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< Abstract >

Characteristics of the Chinese Stock Market and How
Foreign Firms Can Access to the Market

This paper looks at characteristics of the Chinese stock
market and stock market performance and explores how foreign
firms can list their stocks at the current stage. Based on a
systematic study on the current status and future outlook of the
International Board, which will be launched in the Shanghai
Stock Exchange (SSE), we provide implications for Korean firms

that want to go public in China’s capital markets.

1. Current status and evaluation of China’s stock market

China first established its stock exchanges in Shanghai and
Shenzhen in 1990 and 1991, respectively. Both exchanges are
supervised by the China Securities Regulatory Commission
(CSRC) under the State Council. Hong Kong has a separate
stock exchange, the Hong Kong Exchange. Stock markets in
mainland China have grown rapidly for the past 20 years: In
terms of market capitalization, SSE is the second largest in Asia

and the sixth largest in the world.

However, the ratio of GDP to market capitalization stands at
47.3% for SSE, and 22.8% for Shenzhen Stock Exchange (SZSE),

demonstrating that China’s capital markets are relatively small.
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Although China’s stock markets are connected to global
markets to some extent, synchronization is still at a low level,
compared to that between developed economies. China’s stock
market PER is relatively higher than other markets around the

world.

2. How foreign firms list stocks on China’s stock markets

Currently, there are three ways that a foreign firm can list
its stock on China’s A share market: Establish a foreign invested
enterprise (FIE) and list; merge or acquire shares of a Chinese
firm that has been already listed; and list stocks on the
International Board that will be established in the Shanghai
Stock Exchange.

Another option is to list stocks on the Hong Kong Exchange
and indirectly enjoy the positive effects of listing on the A

share market.

The most common and general way for foreign firms is the
first one: Establish an FIE. No legal barriers have been placed
on FIE listings on the A share market. In principle, any FIE that
meets the A share issuing standard can go public. In March
2002, China devised the listing procedures when it enacted

special regulations on public offering subscriptions by FIE.
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Aside from direct listing through an FIE, there are other
ways. A foreign firm may turn to a back door listing by
acquiring shares of a listed company. In this case, the foreign
investor goes ahead with M&A either as a foreign corporation
or a Chinese corporation, and the firm has to face different

regulations according to its status.

Instead of direct listing on the mainland market, which takes
a long time to get through many regulations and restrictions,
foreign firms may choose an indirect listing through the Hong
Kong market. For a Korean firm who has its business in China,
or has relations with China, listing its stocks on the Hong King

Exchange will enhance its reputation in the Chinese market.

Furthermore, to keep pace with the long term goals, such as
yuan internationalization and advancing Shanghai into a global
financial center, China is planning to establish the International

Board.

3. Implications for Korea

Listing stocks on China’s A share market could give Korean
firms ample opportunities to diversify their financing sources and
to grow in the promising Chinese market. Specifically, Korean
firms who are already in business in China will benefit from

listing on the Chinese market because this will draw attention

- Xiv -




from Chinese investors and media, as well as give Korean firms
publicity. As Korea’s dependence on China increases, what Korea
needs is in-depth analysis on the Chinese financial markets and

more flexible measures to respond to future changes.

It is necessary to strengthen cooperation in the financial
sector between Korea and China. To do so, Korea should make
efforts to publicize Korean companies to Chinese financial
authorities and investors, and also actively participate in China’s
efforts to establish the International Board. Such efforts will
surely give Korean companies an edge: Korean companies will
be able to list their stocks earlier than other competitors, and

this will maximize the positive effects of listing.
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- 40l
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A (plum bum)
L= (Fuel Qil)
MR
(Natural Rubber)
- =(Gold)
- H(Steel Rebar)
AN
(Steel Wire Rod)
z238
e k= el

A\

0.1 Ci5(Soybeans)
- No.2 {5 (Soybeans)
- CH 54} (Soybean Meal)
=g

(Crude Soybean Oil)

- Z===(Corn)

- =2 (RBD Palm Qil)
- LLDPE(Linear Low
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A=At 42 31%,

)
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PN

(Hard White Wheat)
BELLIEE!

