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This paper uses the Gregory and Hansen (1996) and Hatemi-J (2008)
cointegration tests with structural changes to examine whether the
integration of Chinese dually-listed A and B-share stock prices increases
after the period implementing stock market opening policy by using
seventy-three dually-listed A- and B-shares in Shanghai and Shenzhen
stock exchanges. Our empirical results show that cointegration between A-
and B-share markets is not supported by Gregory-Hansen's cointegration when
stock indices are used. Furthermore, we show that the co-movement between
A- and B-share prices can not be supported by conventional Engle-Granger
cointegration test when A- and B-share dually-listed stocks are used. This
implies that A- and B-share markets of dually-listed stocks are segmented.
However, using cointegration test with structural changes, i.e., Gregory-Hansen
or Hatemi-J tests, indicate there exists a comovement relationship between
dually-listed A- and B-share prices in Chinese stock markets. The result of
Hatemi-J cointegration test with two breaks shows that the first break date
appears in February 2001 and the second break dates appears between January
2007 and January 2008. In periods of second break date reflect impacts of
contractionary monetary policy and increment of security tax in China, as well
as the influence of the U.S. subprime mortgage crisis on China's stock market.
The factors that influence the cointegration relationship between A- and
B-shares in Shanghai stock exchange includes liquidity, equity size, corporate
governance (equity structure), operation performance, and spread between A-
and B-shares prices.
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