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Abstract

With superior informative collection ability and analysis capabilities,
analysts can provide a reasonable reflection of the intrinsic value of securities to
market participants, thus weakening the stock price deviation and promoting
market efficiency. However in China, Whether analysts can play its due role is
often criticized by academics, such as analysts may affect their judgments by
conflicts of interests, and the hidden rules of providing information ahead to
institutional investors.

Analysts” reports generally contain certain information that different from

the market before, the release of which are likely to result in the revising target
company's investment logic, future earnings and market outlook, and thus putting
impact on the stock prices in the short term. Therefore, investors have a strong

incentive to get analysts’ recommendation information, thus making investment

decisions, and finally gain excess returns.

This article focuses on the informed trading before analyst grades, and we
use Chinas margin trading data to verify the phenomenon in both directions (up-
and downgrades). Explanation of this phenomenon, there are two hypotheses.
Hypothesis 1, investors are rational enough to determine the future status of the
company according to the existing public information, which are consistent with
analysts' forecasts. Hypothesis 11, investors know ahead that analysts will upgrade
or downgrade the target company, thus may benefit a lot through informed trading
with abnormal increase in the amount of margin trading. The article found there
exists abnormal increase in the amount of short purchase before upgrades, and
thus exists informed trading. Further research found that whether the analysts are
famous or the degrees of the upgrades have no effect on informed trading.

However, the number of upgrades will increase informed trading. As short selling



in China is quite new - and the amount of short selling are relatively volatile > we

did not find the phenomena before downgrades.

Since margin trading is new in China's capital market, there are rarely
researches on the informed trading before analyst grades. This study focuses on
emerging margin trading in China, especially in both directions (up- and
downgrades), and systematically analysis possible causes of this phenomenon,
and get further to understand the relationship between the behavior of analysts and

investors trading, which has certain practical and theoretical value.
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