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Following the China Securities Regulatory Commission’s (CSRC) and the Hong 
Kong Securities and Futures Commission’s (SFC) announcement on 25 
November 2016, the trading of stocks under the new Shenzhen-Hong Kong 
Stock Connect programme started on 5 December 2016. At the same time, the 
Ministry of Finance (MOF), the State Administration of Tax (SAT) and CSRC 
issued a notice explaining the tax treatment of stocks traded under the 
Shenzhen programme [Note 1].   
   
Background 
 
The Shanghai-Hong Kong Stock Connect has operated smoothly since its 
formal launch on 17 November 2014.  This has paved the way for the launch of 
the Shenzhen-Hong Kong Stock Connect. The new programme means that the 
capital markets in Mainland China and Hong Kong will be connected more 
comprehensively.  
 
The two mechanisms connecting the stock markets in Mainland China and 
Hong Kong are as follows:-   
 
 Shenzhen-Hong Kong  

Stock Connect 
Shanghai-Hong Kong  

Stock Connect 
 Northbound Southbound Northbound Southbound 

Number of 
eligible 
stocks  
(as of 25 
November 
2016) 

 
881 

 
(Main Board: 267 
GEM Board: 411 
ChiNext Board: 

203) 
 

417 569 315 

Daily quota RMB 13 billion RMB 10.5 billion RMB 13 billion RMB 10.5 billion 

Aggregate 
quota 
 

Abolished 
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Summary 
 
• The Shenzhen-Hong Kong 

Stock Connect, which 
commenced on 5 December 
2016, allows Mainland 
Chinese and Hong Kong 
investors to trade stocks on 
each other’s market.  
 

• Hong Kong investors will be 
temporarily exempt from tax 
on capital gains derived from 
the trading of PRC shares.  

 
• Capital gains derived from the 

trading of Hong Kong shares 
by Mainland Chinese individual 
investors will be exempt from 
Individual Income Tax for three 
years. 
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Eligible 
investors 

 
Hong Kong and 

overseas  
investors 

(ChiNext stocks 
are only eligible 
for institutional 

professional 
investors) 

 

Mainland China 
institutional 

investors and 
individuals 
with >RMB 

500,000 cash 
and securities 

on account 

Hong Kong and 
overseas 
investors 

Mainland China 
institutional 

investors and 
individuals 
with >RMB 

500,000 cash 
and securities 

on account 

 
What distinguishes the Shenzhen programme from the Shanghai programme is 
that investors can trade shares listed on the GEM of the Shenzhen Stock 
Exchange. However, during the initial phase of the Shenzhen programme, only 
institutional investors, as defined under Hong Kong laws, qualify for such 
trades. Other investors will have to wait until relevant regulatory matters are 
resolved.   
 
The CSRC and the SFC have also agreed to work together to introduce other 
financial products and to include exchange-traded funds within the scope of the 
investments which may be traded, when conditions are suitable.    
 
Tax effects 
 
The PRC tax treatment of stocks traded under the Shenzhen programme, 
including PRC Corporate Income Tax (CIT) / Individual Income Tax (IIT), Value 

                                                                Added Tax (VAT) and Stamp Duty, is summarized below:- 
 

Investors 

PRC CIT / IIT  
PRC VAT 

 
Stamp Duty 

 
Capital 
Gains 

 
Dividends 

Hong Kong 
and foreign 
investors 
investing in 
PRC shares 
via Shenzhen-
Hong Kong 
Stock 
Connect or 
QFII / RQFII 

Individuals / 
Corporations 

Temporarily 
exempt 

Withholding 
tax rate of 
10% 
generally 
(subject to 
potential tax 
treaty relief) 

Exempt  Seller subject to 
Hong Kong 
Stamp Duty of 
0.1% on the sale 
of A-shares 

QFII / RQFII Temporarily 
exempt from 
CIT on gains 
derived from 17 
November 2014 
onwards;  
pre-17 
November 2014 
gains are 
taxable 

PRC investors 
investing in 
Hong Kong 
shares via 
Shenzhen-
Hong Kong 
Stock 
Connect 

Individuals Temporarily 
exempt from IIT 
for three years 
(from 5 
December 2016 
to 4 December 
2019) 

IIT at 20% Exempt  Both seller and 
purchaser of 
Hong Kong listed 
shares are 
subject to Hong 
Kong Stamp Duty 
of 0.1%  

Corporations CIT at 25% CIT at 25% 
(other than 
interest in 
qualifying H-
shares) 
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Summary 
 
Like the Shanghai programme, the Shenzhen-Hong Kong Stock Connect is a 
landmark in integrating and internationalizing the capital markets in Mainland 
China and Hong Kong.  The IIT exemption granted to Mainland investors under 
the Shenzhen programme will expire shortly before the end of 2019, while the 
IIT exemption under the Shanghai programme will expire by the end of 2017. 
We expect that the Mainland China authorities will introduce tax rules before 
those dates to further clarify the tax issues arising under both Stock  
Connect programmes.  
 
KPMG China will closely follow the development of tax procedures, including 
any administrative guidance which may be issued by the Mainland China tax 
authorities after launching the Shenzhen programme. Investors in the 
capital markets in Mainland China and Hong Kong who have any questions 
about tax compliance and planning are welcome to contact KPMG 
professionals for more advice. 
 
 

 
1 Tax Treatment For the Pilot Programme of Shenzhen-Hong Kong Stock Connect, Caishui [2016] No 127, 
issued on 1 December 2016. 
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