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(0 O Brewerys retum in Shanghai(80L1 )or with the Shanghai ALl share index(7501 )[J Similarly,the H shares of
Shanghai Petro and Tsingtao Brewery are more highly corre latedwi the achotherand with the Hong Kongs Hengs
heng index than with the irownidentifies in Shanghaill Note that Shanghai PetrosH[]

share return is highly correlated wim mat Ofib NI share in New York(0O 59) This simply reflects that the force of
arbitrage is strong between Hong Kong and New York.[1 In other words[] unrelated stocks in Shanghai(or Hong
Kong)are more correlated with each other than the shares of same companies inside and outside Chinald This is
quite striking as AL H and N shares are supposed to represent the same claim on the assets and dividend streams
[ The fundall Mentals of the stocks (projected futures treams of dividends or earning slare by construction
identical] nliS feature suggests some noise trading that is marke twise witllin eachtrading locale[] But thein fluence
of thenoiseislim-it edat the Chinese borderJ O Irisinterestingtonotethattheextraordinarilyhighcorrelationbetween
Astockwlthl blocal marketappear stobes pecific to the Chinese market[] For The stock (Shanghai Petrochemicals)
that we do have data on N sharest we observe that the H and N shares of the same company are indeed highly
correlated(590 ) Since there are no formal barriers to arbitrage betwen thetwo marketst this high correlation is a
to be expectedd [J O Itis instructive to see if the correlation pattern varies with the return horizonJ Tables 11[1 2
and 110 3 report summary statistics and correlation matrices for the five-day(Wednesday to Wednesday)and
twenty-day(everyfourth Wednesday)returnst] As the return horizon increases from daily to weekly,the correlation
of the multiple personalities of same stocks doesincrease[] For example,Shahghai Petrochemicals’ weekly A-share
return has a correlation coefficient of 191 with its H and N share counterpartsC] higherthan the 0L 07 and 0] 06
daily correlation[] On the other hand[J Shanghai PetrosA-share remains to be more correl ated with Tsingtao
Brewerys ALl share(witha coefficient 0of84[1 )and with the ACI share index(720 )[O [0 O Similarly,the correlation
of Tsingtao Brewery’ s weekly H-share return with its A-share identity(1801 )is higher than its dany counterpart(1
()0 but still lower than with Shanghai Petros H-share(470 )or with Hong Kong markets Hengsheng index(45

[0 )0 Again,between Hong Kong and New York where formal segmentationls absent,the market is very integrated
O The correlation between Shanghai Petros H and N-shares is 9100 [J higher than eachs correlation with
therelevant local market(690] between H and Hong Kong, and 4001 between N and New York) [ This indic4tes
that on a weekly basisC] the co-movement ofthe stocks in the Chinese market is also unusually high relative to
HonzKong and New York[]
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