(Strong Gluten Wheat)

- 23}(Cotton)

- PTA

(Pure Terephthalic Acid)

- X (Rapeseed Oil)

- H{(Early Long-grain

Nonglutinous Rice)
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1) T3 FEIA B

(] = %9 ZUIAE= 19873 AHE AHSEZZAIALR o]F& =
A3 AE vgF o7 Zrhste 201092 EA 10671 SHI A}

<E 110> 5= FHF AL T MESHEH(EA)

T5 2007 2008 2009 2010
F A4 19,086 13,039 22,538 21,564
A7 Ap-E 3,652 3,789 5,125 5,957
s ialel 3,161 1,435 2,347 2,202
£=0] 9] 1,413 523 1,020 822
Z}&: WIND
O &5 Sd3Ae @A FT2AA FAGR] we F5FE7 A
st vHl&o] UF =1, AHEA, M&A AT 48489 22 45
obdl BAROR AEA Raha gon, tiEe] FdINE B
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(H9l: W)
ol Z}AE
5 Ak | AR FE | e
Al _ . 4=0]¢] 9 34| #
B4 A | EA 19 ssm P Af{z
TTe | TTE
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o | FEIEASH | 14272 | 2,167 85 | 239 29 13
;:L U 14,262 | 1,090 5 117 29 3
St 254 11,633 | 2,009 128 210 34 18
Ao sH 10,365 | 2,230 211 225 14 6
F 20108 71F
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<& 11-14> 20104 S=7(22| IPO A& 2=
(B9 A, A
AE A 2 IPO A4 Zg&
T AEAA 347 71.9
a ] AR A 129 33.3
A 476 105.3
A} 5: China Venture
<E Il-15> 7|9l aliel 2t AIE IPO &HE
2009 2010
b 3+
A =g IPO [y =g IPO oo
=4 A | L5 | B | A | S
v 7 o
3
Welme 24,835 52 478 | 28,829 71 406
NYSE 459 5 92 2,628 22 119
NASDAQ 1,479 8 185 1,258 23 55
A7MEE
Welme 147 5 29 280 8 35
EEN= 9% 3 32 179 4 45
v
xZgg
zee 73 1 73 121 1 121
21 41 1 41 0 0 0
A7MEE
Catalist 5 1 5 0 0 0
3 4 1 4 0 0 0
GEM
SHA| 27,139 77 352 | 33,295 129 258
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Z¥7t 29.2%, 70.9% % 7)BEAAFS] H]Fo] 2009 o] TRE] T4
o] F7tstA =
<E Il-16> AF2| FSAI7I&H T Jlielznt 7|2 HIS
(1 %)
M 73
2005 69.9 30.1
2006 57.5 425
2007 51.3 48.7
2008 454 54.6
2009 31.3 68.7
2010 29.2 70.9
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2009.11 28 827 1,445

12 36 781 1,610

2010.01 50 601 1,843

02 58 497 2,324

03 65 1,204 3,108

04 78 1,567 3,525

05 86 1,095 3,708

06 90 1,168 3,510

07 97 1,048 3864

08 113 1,596 4,889

09 123 1,315 4,987

10 134 1,321 6,112

11 141 2,580 7,103

12 153 1,745 7,365
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<& I1-19> &= QFIl FS7|&
(91: o)
714 QFIl A4 & 5=} i
FERA RS 2008.04.07 0.75
1] 2 of] A AR A28 2008.07.25 2.50
A A& 2008.08.25 3.00
Flc D S el S 2009.02.05 0.70
223 2009.04.23 1.00
223 2009.05.04 0.50
g E A A& 2009.07.21 1.00
TGS 2009.12.11 1.00
KBAF 2§ 2010.08.09 1.00
KTBA & 2010.12.28 1.00
=71 A 12.45
A& 3H2011)
[ &= A A 9= FAARA &= (Mini QFII)
— Mini QFIIF S5 AT FAE &+ e &5 99 93t
HAE=R, o]l Tl A AU A=Y TIY olF s FEAHL

2 388 29



<# [1-20> QFII2} Mini QFIl H|1

QFII Mini_QFII
o= SAIA = AN T AA
o] = AR A To AEEA FF A
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?l 2010 10€ 22 Vet IEUHA
- 548~134.0% Arelol Jomw Ht

<E 121> 22YH FeX[F 47t $YE
(91 %)

