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Credit Ratings
In China Can Be
Mere Gue: sswork

By JoEL BAGLOLE

Hang Kong
NTERNATIONAL CREDIT-RATING compa-
nies charging into China are operating in
such darkness that many investors gquestion

the value of their work in the country.
Demand for credit ratings—an assessiient of

. How: willing-and- able a borrower is to repay

-debts - i5 Erowing s morg Chinese companies

" rafse capital from international investors. Bui-

faulty actounting, poor corporate governance and
a lack of disclosure hamper the raters’ efforts.

China doesn't adhere to international account-

ing standards, and publicly listed companies can
be controlled by private par-
ent compéanies that aren't
required to disclose finan-
cial information. To make
matters worse, the govern-
ment issues misleading sta-
tisties.

Whether rating compa-
nies succeed in enhancing CREDIT
transparency among Chi-
nese companies is a key MARKETS
test ag the nation attempts
to develop world-class capital markets.

If Fitch Ratings, Moody's Investors Service
and Standard & PPoor's can push companies into
releasing more information and their ratings are
seen as reliable, that could help bolster confidence
in China as it looks to foreign investment to fuel
its growth.

Though China is opening, it's a slow process.
Brian Colfon at Fimalac SA's Fitch Ratings in
Hong Kong, rates China's sovereign bonds. Part
of his job is to assess China's economy. Buf Mr.
Colton says he's never sure how reliable the data
are. He often tallies the gross domestic product
figures of China’s 23 provinces and seven adminis-
trative regions and finds the total is different than
the national GDP figure issued by Beijing. “Some-
times yoiut have a column of figures that don't add
up to the total at the bottom. It's that bad,” he
says.

However, China is a potentially lucrative mar-
ket, with more than eight million corporations and
130 banks hungry for capital to expand. Since
1998, the annual value of initial public offerings in
China has increased nearly 50% while hond issu-
ance has doubled, according io financial data pro-
vider Thomson Financial.

So far, the international ralings companies
combined have rated fewer than 100 Chinese enter-
prises. Rafings companies charge as 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” work in China is useless
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China’s Murky Data
Cast Doubts on Work
Of Credit Agencies

Continued From Page C1
because it's based on limited informa-
tion. They are also alarmed by the will-
ingness of the companies—which have
been criticized in recent years for fail-
ing to spot trouble at Enron Corp. and
other accounting blowups—to work
around big problems. “If you have any
credibility, you would probably he rating
everything - junk in China," says Scott
Kennedy, an assistant professor at Indi-
ana University in Bloomington, Indiana,
who specializes in China's political econ-
omy.

Brad Aham, an Asian equities portfo-
lio manager at State Street Corp., who
has §2 billion invested in emerging Asian
markets, puts it this way: “Credit rating
agenciescan keep the markets abreast of
ongoing structural problems in China,
buf in terms of data that affect markets
on a daily basis, rating agencies aren't
that useful.”

Fitch, Moody's and MceGraw-Hill
Cos.” S&P are focusing on the Chinese
government’s sovereign bonds and com-
panies listed on stock exchanges out-
side the mainland, where disclosure is

.better than at nonlisted enierprises.

Publicly listed companies such ‘as
China Mobile: (Hong Kong) Ltd. and
Huaneng Power International Inc. have
had their . bonds rated invesiment
grade. _ :

Charles Chang, an associate direc-
tor at Fitch Ratings in Hong Kong, was
ahle to rate a -Chinese retailing com-
pany that was considering a hond issue
in 2002, despite the fact that there was
little information available about Chi-
na's retail sector or the company’s fi-
nances. To compensate, he constructed
"stress scenarios,” and hypothesized
about the company’s ability to cope if
retail sales fell sharply or the economy
slowed suddenly. “It wasn't easy,” he
says.
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kiteh and Standard & Poor's have be-
gun conducting public-information rat-
ings, which use publicly available infor-
mation and media reports to evaluate a
company rather than consultations with
management. Fitch and S&P say such
ratings are necessary in China, where
company cooperation is hard o gel. But
in China such ratings can rely on cen-
sored media reports. Moody's has
stopped public-information ratings, say-
ing they’re inaccurate.” )

Indiana Tniversity's Mr., Kennedy
says the rating compéanies give Chinese

1 institutions inappropriately high ratings

because they weigh favorably the coun-
try's huge economic growth and govern-
ment support of siate-owned- enter-
prises. Fitch, Moody's and S&P-each tie
their ratings om China’s banks to the
ratings on the government’s.bonds. But
executives say they have to do this he-
cause the country’s banks are insolvent,
with nonperforming loans accounting
for as much as half the total loan portfo-
lios.

