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In this article, we look at the easing of foreign ownership limits in China and estimates provided by
domestic and international brokers for China A shares. Specifically, we explore whether there was any
implicit bias in the Chinese brokers’ estimates versus their international counterparts, and whether
combining foreign brokers’ estimates with those of Chinese brokers could help improve the accuracy of
these forecasts. We used the earnings surprise of CSI 100 index constituents over the last six years as a
measure of this accuracy, i.e., the difference between annual actual and estimated earnings per share
(EPS) based on generally accepted accounting principles (GAAP).

Introduction

China’s Qualified Foreign Institutional Investors (QFII) program was launched in 2013. This was followed by
the launch of the Stock Connect program between the exchanges in mainland China and Hong Kong in
2014, and then the inclusion of China A shares in the MSCl index in 2018. This resulted in greater
accessibility of the China A shares market to all investors and market participants.

Using S&P Global Market Intelligence’s (“Market Intelligence’s”) Ownership data package,’ we looked at
the institutional ownership trend across CSI 100 constituents over the course of six years (January 2015 to
January 2021), and saw an increase of 47.3%. Guosen Securities Co., Ltd. (SZSE:002736) had the highest
increase at 652.48%. Figure 1 charts the foreign institutional shares to total institutional shares
outstanding ratio for the CSI 100 index over the six year period, showing an increase from 3.7% to 5.45%.

"Includes detailed historical equity ownership data on over 90,000 public and private companies, institutional investment firms, mutual
funds, and insiders/individual owners. Data coverage as of January 2021.
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Figure 1: Foreign Institutional Shares to Total Institutional Shares Ratio for CSI 100
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Source: S&P Global Market Intelligence. Data as of May 11, 2021. For illustrative purposes only.

In 2020, China also received the largest amount of foreign direct investment? of all economies and saw a
foreign portfolio investment (FPI) inflow of 110.754 USD billion in December of that year, an all-time high.3
The country’s GDP growth for 2021 is expected to be the second highest in the world and is currently
pegged at 8.5%.%

In addition to increasing investor interest, we also observed a 62% increase in the number of estimates
with China A shares that have been covered by foreign brokers in the last five years (See Appendix 1).
Given this, we explored if there were any implicit biases in Chinese brokers’ estimates versus their
international counterparts. We also looked at whether combining foreign brokers’ estimates with those of
Chinese brokers can help improve the accuracy of these forecasts.

Methodology

For our analysis, we used the CSI 100 constituents and calculated EPS (GAAP) from 2015 to 2021. We
calculated four types of earnings surprises: (1) the EPS (GAAP) estimates by the top 20 Chinese brokers,
(2) the EPS estimates by the top 20 foreign brokers, (3) the S&P consensus estimates, and (4) the EPS
(GAAP) estimates from all brokers. Details are outlined below.

2 “China was largest recipient of FDI in 2020: Report”, Reuters, January 24, 2021, www.reuters.com/article/us-china-economy-fdi-
idUSKBN29TOTC

3 “China Foreign Portfolio Investment”, CEIC, 1998-2020, www.ceicdata.com/en/indicator/china/foreign-portfolio-investment

4 “World Bank: China's economy to grow at 8.5% following pent-up demand”, China Daily, June 9, 2021,
www.chinadaily.com.cn/a/202106/08/WS60bf7752a31024ad0bac46dd.html
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Table 1: Top 20 Chinese brokers based on the number of China A shares covered and/or
nominated/awarded for Institutional Investor’s “The Best Research Team” in 2020

Broker Name Number of Covered Companies
Industrial Securities Co. Ltd. 2,029
Everbright Securities Co. Ltd. 1,845
Changjiang Securities Co. LTD. 1,801
Huatai Securities Co., Ltd. 1,741
China Merchants Securities Co. Ltd. 1,731
Ping An Securities Co. Ltd. 1,510
China International Capital Corporation Limited 1,065
Shenwan Hongyuan Securities 1,051
Citic Securities Co., Ltd. 958
Founder Securities Co., Ltd. 922
SWS Research Co., Ltd. 919
Guodu Securities Co. 913
Huatai United Securities Co., Ltd. 836
Guosen Securities Co., Ltd. 801
Great Wall Securities Co., Ltd. 751
Guoyuan Securities Co., Ltd. 698
Chasing Securities 688
Haitong Securities Co., Ltd. 685
TX Investment Consulting Co., Ltd. 681
GZ500.com 670

