
I Credit Ratings 

I Mere Guesswork 

NTERNATIONAL CREDIT-RATING cornpa- 
nles charging into China a re  operating in 

1 such darlrness that many investors question 
the value of their work in the country. 

Demand for credit ratings-an assessment of 
,ho,w,.willing: and- able a .  borro.wer is to repay 
,del~ts,-is 'growing &s more Chinese conlpanies . raise capital from international investors. But. 
faulty accounting, poor corporate governance and 
a lack of disclosure hamner the raters' efforls. 

China doesn't adhere 'to international account- 
 in^ standards, and publicly listed companies can 
becontrolled by private par- 
ent companies that aren't 
required to disclose finan- 
cial information. To malce 
rnauers worse. the govern- 
ment issues misleadin:: sla- 
Lislics. 

Whether rating compa- 
nies succeed in enhancing 
transnarencv amone Chi- 
nese 'compinies is -a key 

, test a s  the nation attempts 
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to develou world-class caaital marlcets. 
If  itch R;itings, hloody's Investors Service 

and Stimdard 6 Poor's can pus11 companies inrn 
releasine more information and their ratinks are 
seen a s  teliahle, that could help bolsler conlidence 
in China as it looks to foreign investmenr to fuel 
its growth. 

Though China is opening, it's a slow process. 
Brian Colton at Fimalac SA's Fitch Ratings in 
Hong I(ong, rates China's sovereign bonds. Part 
of his job is to assess China's economy. But Mr. 
Colton says he's never sure how reliable the data 
are. He ofLen tallies the gross domestic product 
figures of Chiia's 23 provinces and seven adminis- 
trative regions and finds the total is diiferent than 
the national GDP figure issued by Beijing. "Some- 
times you have a column of figures that don't add 
up Lo the total at the bottom. It's that had," he 
savs. 

I -~orvever ,  Clllna is ;I potentially lucralivc mar- 
I<et, with more thxn eight million corporations and 
130 banks llungry lor capiral to expxnd. Since 
1998, rhe arlnual v;llue of inltial pllbllc ollerings in 
Cllllla llas increased nearly 50% while bund lssll- 
ance has doubled, according to financial data pro- 
vider Thomson Financial. 

So far, the international ratings companies 
combined have rated fewer than 100 Chinese enter- 
prises. Ratings companies charge a s  much as 
$80.000 for an Initial rating and up to $40,000 a 
year to maintain surveillance on companies and 
adjust ratings as needed. 

Critics say the raters' worlc in China is useless 
Please Turn to Page Cl1, Coluin~l G 

William  & Ann Watts
Highlight

William  & Ann Watts
Highlight

William  & Ann Watts
Highlight

William  & Ann Watts
Highlight

William  & Ann Watts
Highlight

William  & Ann Watts
Highlight



; 
j IvlONDrll', JANUARY 5.  2004 C l l  

; 

I 1 China's Murky Data 
1 1 Cast Doubts on Work 
I I Of Credit Agencies 

;Inn ~nfvers i ty  in ~lrromington. Indiana. 
who s~cciaitzcs in Cl~itta's political ccon- 
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II omv. - 

Corzlbared I"r.orrz Paye CI 
because it's based on limited informa- 
tion. They a re  also alarmed by the will- 
ingness of the companies-which have 
been criticized in recent years for fail- 
ing to spot trouble a t  Enron Corp. and 
other accounting blowups-to worlc 
around big problems. "If you have any 
credibility, you would probably be rating 
everything junk in China." says Scott 
ICennedv. an  assistant nrofessor at Indi- 

Brad Al~nm, an Asian equities portlo- 
at Statc Srrcet Curp.. \ \ ' I ~ I I  
invested in cmerrine Asian 

markets. puts it lhis iva)': . .~Gdii 'r;uing 
; t ~ e n ~ i e s  can 1;cep thc rnarkcts abreast of 
oieoine structural nrohlems in China. 
bui in iernls of data'tltat allcct mnrkcls 
on ;I daily busis, rating ilgcncics arctt't 
that useful." 

Fitch. Moody's and McGraw-Itill 
Cos.' S&P are  focusing on the Chinese 
eovernment's sovereiei honds and com- 
ian ies  listed on stocic exclliirlgcs ULI-  
sidc tile mainland, whcrc disclosllre is 
better than a t  nonlisted enterprises. 
Publicly listed companies such a s  
China Mobile (Hong ICong) Ltd. and 
Huaneng Power International Inc. have 
had their bonds rated investment 

il Danv that was considerine a bond issue 

I 
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I 

1 in ?602, dcspitc tltc fact Lila1 tlicre was 
a little inform;lrion i~vail;~ble ahout Chi- 

grade. 
Charles Chang, an  associate direc- 

tor a t  Fitch Ratings in Hong ICong, was 
able to rate a Chinese retailing com- 

! na's retail sector or the company's li- 

~ i tc11  antl stattdartl& Poor's have be- 
gun conducting public-information rat- 
ings, which use publicly available infor- 
mation and media reports to evaluate a 
cornpatty rather than consultations with 
management. Fitch and S&P say such 
ratings are necessary in China, where 
company cooperation is hard to get. But 
in China such ratings call rely on cen- 
sored media reports. Moody's has 
stopped public-information ratings, say- 
ine thev're inaccurate. 

-1ndiana University's Mr. ICennedy 
says the rating companies give Chinese 
institutions inanoronriatelv hieh ratines 
hecause they \;e'igl; ~;tvor~bifllie COG- 
try's hugc economic g m ~ t i t  alld govern- 
ment sinnort of slate-owned- enter- 
prises. ~ i ' t i h ,  Moody's and S&P each tie 
their ratings on China's banlcs to the 
ratines on the eovernment's bonds. But 
exec;~t i \~es say they ltnve to (lo tllis be- 
cause the country's banks are i~lsolvent, 
with nonperforming loans accounting 
for a s  much as half the total loan portfo- 
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lios. 
Ratings companies say problems 

are inevitable as China 'moves from a 
state-planned economy to a free mar- 
lcet economy. They add that they a r e  
more critical than China's domestic 
credit-rating firms. And they. say that 
China is making efforts to improve cor- 
porate governance, making it  manda- 
tory for public companies to report fi- 
nancial data  on a quarterly basis 

, . 

rather than every six months and open- 
ing two national accounting institutes 
to train people in  international account- 
ing. 

"You'll never have ail the facts." says 
~ e i  Yen, a China bank analyst at 
Moody's, a unit of Maody's Corp.. in 
Hong Kong. "You get what information 
you can and make a decision based on 
your logic." 

nances. To compensate, he constructed 
"stress scenarios." and hypothesized 

i . . - . -. - - - . . - __._-_-.- .--- .___ - - .  

I 

about the company's ability to cope if 
retail sales fell sharply or lhc economy 
slowed suddenly. "It wasn't easy," he 
says. 
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