
Those of us who journeyed
on the through train the
last time it moved through

these parts proved that it is better
to travel than to arrive. The ex-
citement generated in 2007 by
the thought of direct stock deal-
ing between Hong Kong and
Shanghai spread worldwide,
causing highly sophisticated for-
eign investors to buy any stock
with the word “China” in it – even
Hong Kong stocks such as Hong
Kong and China Gas.

Once the global financial cri-
sis came, the air went out of that
particular tank engine and noth-
ing was heard for half a decade.
The resurrected idea has recently
blossomed into the Shanghai-
Hong Kong Stock Connect and
both stock exchanges and local
governments have undertaken
some serious work to get the new
train moving. 

The ironing out of incompati-
bilities such as merging stock
price matching systems, settle-
ment methods and taxation are –
in public announcements – mov-
ing at full steam and we will be
getting the first look at the engine
when it comes out of the shed
next month. 

In the meantime, teenage
analysts have been trying to fig-
ure out which stocks will benefit
and which will not – a somewhat
fruitless task if you think that we
don’t even know what stocks and
how many will be involved in the
scheme.

Could this be a big benefit to
the pools of low-yielding yuan as
they could invest in a much wider
range of assets? Will Shanghai A
shares go up, or will the H shares
of dual-listed companies go
down? Where will the money
flow – could volumes really dou-
ble on the Hong Kong market, as
HSBC analysts think? Will the
Shanghai market behave more
rationally if the proportion of in-
stitutional investors goes up?
Naturally, we believe that Shang-

hai will cloak itself with the char-
acteristics of a better-run West-
ern market.

If it is anything like the last
train, we will all be disappointed
at the lack of carriages. But let us
not pour cold water on the
scheme just yet. It is already quite
ambitious. Apart from outright
mergers, there are very few mar-
kets that have engaged in a true
cross-listing – and one wonders
why not? Stock markets should
have been ravaged by technology
to become one of the most global
industries of all. 

Stock exchanges are like air-
lines – every country wants one.
There are 144 stock markets
around the world and each of

them has a regulator; Canada has
10. Exchanges are fervently regu-
lated by jealous local authorities.
On a one-seat, one-vote system,
local brokers who control seats
on the exchange can hold the big
boys to ransom, keeping ex-
change development in the dark
ages, typified by expensive and
empty trading floors – the aban-
doned physical evidence of a di-
nosaur industry.

The rise of dark pools, or in-
bank trading floors, may yet her-
ald global trading of the largest
stocks. How crazy is it for us to
stop trading HSBC, Google or
Deutsche Bank just because the
clock hits 4.30 in a certain part of
the world? Much better to have
one huge market for the big
stocks, to trade where we want,
when we want. 

Voices have been heard sug-
gesting that the Shenzhen Stock
Exchange, full of tiny illiquid local
stocks, could be caught up in
stock connect. If we think big,
perhaps we could see a sub-sec-
tor of stock exchanges finally spe-
cialising to their strengths. 

Hong Kong, with its sophisti-
cation and experience with glo-
bal matters, should be a place
where global titans like Caterpil-
lar, Daimler, Exxon, Industrial
and Commercial Bank of China,
JP Morgan, Shell and, ironically,

Alibaba, are traded in the Asian
time zone. Shanghai would trade
major domestic counters or for-
eign companies with significant
activities in China while Shen-
zhen could act as an incubator,
much like the Growth Enterprise
Market in Hong Kong.

Perhaps the through train will
be a game changer, showing the
way to make the exchanges work
for the insomniac, liquidity hun-
gry global investor. Or maybe
not. Vested interests by the mar-
kets and regulators and genuine
difficulties in matching systems
can instil resistance to change. 

But you can’t stop progress.
Stock exchanges themselves are
ripe for involuntary reform by de-
veloping technologies. It might
be better to change yourself,
rather than have change thrust
upon you, as was the case with
the airlines. That game changer
might be the emergence of a
powerful dark pool working le-
gitimately with an insightful reg-
ulator. They will take global trad-
ing in hand for themselves and
leave the rest parked in a siding.
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Serious work has been done to get the resurrected through train moving
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Let us not pour
cold water on the
scheme just yet.
It is already quite
ambitious

How crazy is it to stop trading
because the clock hits 4.30?
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