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SOVEREIGN CREDIT RATINGS

hina’s pre-war b

By Gilllan Tert In London, Richard
Bales and Andrew Parker i Hew
Yorli sad Andrew Yeh in Befjing

A group of US politiclans
hag written 1o Whe Securitles
sni Exthange Cemmisslon
camplaining about the woy
U5 ceedit eating agenciss
treal Ghilnese debt,

Thae- politlclans are shETy
thal Belltng has allegaedly
[afled to setile clalms made
by US gitlzens bolding pre-
war Chinese bends, while
acknowledging UK clalms,

“The [raling ngencles)
should reelassify the sover
pign credit ralings of the
People’s Republic of China
[ta roMact this)” argues Jim
Saxton, chairman of the Sen-
ate Joint Ecenomie Commits
tee, in o letter ta the SEG,
which describes the allega-
tions af China's defaull as
“yery setlous’,

pellticians will also fle a
resalutlon In the US Senate
tlde weale supporting these
jetters and calllng for China
ta be axcluded from U eapl

COMPANIES INTERNATIONAL .

tal marheis untfi the lksue s
resolved.

Chins has hitherto lgnored
demands for ropayment,
which have been bubbling tn
the US for sezveral years,

bocked by n small group of .

sepalors and congressmen.
Howavier, the latest move
suggests these camplaints
are now heing ralsed B nolch
- nol least because of
mounting Irritation in Wash-
ington at China's sccoomic
aetivities, which cpuld give
the issue more political

People’s Republic

called to account

US groups want compensation for non-payment of bands from the
Qing Dynasty, write Gilian Tett, Richard Beales and Andrew Yeh

When the People's Republic
ol Chinn decided 20 yeors
ago to slart lssulng euro-
bonds, it ran into an erbar-
rassing diplomalic hiteh.
Befarn the UIL povernment
would let Bejjing sell debl in
Londen, il insisted thal
China [irsl settle its cui-
standing pre-war clalms with
British Invesies,

After protracted wran-
gling, China finally eaved in:
{n 1987, it quiclfy pald a
£50m ($36.4m) lump sum lo
compensaty Hritons who had
lest their assels when Chl-
na's Conumunisis tank pawer
- rooging [rom defaulted
saveseign bonds to deben-
tures on the preswar Shang-
hai erigket club.

Now, however. s odd
episode of Mnanelal history
iz gaining o new geopoliticsl
Iire,

In recenl weelis: a group of
U5 senators and congress-
men has written ia the SEC,
polnting out Lhat Ghina has
falled 1o make sny shmilar
setllemenl with US jnves-
tors, And lg light of thal
olleped “defaull”, these pali-
ticiang want the SEC to luke
nction ogainst the US raling
agencies, for their sileged
[ailsse Lo recognise the sgue

when they issue judgments
an the creditworthiness of
Chinese honds,

Thus for, H 15 unclear how
the SBC will respond. And
legal experis in Chion argue
that 1t 15 unlikely that Bel-
jing will eave §n again,

"In my apinion It ls possl
ble for China o refact the
Amorican  bandholders
under international rejes”
says an expert In Interno-
tiopzt Law at Withan Untver-
slty In Central China,

But as the argument: rum-
bies on, It could yet add
mara grist to the mil of
Washingion's current China-
bashing - and highllght n
long-running giplematic
headuche for the rating
ageaciss as well.

*It's o sensliive issue for
apencles,” says one inlerna-
ional banker, whe points
out that the matier i5 doubly
dellcate because |l is unclear
whether respansibillly far
these hends lies with Chine
or Taiwan.

The issue revolves around
o proup of bonds thot were
mogtly issued In the early
20tls century by the lale
Qing Dynosty to {oroign
countries such as US and
UK.

Back then, the govern-
ment was hungry to [und
profocts such &s the con-
structlon of rallways, How-
ever, the practlge craoted
huge [ocal resentment In
Chiba.

Consequentty, when the
Communlsts took pewer 1o
1949, these Instruments wenot
tnto defanlt and In subse-
quent years, the bonds wore
Jargely desmed worthless,
pxcept to collectars.

Bul after the Clingse gov-
ernment setiled with the UK
In 1987, same US bond.
holders look note: {ive years
ago they crsdted an organt-
satian, knawn as the Ameyl-
can Hondholders Founda-
tion, which started to press
tha Chinese [or a seftlemant
as well.