g | ARAN | TR | Z2Y | OeES | YA
1991 1294 -2.5 421 -12.2 20.3 -3.6
1992 166.6 139.7 28.3 111 42 -26.4
1993 6.8 -3.7 115.7 27.7 13.7 29
1994 -22.3 -42.9 -31.1 18.6 21 13.2
1995 -14.3 -22.3 23.0 -14.1 33.5 0.7
1996 65.1 225.7 33.5 -26.2 26.0 -2.6
1997 30.2 30.1 -20.3 -42.2 22,6 -21.2
1998 -4.0 -29.5 -6.3 49.5 16.1 9.3
1999 19.2 14.3 68.8 82.8 252 36.8
2000 51.7 411 -11.0 -50.9 -6.2 -27.2
2001 -20.6 -30.0 -24.5 37.5 -7.1 -23.5
2002 -17.5 -17.0 -18.2 -9.5 -16.8 -18.6
2003 10.3 26.1 34.9 29.2 253 245
2004 -15.4 -11.9 13.2 10.5 3.2 7.6
2005 -8.3 -6.7 4.5 54.0 -0.6 40.2
2006 130.4 1321 34.2 4.0 16.3 6.9
2007 96.7 166.3 39.3 32.3 6.4 -11.1
2008 -65.4 -63.4 -48.3 -40.7 -33.8 -42.1
2009 80.0 111.2 52.0 49.7 18.8 19.0
2010 -14.3 9.1 53 219 11.0 -3.0
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<E 25> 20114 ZEA MF 100 7|
(29l: o)

=
o 84} =7} A% I | A% | A%
1 | JP Morgan Chase o] = 23 1,155 | 21,176 | 1,822
2 | HSBC Holdings 9= ] 1,033 | 24,679 | 1,865
3 | General Electric o]y a2} 1,502 | 7,512 | 2,162
4 | ExxonMobil u| = HEHNATF~ | 3,416 | 3,025 | 4,072
5 | Royal Dutch Shell | WE&= | A3 A7k2 | 3,691 | 3,172 | 2,129
6 | PetroChina T AFEA72 | 2223 | 2,513 | 3,208
7 | ICBC o0 23 1,362 | 3,722 | 2,110
g | Berkshire u] = o 1362 | 3,722 | 2,110

Hathaway
9 | Petrobras Behd AeHA7 2 | 1,213 | 3,132 | 2,388
10 | Citigroup ] = =3 1,115 | 19,139 | 1,328
11 | BNP Paribas s P o3 1,304 | 26,807 | 880
12 | Wells Fargo o]y 23 932 | 12,581 | 1,706
13 | Banco Santander 27 <l 23 1,097 | 15,706 947
14 | AT&T o) = FAIAH| 2 1,243 | 2,685 | 1,682
15 | Gazprom L et O W B e A 987 | 2,759 | 1,729
16 | Chevron LS HEHA7F~ | 1,89 | 1,848 | 2,006
17 | CCB o e 582 | 14,080 | 2,248
18 | Wal-Mart Stores u)=r A 4218 | 1,807 | 1,873
19 | Total s P A7 | 1,881 | 1,928 | 1,380
20 | Allianz 5Y By 1429 | 8384 | 627
21 | Bank of China I 23 494 | 12,778 | 1,430
22 | ConocoPhillips o]y AGHdA7k~ | 1,758 | 1,563 | 1,091
23 | Sinopec-China 3 AgRA7t2s | 2848 | 1487 | 1,077

Petroleum
24 | Volkswagen Group | =% A5 2 1,683 | 2,675 703
25 | Agricultural Bank | 2| o g 494 | 12,982 | 1,340

of China
26 | Nestle 292 2z 1,120 | 1,177 | 1,811
27 | Vodafone q = FAIAE] 2~ 675 | 2,366 | 1,482
28 | ENI olggol | MfgHAAZF2~ | 1,305 | 1,761 | 968
29 | AIG )= By 773 | 6,834 | 671
30 | GDF Suez T ZEZAY 1,130 | 2455 | 852
31 | IBM )= 2 E 9] 0] 999 | 1,135 | 1,981




