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Abstract

The issue has been so long time that Chinese foreign stock has a much lower
price compared with Chinese domestic stock, which is aso unique for China. As
time went by, the circumstances of foreign stock market and domestic stock market
have changed a lot but the gap of their prices still exists, even has extended.

This paper focuses on price discovery of A and B shares in Shanghai and
Shenzhen stock exchanges in along period. By empirical study of Lead-lag model,
Permanent-Transitory model and Information Share model, | study the relationship
of prices between A and B shares.

There are five chapters in this paper. Chapter 1 introduces the definition of price
discovery and literaturein thisfield, and then shows a guideline of this paper.

Chapter 2 introduces mechanism of price discovery from the view of economics,
including demand and supply principle, participants adjustment mechanism and
information searching principle. From these theories | make some inferences about
price discovery between A and B shares.

Chapter 3 gives awhole idea of China's stock market by introducing its history,
development process and present situation. Then | analyze market trend, volumes
and turning-over-rate to shed lights on model design.

Chapter 4 tests integration and cointegration of A and B shares. The results of
integration indicate that the performance of stock returns satisfies GARCH process,
and they promise cointegration tests, which ensure estimation of price discovery
using P-T model and IS model.

Chapter 5 describes three models and their empirical results. The conclusion is
that A share has a significant advantage in price discovery compared with B share
both with index and individual data, and their correlation has become closer and
closer astime went by.

The last chapter is conclusion and some investment suggestions.

Key words: Chinese stock market; Price discovery; Empirical study
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], SR AR S BRI, B R A AR R DT, TS Kk
T REH .
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1.2.1 ESPOHRXTAR

M A 70 4EAR TG, LA Garbade and Silber (1979) [15] AR
M SEE AR SN A R ILE. Garbade and Silber (1979) A [A]—
PRITEA R T b, BRI RIS T2 000, AR EA I — A
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XA A% R DTRR B N AR R IIORR o ARSI, AT HEAE 2 AN T
SEBE IS S APPSR Sy iRy RN T AL AR R, R AR
ks, BISLRIPEFE: 59— RINEA T B 5 R RS, (i 9S24
Yr Il % (Bid-ask Bounce), WENPERR (Liquidity Effect), #&ARE
(Rounding Errors) %54, AT EZHIIT T MM IEIAAT A, JFHARIXRH T
2 MHAE SR B ENIE B 1979 FEISCFE T, A28 — kot T 4k e
FUHLX PRI AR S IR, Mhirgnink s didgfich “ 3513 ” (Dominant
Market), fEHLX PETAHCH “ BATIS” (Satellite Market ), Z5igkHL “ 1
Bililg” Wge “ 230" 183), AT E ST T REEN.

Chan (1992) [16] 85—y 5B AUHTIT T B0 5% i I A B4 0 B2 (0 ¢ 4% 5K
£, JFRIRSRIUESS S B T s SUREL I i . IbIE, S T
U338 T B TEANIR] T g 1) R 556 5 D% R AT < il i 2 IR A R B o

1995 4, Granger and Gonzalo (1995) [17] A1 Hasbrouck (1995) [187%4/r
I R B SOFE T PIRR T i7% . fATT# %8 % Garbade and Silber
(1979) JLI R 7 [ Bidk, IF B MR 2B IEA H % (Error Correct Model,
ECMD, AR B BB 52 XHIANA] . Granger and Gonzalo (1995) i\ k1%
LTS B A A% T LA iR O KRS (Permanent Effect) FHRL 25
(Transient Effect), KBRS AEAN R 7 3 0 [F] — R ) 55 7 SR i A2 AT DX )
1), iX45 Garbade and Silber (1979)4&H LRI A B2 —3m; HHa
AT DA R M A R B3l o AT TSR RS R AR i 1 2 — PR 228 1E
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A, & ORI 7 or gk R i i 3 BAT i R BRI T g, Xt o ok i FH I
K- WIRM (Permanent-Transitory Model, P-T). HIT =, &AM imk
SR 208 S [ R [ DR AT 100%, RV 15 FH -4 808 3 vl s ¢ 4
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w0, W R NIRRT B S T o0 R RN R R A A U B
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U5 ZE A3, e SOR3E R 19 5 22 TR 2 10 Tl 3 0 AT i R IR Tl e 114
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X SCEE R R N RS I BE I3 T OB R 2 5 N X P A 7
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Bingcheng Yan and Eric Zivot (2005) [241I\ KiXWRh 7 i2:AE 45 i X
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XHBERTT IR RIS E L b, I HARAHE R ] IR E AR B 5
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