Some chservers suspect
the Amerfean  pressure
group standys Jess chance of
guceess than the UK inves
tors, One reason is that US

domestic legal precedent on
the lesue 5 not entlrely sup-’

partive.

Anather problem 15 thal
the ABF & belng very smbi-
tions; whereas the UK bond-
holders settied thelr clalms
st & very steep discount, the
ABF Inslsts that China

raspnance than  helore.

Although the SEC hag yel
to |ssue o formal response to
the Jetters, B 15 oxamining
whethar any Chinese gov-
eritnent debt issues are regd-
[stered with the regulator,
which wauld give it jurisdic.
tien.

The compiaint obout the
Chinese bonds centres o &
swathe of seeurities issued
helore 1948, when the Com-
munist regime come to
power. ‘The mosl prominent
wap o £25m {$45m) clerling
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should pay the {ull, pres-
ent-doy value ol the bonds,
nllogedly some §120bn.

.-"Bowever, o third factor I3

that the ABF bas nn unusual
support base, at least by the
standards of international
finance, The waln spokes
womaa, Jorna Bianco, {5 &
Tennesser cattle rancher,
who ¢lalmg 1o represent
abaut 5,000 5 bondhelders,
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bond jssued 1o 1913, indesed
to the price ol gold. which
was dup lo mature in 1860
hefore China defaulted.

In 957 Belling settled out.”

stapding clalms with UK
Invesiors holding pre-wsr
nssets -~ includlng the 1313
hand - at @ steep discount.
The American Beodbelder
Foundation, which lafms {o
represend 5,000 US inveslors
holding hese bonds, saye R
15 gntitied td a settlement ns
well, It clalms the cwrent
vaiue |3 about $120kn.

Officials with Chlna's cen-
tral bank ond the Chins
Banlting Regulatory Com-
misston last week denled
Irnawledge of the tsue. Mast
pbservers consider Beiling
unlikely to act without
external pressure.

Pevple close fa the SEC
supgested tbe vegulalor had
not yet reached any conclu-
sinns an the matter, How-
ever, the SEC iz usually
reluctant tg become involved
In the work of credit raling
sgencies. [1 does nol hive 8
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Some of these apparently
bought lhe boods many
decades ago; olhers may
have acquired them more
recently and opportuntstl-
cally, kaplng ta cash In.
Elther way, there [5 &
strang Mld-West Mavour to
the group: I apdditien 1o
winning the hacking of Mid.
Western  politiclzns, the
ABF's backers nlse Include
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groups such as the Tradl
tional Values Coalillon, a
Chrlslian organisation.
Nevertheless, the letioers to
the BEC suggesl that the
fraup now eojoye & reacol-
able degree of palitlzal sup-
pert |n Washlngion - not
least because Lhe ABF ls
kean to capitalise on the cur-
rent anti-China climate, And
though there 15 no evldence
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Iegislative mandale to police
ihe agencles, bul does grant
themy & status, knewn as
snationally recognised stilis-
Head rating organsalions™,
that has entropched the
dorinance of the three maln
agencies: Fitch Ratlngs,
Maody's [nveslors Service
and Slandsrd & Poor's,
These three, which cur
rently give China s mld-level
investment grade ‘rating,
have nel commenied. Hew-
ever, Christopher Muhoney,
executlve vlce-prestdent ar
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that the Trepsury £ backing
thelr efforts, Lhe group is
trylng to exerd mose pres-
sure o Beliing by using the
contrgversiat bonds tn third
country so-called "olfsels”,
In particular, the group
clatms it 1§ now negoliating
with # proup of Mitddle East.
o countries — Ineluding
Iraq - lo sell liem the bands
al a discount. The idea is

b

ond default stirs US anger

Maoody's, saitl. “The Tact 2
country has defanited in the
past is & evedit negative, but
does not preciude ... a high

rating today.”
Arian  Coultan, senior
director at Fileh, sald:

"|These complaints] ave nol
samething we Iake any
accaunt of In ous rating of
the PRC.”

Some U5 politicions have
supgesled the Londs be sald
ol a discownt to Lhivd couns
tries, such as Trag, to use lo
repay debts 1o China.
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1513t these cousslvies 1hens use
these ingsiyuments o repay
their own debls Lo China.
“Wa liave both Republicans
and Demoerals backing us
here = Lhe issue (of Chinese
bonds] now generstes quite a
ult of emnlion,” says Ms
Blanca, who claims that the
group will unvell semg more
news an these se-calied off-
sels “In the nest few wesls"