Table 2: Top 20 foreign brokers based on the number of China A shares covered and/or
nominated/awarded for Institutional Investor’s “The Best Research Team” in 2020

Broker Name Number of Covered Companies
Goldman Sachs 603
BOCI Research Ltd. 567
UBS Investment Bank 560
Morgan Stanley 537
HSBC 499
Citigroup Inc 426
Guotai Junan International Holdings Limited 406
KGI Securities Co. Ltd. 381
Macquarie Research 351
Credit Suisse 351
BofA Global Research 326
CLSA 315
J.P.Morgan 297
Nomura Securities Co. Ltd. 238
Deutsche Bank 207
BNP Paribas Securities (Asia) 193
Daiwa Securities Co. Ltd. 189
Jefferies LLC 172
Yuanta Research 161
DBS Vickers Research 157
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We use the S&P Capital IQ (“ClQ”) Consensus Mean. This is a combination of both Chinese and foreign
brokers’ estimates, although a broker’s estimate would be excluded from the Consensus Mean for the
reasons below:

+ Differences in methodology or coverage: Analysts may provide estimates based on a different
basis, including or excluding various items, such as stock-based compensation, divestiture,
litigation cost, and other one-time extraordinary gains and losses.

o Expired/Stale estimates: Both periodic and non-periodic are considered stale after 180 calendar
days for North American companies and commodities, and after 210 calendar days for
international companies. Estimates are also expired if they are no longer valid. For example, the
analyst states that they have terminated the coverage of a particular company.

“All brokers” is defined as all 240 brokerage firms contributing estimate data for companies in China A
shares, as part of the CIQ Estimates package.®

With these four groups, we have been able to cover up to 90% of CSI 100 firms from 2015 to 2021. As per
the PRC regulations, ® all companies are required to file annual reports within four months of the fiscal
period end. So, for our analysis, we look at the first four months of each year. The annual earnings surprise
is calculated at a company level and then averaged across CSI 100 constituents to arrive at an index-level
earnings surprise. This exercise is repeated for each of the four flavors of EPS (GAAP) estimates.

A Look at the Results
Table 3 shows the overall average EPS (GAAP) earnings surprise for each group. The CIQ Consensus Mean
exhibits the lowest differential of 0.0022. Additionally, comparing Chinese and foreign brokers, the top 20

foreign brokers achieved a lower differential of -0.06701. The EPS (GAAP) surprise for all brokers is
somewhere between the top 20 Chinese and the top 20 foreign brokers’ difference.

Table 3: Overall Average EPS (GAAP) Surprise from 2015 to 2021

Overall Average EPS (GAAP)
Surprise
Top 20 Chinese Brokers -0.10823
All Brokers -0.08475
Top 20 Foreign Brokers -0.06701
ClQ Consensus Mean 0.00220

5This is a standardized database of global, real-time financial forecasting measures, such as upgrades/downgrades, target price revisions,
and market-moving news.

8 “CSRC Announcement 21”, China Securities Regulatory Commission, May 28, 2014,
http://www.csrc.gov.cn/pub/csrc_en/laws/overRule/Announcement/201508/t20150816_282862.html
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Figure 2 shows the average EPS (GAAP) earnings surprise over the period of analysis. The ClIQ Consensus
Mean achieves a consistently lower gap after year 2016, while the top 20 Chinese brokers and the top 20
foreign brokers generally overestimate the EPS (GAAP). Of the four groups studied, the EPS (GAAP)
estimate by the top 20 Chinese brokers seems to be the highest earnings surprise. The CIQ Consensus
Mean has the lowest earnings surprise over the past five years, followed by foreign brokers.

Figure 2: Average Estimated EPS (GAAP) Surprise on CSI1100 companies
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Source: S&P Global Market Intelligence. Data as of May 11, 2021. For illustrative purposes only.

With a lower estimate gap demonstrated for the CIQ Consensus Mean, we investigated whether such data
can generate alpha and how much return would have potentially been possible in the Chinese market over
the last six years.

ClQ Consensus Estimates Based on Factor Returns

The S&P Global Alpha Factor Library is a collection of more than 600 factors and eight styles that can be
leveraged by portfolio managers, quantitative analysts, and researchers to gain insight into new sources of
potential alpha.

