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We identify a novel conflict of interest arising from brokerage proprietary trading in China.
While conflicts involving direct proprietary equity positions are strictly regulated, we show
that brokers exploit indirect equity exposure through proprietary investments in mutual
funds, inducing their analysts to issue more optimistic recommendations for the
underlying stocks. Several identification strategies confirm that this bias is driven by
strategic incentives rather than superior information. Cross-sectionally, the bias is weaker
in more transparent information environments, but stronger when incentives are more
skewed toward proprietary interests. Overall, our findings reveal a subtle but important
channel through which proprietary interests compromise analyst independence, enabling
brokerages to capture investment benefits at the expense of investors who suffer from
subsequent stock underperformance.
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