 companies have been listed
on both A and H share market after the exchange rate regime reform.

According to the principle of equal right for equal shares, stock prices
for A-shares and H-shares for the same company should be the same
after the conversion of exchange rate. But in reality, the price disparity
is quite sharply extraordinary. There is an A-shares price premium
relative to H-shares. Take the above mentioned company (TSINGTAO
BREW) as an example. On 31 January, 2000, the price ratio (in RMB)
between A-shares and H-shares for TSINGTAO BREW was 3.117. The
ratio declined to 1.256 on 31 June, 2015. Figure 2 and figure 3 show
price movements and price ratio movements for TSINGTAO BREW.
According to figure 2, before the exchange rate regime reform (the red
vertical line marks the date of exchange rate regime reform on 21 July,
2005), A-share price was higher than the H-share price. However,
when the reform was finished, the disparity between A-shares price

and H-shares price for TSINGTAO BREW narrowed down. Figure 3
draws a clearer picture of the price disparity between A-shares and
H-shares for TSINGTAO BREW. Red vertical line marks the date of
exchange rate regime reform on 21 July, 2005 and red horizontal line
indicates that the price ratio between the two markets is 1. We now
observe that after exchange rate regime reform, the price ratio is
decreasing and the price disparity is narrowing down.

Similarly, we can find the same trend for all those 28 cross-listed
companies. That is, after the exchange rate regime reform, as the
appreciation of RMB, the price disparity between the two markets is
decreasing.

The significance of the exchange rate regime reform is to break the old
and rigid system and form a more flexible exchange rate. The short
term goal of the RMB internationalization is to speed up the marketiza-
tion of RMB exchange rate regime and the long-term goal is to perfect
exchange rate mechanism and develop a standard foreign exchange
market.

According to our research, exchange rate regime reform has an
important effect on the price disparity for cross-listed companies and a
flexible exchange rate mechanism helps the price convergence.
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Shanghai Chinese Overseas Friendship Association President SHA Hailin officiates the opening of
Pan Sutong Shanghai-Hong Kong Economic Policy Research Centre at Lingnan University

20157E3H2H | 2 Mar 2015

Pan Sutong Shan
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PSEC Scholars and Experts Visited Qianhai
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The Team of PSEC Visited The Shanghai Municipal Development & Reform Commission And The

Administration Committee of Shanghai Free Trade Zone
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The “Belt and Road Initiative” and Hong Kong-Macau developmental opportunities seminar had
been successfully held
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Chief Economist of Asian Development Bank, Professor WEI Shangjin delivered a speech on education

20152E 108 21H

L)

GRUBIREERTY Distingwshed Lecture Saries

21 0ct 2015

DMBAERTT (ERT) BEEESER
MEERIE - 10820 BEEREmAZEE
BES TEREBNARK  HE - KR
TR, (PXER) BE - RIFET
BT — BRI E ER T RER I SR T
LI

BEREL - AR TFETMNNERDE
RENRREAREZZHENKRE  AH
BEABAHGE 78 RGERER
HAHREEFH  HENEEHEASE
HIRRAIEE D) ~ HENREIERMBRERH
B8 o MRSEPIETT T RTAL - W — (A
DINERPEIRMES @ WREENSIHIZRENRE
NREATE20F AR S IER FHEITRISHIKE

* FREELA S ATRRESTIE N — A L -

RABZRR  BERAYENEE - FERE
IEEMBEEERM (MEE - BREE
ENRBRAFSNMRE) - RENRER
BRIME = A ERE

ERRIRETD - FRREBRERITRIE
MR - HRRPBERABATESRT
RO BN - BEERPI eI R BRI
EERE  MEEERNtENRERERS
TSREIER SHEMENE S EIE - BERR
AP B KT A T ERIARE -

RREBEZEHE - HBRBHRHRR &
FEIR BRI R P EEFR G RAUE
RIEBEBREEM TR A0 RTRE
BT RERIENETIES -



0 K R UFEDEE | News and Activities

E- R

] } . P , = .

ol v | S Lingnain . % 2 ]
HéRg Kong-Shanghai niversity ... : s
i;”:?:i.?“'lcv‘l iation .k @ .&_ ,[_ R ﬁ q_ ﬂﬁﬂamﬂﬁ%m%q’ L

EHN Eiﬂ%

S RNk

e AR
R L E S SRS S B

HaxmE FR A SIE AR RSkt B
EfREE HEFITHE i3S PN EBhErRHERAZ HEAR
HFRRITRIRITR R MESEERERER BREMAFRPLEE EfE B R R
=R BRERE R B& LHREEEEERR ARSI EE
igae=t -0 = 2814 HFRFLEE

1M B15HAE AL FEERS
https:www.In.edu.hk/sys/regbullder/reqistration/psec 01
IS - RERE - SEER - RIS -
HPABRRL 2 INESEEIEEE) RS (BHFE+)

=

HERAR SRR AR L

Tel: 2616 8592 ( £2/)\H )

Email: psec@In.edu.hk

20



Hahg Kong-Shanghai .

Economic Develcpmant Association
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ORGANISERS

Prof. LIN Yifu, Justin

Counselor of the State
Council,

Former Senior Vice
President and Chief
Economist of the World
Bank,

Honorary Dean of National
School of Development at
Peking University.

Prof. K C CHAN, GBS, JP Prof. PAN Yingli Mr. Zheng Yang
Secretary for Financial Dean of Research Center Director of Shanghai
Services and the Treasury, for Global Finance, Municipal Office of
Hong Kong SAR Professor of Antai College Financial Services
Government. of Economic & Manage-

ment, Shanghal Jian Tong

University.

Register here before Nov. 15th :

hitps:/iwww.In.edu hk/sysiregbuilder/registration/psec _e01

LU student participants will earn 3 ILP Units

— Intellectual Development (In progress)

Contact:

Pan Sutong Shanghai-Hong Kong Economic Policy Research Centre,
Lingnan University.

Tel: 2616 8592 (Miss LAI)

Email; psec@In.edu.hk

Prof. WEI Xiangdong

Dean of Faculty of Social
Sclence,

Director of Pan Sutong
Shanghai-Hong Kong
Economic Policy Research
Centre, Lingnan University.
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