116 T FAANG BT ox7|de &8t
<E BEE> 20114 ZEA NMFE 1000 7|HAHS)
(sl olge)
PN
4 CRl =7b 9F | B | AR | A
32 | Telefonica 2HQl | BAIAH A 813 | 1,665 | 1,133
33 | Samsung = ke | 1,338 | 1,193 | 1,129
Electronics
34 | China Mobile == B2 718 | 1,293 | 1,921
35 | Procter & Gamble u)= A ZY 79 | 1,343 | 1,722
36 | Pfizer LS N ET & 678 | 1,950 | 1,557
37 | Goldman Sachs e =X 460 | 9113 | 900
38 | EON =Y T3 1246 | 2051 | 640
39 | ING Group = 1,492 | 16653 | 468
40 | UBS »9 x| =25 498 | 14,030 | 708
41 | Barclays = 23 639 | 23,283 583
42 | Hewlett-Packard e sdolzle | 1272 1,199 | 903
43 | Daimler =9 A2} 1,309 | 1,787 | 705
44 | Societe Generale ) 2.3 854 | 15,187 469
45 | Siemens =9 IEAF 1,035 | 1,350 | 1,102
46 | Banco Bradesco B4 2.3 701 | 3,735 633
47 | Apple o] =+ ST ISHES 763 867 | 3,243
48 | AXA Group Zg | By 1,624 | 9818 | 464
19 Zlf%z‘lm Telegraph | ) EAMEZ | 1,080 | 1938 | 703
50 | Microsoft o) = AT E ] 667 923 | 2,158
51 | Banco do Brasil B o) 689 | 4,887 | 485
sp | Mitsubishi U | g | oy 510 | 21,774 | 745
Financial
53 | Vale Bapd A= 501 | 1,278 | 1,625
54 | Ford Motor H = A=2} 1,290 | 1,647 543
55 | ENEL olgg|o} | FFAY 95| 2174 | 540
56 | Toyota Motor SIS A5 2,028 | 3,235 | 1,378
57 | Johnson & Johnson | W=y BA 5= 616 1,029 | 1,633
58 | Rio Tinto o= A= 566 | 1,124 | 1,316
5o | Credit Suisse >~ | 2% 539 | 10971 | 507
Group
60 | Statoil =29 o] | AfHATI~ 904 | 1,103 | 838
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<E 22> 20114 ZEA MA 1000 7|H(AHH)
(&9 o)
<
;4 3| A} =7} A5 qd | AR | ATY
61 | General Motors o= A2t 1,356 | 1,389 498
62 | Deutsche Bank =9 23 612 | 25565 | 59
63 | Novartis 29 | oo EY|& 506 | 1,233 | 1,252
6a | Yerizon n) =t EAH 2 1,066 | 2,200 | 1,013
Communications
Westpac Banking SAEY | L,
65 Group agel | S ] 378 | 5964 | 693
66 | BBVA e U 434 | 7341 | 523
S EF
67 | BHP Billiton o A= 528 848 | 2,315
A g]o}
gg | China Life =2 L 48| 1,79 | 966
Insurance
Royal Bank of o =
7 23 f
69 Canada (2= 2] 318 | 7209| 872
Commonwealth S2EY |
70 | Bk Aol | © ] 343 | 5449 | 792
71 | Lukoil HAloF | ATk 861 840 | 592
72 | BMW Group = A5 AL 802 | 1461 | 510
73 | BASF =Y 315 855 782 | 742
74 | France Telecom ) EAAE A~ 609 | 1,205 567
75 | UniCredit Group ojgtg]o} | &3} 688 | 13,180 | 473
76 | Intesa Sanpaolo ojgzo} | &3 499 | 8890 | 412
77 | Rosneft Hrjo} | &3 369 | 6,622 | 540
National Australia | @2=Ed] |
78 | g Aol | © 3 461 939 | 850
79 | 4urich Financial 292 | B¥ 461 939 | 850
Services
80 | Honda Motor BES A2t 98| 1222| 732
81 | Morgan Stanley v = =R 380 | 8077 | 438
82 | Sanofi-aventis Iz | oRNEY|E 407 | 1,103 | 892
83 | MetLife v = 13 507 | 7309 | 484
gy | ID Bank Financial ‘| qp | o gy 28| 6162| 755

Group
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<E 22> 20114 ZEA MA 1000 7|H(AHH)
() oj2e))

PN
“CI):I- 3|4} =7} AE 4 A5 | AIZE
. SEd | L.

85 | ANZ Banking oo} 23 322 5,141 605

86 | PepsiCo w)= = 578 682 | 1,026

87 | Cisco Systems LED stEf o7& 424 820 | 992

88 | America Movil A F EAAH] 2~ 492 697 | 1,101

89 | Roche Holding 292 SR ET & 508 629 | 1,209

= A

90 | ArcelorMittal _':_ ;_ 3 A= 780 1,309 536

91 | Coca-Cola o] = A& 351 729 | 1,487

92 | Deutsche Telekom | =¥ B8] 2~ 836 | 1,646 607

93 | Intel w)= W= A 436 632 | 1,145

94 | Generali Group ojlggo} | By 1,180 | 5,646 334
Saudi Basic ARFHOR |

95 Industries hao} 33 405 843 812

96 | Anheuser-Busch 7] of| 2 F 368 | 1,138 906

gy | Sumitomo Mitsui | oy | o 331 | 13103 | 4%
Financial

gg | Dank of Nova e | 242 | 5411 636
Scotia

99 | Credit Agricole ZH o3 889 | 21,308 386

100 | EDF Group xR | FFAY 872 3199 | 782




