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Abstract

“Dual listing” refers to the listing of the same company on two different
stock exchanges. In recent years, overseas-listed Chinese companies have re-
turned to China to seek dual listing, which has become a noticeable phenome-
non in the current development of China’s securities market. Since 2001, with
the progressive easing of dual listing policies, dual listing of Chinese compa-
nies has been taking place at a greater frequency, exerting a mounting influ-
ence on China’s domestic securities market.

The practice of dual listing of companies -originated in Western capital
markets. Since the 1970s, the Western academic community has conducted a
large amount of research on companies’ dual listing behaviors, resulting in a
large body of research findings. In comparison, dual listing of Chinese compa-
nies only has a short year of 10-plus years, and no systematic, in-depth re-
search has been conducted. Thus, there is a lot of dispute in both the domes-
tic academic community and securities industry over a number of key issues,
including whether the practice of Chinese companies obtaining overseas listing
and then returning to China for dual listing should be restricted or encour-
aged, and whether such practice is motivated by a desire to “rake in money”
as the public opinion in the market suspects. Even government regulatory au-

thorities have failed to taken a definitive stance on these issues. Given this
ambiguity, it's very important that theoretical and empirical research on Chi-

nese companies’ dual listing behaviors be conducted as soon as possible in or-
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der to clarify theoretical misconceptions and to dissipate doubts over the cur-
rent policies.

Unlike companies in other countries around the world which mostly ob-
tain public listing in their respective domestic capital markets before seeking
another listing in a foreign capital market to achieve dual listing, the over-
whelming majority of Chinese companies are the other way around in the dual
listing practice—they obtain overseas listing before going public domestically.
This unique dual listing practice has also given rise to a series of new issues
which require scholarly attention. The investigation of such issues will become
a major part of the research in this paper. On the basis of drawing upon relat-
ed research findings of overseas scholars, this paper will start with a probe in-
to the motive of Chinese companies’ return to the domestic market for dual list-
ing and dwell upon the short-term market reaction following the dual listing
and changes in the long-run performance of the companies to build a research
framework for analyzing Chinese companies’ dual listing practice. The purpose
of this research is to come up with an objective assessment of Chinese compa-
nies’ unique dual listing practice to fill the domestic void in the research in
this field, and to provide guiding viewpoints for reference by listed compa-
nies, investors and securities regulatory authorities.

This paper consists of seven chapters; major contents of each chapter are
outlined as follows:

Chapter 1 is an introduction. This chapter describes the research ideas
and analytic framework of this paper; specifically, it covers research back-
gfound, issues under research, research ideas, research contents, and re-
search improvement and innovation.

Chapter 2 is literature overview. In this chapter, the author fully reviews
and sums up the findings of research on the motive of dual listing, its market
reaction and long-run performance.

Chapter 3 describes the institutional background of dual listing in China,
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including legal policy background, market background, and characteristics of
Chinese companies with dual listing.

Chapter 4 provides the theoretical hypotheses and empirical tests of the
motive of dual listing in China, including the liquidity hypothesis, the investor
recognition hypothesis, the financial constraint hypothesis, and the signal hy-
pothesis which is based on China’s market background.

Chapter 5 examines the market reaction to dual listing events, including
the listing announcement period and market reaction in the actual listing peri-
od.

Chapter 6, by building a complete corporate performance evaluation sys-
tem, investigates the long-run performance of companies after achieving dual
listing in their home country; the investigation covers two aspects, operating
performance and long-run market performance.

Chapter 7 sums up the research findings of this paper, including its re-
search conclusions and lessons, research limitations, and the direction of fur-
ther research.

This paper has arrived at the following conclusions after research:

1. The fact that Chinese companies choose to obtain their first listing a-
broad is the result of China’s policy guidance and institutional arrangement.
The common practice of overseas-listed Chinese companies returning to China
for dual listing is not only the outcome of the influence of national encourage-
ment policies, but more importantly, the result of the difficulty of such com-
panies in obtain refinancing abroad. Compared with financing in an overseas
market, financing in the domestic market enjoys much more favorable condi-
tions, with lower financing costs, smaller financing difficulty and more funds
raised for assets of the same value; this is the primary motive of Chinese com-
panies’ practice of first obtaining overseas listing and then returning to the do-
mestic market for dual listing.

2. From the standpoint of overseas investors, the practice of Chinese
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companies’ return to the domestic market for dual listing represents a financing
activity which will deliver some value to the companies; therefore, they show
significantly positive reaction to dual listing announcements, and in some
case, overreact to them. However, after a certain period of time in which the
information is absorbed and assimilated, by the time of the actual listing, in-
vestors’ reaction has generally returned to normal.

3. After controlling for the effects of industry and company size, Chinese
companies suffer steadily worsening operating performance after dual listing in
their home country, and show a tendency towards protracted deterioration
compared with the overall performance of the market. Their market perform-
ance following dual listing is consistent with the changes of their operating per-
formance; in the long run, the market performance of dually listed companies
will reflect their fundamental accounting performance.

On the basis of the above research conclusions, this paper arrives at the
following integrated judgment: on one hand, by returning to their home coun-
try for dual listing, overseas-listed Chinese companies enjoy more favorable fi-
nancing conditions than they do in an overseas capital market; on the other
hand, the fact that the companies’ long-run performance slides each year and
does not have any significant improvement with better financing conditions in-
dicates that company management has failed to take adequate and rational ad-
vantage of better financing conditions for dual listing; the negative EVA indi-
cator as found in the research further indicates that the practice of these com-
panies’ return to their home country for dual listing has not only failed to gen-

erate wealth for shareholders, but also undermined investors’ interests and

company value. Thus, it's safe to conclude that there is some truth to the sus-
picion of the domestic public opinion that overseas-listed Chinese companies

returning to their home country for dual listing are actually taking advantage of

«

favorable financing conditions in the domestic securities market to “rake in
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This research is exploratory in nature; major improvement and innovation
are evident in the following aspects:

1. In terms of the research framework, this paper has taken into account
the institutional background and existing problems in Chinese companies’ dual
listing practice and has, for the first time, theoretically defined and presented
three major topics requiring urgent scholarly attention: the motive market re-
action long-run performance, and built a complete fresh framework for the
study of Chinese companies’ dual listing practice.

2. Against China’s unique institutional background, this paper has rede-
fined and reinterpreted the series of motive hypotheses of dual listing in China

as summed up by overseas scholars, and linked the hypotheses according to a

certain intrinsic logic to make them more apt in explaining Chinese companies’
unique dual listing behavior.

3. In probing market reaction to dual listing, this paper has taken into
consideration the special possibility of a company’s dual listing behavior cau-
sing its capital structure and system risks to undergo significant changes,
thereby improving the reliability of the research results; with regard to the re-
search design, the author has performed a meticulous correction, incorporated
information and data after the event window period into the estimation period,
and applied both the “standard method” and “moving B method” to estimate
the abnormal return of shares.

4. By building a complete performance evaluation system, this paper
has, for the first time, provided a full and systematic description and analysis
of the long-run performance of Chinese companies after returning to their home
country for dual listing, overcome the limitations of previous research which
conducted simplistic descriptive analyses of individual companies with single

performance indicators, and arrived at a series of fresh research conclusions.
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