The Analyst Expectation style factor is a weighted combination of four factors: expected long-term
growth, analyst earnings estimate diffusion, standardized unexpected earnings, and the number of EPS
FY1 revisions. These factors are calculated using the Market Intelligence Estimates data package.

An equal weighted, long-only factor portfolio was then created by investing in the top 20 percentile of the
China A shares universe, and this basket is rebalanced monthly. In Figure 3 below, the Analyst Expectation
Factor Portfolio outperformed an equal weighted China A shares universe, achieving 176.11% absolute
return over a six-year time horizon.
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Figure 3: Analyst Expectations Return versus China A Shares Benchmark
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Source: S&P Global Market Intelligence. Data as of May 11, 2021. For illustrative purposes only.

Conclusion

In this article, we summarized our analysis of foreign institutional ownership, foreign broker coverage, and
EPS forecasts for the China A shares universe from 2015 to 2021. We pointed out that the foreign
institutional ownership percentage against total institutional shares had increased by 47.3% on China CSI
100 companies. With more investors now investing/looking to invest in China, coverage by international
brokers increased from 619 estimates to 1,002 over the period in question.

We further split the EPS estimate contributors into four groups — top 20 Chinese brokers, top 20 foreign
broker, ClQ Consensus Mean, and all 240 brokers — and tried to determine which group achieved the
closest EPS (GAAP) estimates historically. We used the earnings surprise (i.e., the difference between
annual actual and estimated EPS (GAAP)) for companies in the CSI 100 as the measure in our analysis.

As evidenced by the results, foreign brokers’ EPS (GAAP) estimates have lower earnings surprises when
compared to their Chinese counterparts. The ClIQ Consensus Mean, a combination of both types of broker
estimates based on the same methodology, had the lowest estimate gap overall.

Therefore, we believe there is lower estimate gap when using a combination of both qualified Chinese and
foreign brokers’ estimate data filtered by a consistent methodology. Based on an alpha factor calculated
from the CIQ consensus data, our investment strategy also achieved 176.11% absolute return in the China
A shares universe over the last six years.
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Appendix 1: Foreign Brokers’ Coverage of China

We identified those foreign brokers contributing EPS (GAAP) estimates for China A shares in our CIQ
Estimates database, and then counted the total number of estimates they covered from fiscal year 2015 to
2020. As can be seen in Figure 4, the number of estimates covered by foreign brokers increased by 61.8%,
from 619 for fiscal year 2015 to 1,002 for fiscal year 2020.

Figure 4: Number of Estimates by Foreign Brokers on China A Shares
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Source: S&P Global Market Intelligence. Data as of May 11, 2021. For illustrative purposes only.

For more information on S&P Global Market Intelligence’s Estimates Data, please visit:
https://www.spglobal.com/marketintelligence/en/solutions/estimates
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These materials have been prepared solely for information purposes based upon information generally
available to the public and from sources believed to be reliable. No content (including index data, ratings,
credit-related analyses and data, research, model, software or other application or output therefrom) or
any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by
any means, or stored in a database or retrieval system, without the prior written permission of S&P Global
Market Intelligence or its affiliates (collectively, S&P Global). The Content shall not be used for any
unlawful or unauthorized purposes. S&P Global and any third-party providers, (collectively S&P Global
Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P
Global Parties are not responsible for any errors or omissions, regardless of the cause, for the results
obtained from the use of the Content. THE CONTENT IS PROVIDED ON “AS 1S” BASIS. S&P GLOBAL
PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO,
ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE
UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Global Parties be liable to any party for any direct, indirect,
incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal
fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses
caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

S&P Global Market Intelligence’s opinions, quotes and credit-related and other analyses are statements
of opinion as of the date they are expressed and not statements of fact or recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P Global Market Intelligence may provide index data. Direct investment in an index is not
possible. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Global Market Intelligence assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for
the skill, judgment and experience of the user, its management, employees, advisors and/or clients when
making investment and other business decisions. S&P Global keeps certain activities of its divisions
separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain divisions of S&P Global may have information that is not available to other
S&P Global divisions. S&P Global has established policies and procedures to maintain the confidentiality
of certain non-public information received in connection with each analytical process.

S&P Global may receive compensation for its ratings and certain analyses, normally from issuers or
underwriters of securities or from obligors. S&P Global reserves the right to disseminate its opinions and
analyses. S&P Global's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge) and www.ratingsdirect.com (subscription), and may be
distributed through other means, including via S&P Global publications and third-party redistributors.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.
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