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An Empirical Study on A-H Pairs Trading Performance from the Perspective of
Interconnection
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[Abstract] The interconnectivity mechanism has enhanced the integration of the Chinese mainland and Hong
Kong financial markets. Existing research primarily examines its impact on market liquidity and symmetry, while
this study explores its effect on the profitability of pairs trading. Although theory suggests that improved pricing
efficiency would reduce pairs trading returns, our empirical analysis shows that after the implementation of the
Stock Connect mechanism, pairs trading returns actually increased, while excess returns decreased. This
discrepancy indicates that comparing excess returns rather than total returns may yield results more consistent
with theoretical expectations. This study provides empirical evidence for the improvement of market pricing
efficiency from a new perspective. Our findings enrich relevant theoretical research, offer practical insights for

quantitative investors, and provide empirical evidence for policymakers to evaluate the policy effects of the

Stock Connect mechanism.
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