Ratings companies say problems
" are inevitable as China moves from a
state-planned economy to & free mar-
ket economy. They add that they are
more critieal than China’s domestic
¢redit-rating firms. And they say that
China is making efforts to improve cor-
porate governance, making it manda-

" tory for public companies to report f{i-

nancial data on a quarterly basis
Tather than every six menihs and open-
ing two national accounting institutes

ing.
~ “You'll never have ali the facts,” says
Wei Yen, a China bank analyst at
Moody’s, "a unit of Moody's Corp., in
Hong Kong. “You get what information
you can and make a decision based on

;| your logic.”
L
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China Stocks Evoke Ghost of 19908 Tech Bubble | |

Continued From Puage C1
food and heverage sector. That is also
more than double the 20 times trailing
earnings of Anheuser-Busch Cos:, which
owns a stake in Téingtao.
Desplte booming demand for new
cars in Chma aute companies also look
e pricey. Qingling Mo-
tors Co. trades
around 20 times last
year's  estimated
- earnings, cnmpared with 14 for the world
automobile and parts sector; Honda Mao-
tor Co. trades at less than 10 times trail-
ing earnings. Analysts add Brilliance
China Automotive Holdings Ltd., up
nearly threefold last year, is no bargain
at 17 times trailing earnings. That'is espe-
cialty true because it is in an ownership
dispute with its former chairman, Yang
Rong, who fled China in May 2002 after a_
_brovincial government seized hi __s_l_:ai{e_
_in the company.

"There's often a gray area in terms of
property rights when you're buying Chi-
nese companies,” says Chris Lively, a
portfolio manager at Citigroup Asset
Management. Not a comforting thought
at any valuation.

Then there is the IPO- market, Chi-
nese initial public offerings totaled $7 hil-
lion last year. Half of that came from

China Life Insurance Co.'s §3.5 billion
IPQ, which is up more than 60% since its
listing in Hong Kong and New York last
month. People’s Insurance Co, of Chi-
na's PICG Property & Casualty unit has
also risen mare than 90% since its Novem-
ber initial public offermg

More Chinese companies are quem%
up to list, including China Cm}structi’
Bank, one of the couniry's four large
state-owned lenders, with a 35 billion /g -
fering and state-owned China Netcond, a
fixed-line phone company, with a 52 bil-
lion IPQO, China's leading chiprifaker,
Semiconductor Manufacturing Idterna-
tional Corp., is &lso conmdermg} a 81 bil-
lion IPC.

In all, Merrill Lynch forkeasts that

Chinese IPOs this year wxf]} Tfiise $15 bil-*

lion worldwide.

The big jumps in stock prices alone
suggest investors are oblivious to the
risks they are taking, There are other
ways to measure the freth:-.Take the
China Fund, a clesed-end find that

and invests in sm
nese stocks.

The fund, whose la.rgest holdmg isin
Sohu.com, rose 77% last year. More amaz-
ing, the $280 million fund, which is about
60% owned by individual investors,

5845 Decalse of d Jac

and disclosire. pimally, (he CHinese gov-
_grmment 1S mvolved 1n one way or an-

trades at a 57% percent premium to the
value of its stock holdings.

Not surprisingly, ¢co-manager Shifeng
Ke, a director at asset-management firm
Martin Currie, based in Edinburgh, Scot-
land, says Chinese Internet stocks are
just starting their runs, though he's un-
loading some more-mundane names, such
as Conch Cement, on valuation concerns.

There are other concerns that in a
more normal environment would give in-

vestors pause. Chinese companigs, for ex-
ample, don't adhere to U.S. or inierna-

tional accounting standards. And cradit-
'.WW_IT__J_

of the Chinese companies lisiing over-
Arency

ofher in m0st of the companies listed on

Ithe markels.

Yet like the fech mania that gripped
the U.S. in the late 1380s, investors say
that China stock market fever could thrive
far longer than the,na;ysayers expect,

“We're cau 1ﬁi15 on Ghina,” says
George Hopuef, head of etherging mar-
kets for State\ Street Gldbal Advisors.
“But with so m dia attention on
China, there continues to be a lot of posi-
tive momentum. The market could move
higher for months."
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Chma Stocks Evoke the Ghost of Bubbié Pastw

Investors Who Haven’t Forgotten
Late 1990s Technology Wipeout
Warn Wealth Could Be Destroyed

By Craic KarMIN
And JoeL BAGLOLE

HEN CLEAR-HEADED investors
E/gl sounded the alarm about the technol-
ogy-stock bubble in the late 1990s, they

were roundly ignored.

Today, another group is rausmg the same call
ahout China. And many investors, who have appar-
ently wiped their tech-stock losses from their
minds, don't seem to be listening.

So it is worth going through all the reasons
why Chinese stocks could desiroy shareholder
wealth just as effi-
ciently as tech stocks
did after early 2000.

“China looked like a
bubble at the start of
last year,” says Mark
Madden, manger of Pioneer Emerging Markets
Fund, whe has been selling shares in Chinese
companies even though he believes in China's
long-term potential, “It looks like a bigger bubble
today.”

Consider last year’s performance. The Chinese
market as measured by the Morgan Stanley Capi-
tal International China Index gained 81% in 2003.
While it did trail the Nasdaq's 86% return in 1999,
it should be enough to get people nervous, Chinese
stocks that trade in Hong Kong rose 152% last
year. The Chinese market is up 6% this year.

With performance like that, many Chinese
stocks are among of the most expensive in the
world for their industries. And of course compa-
nies of all siripes are rushing to cash in on the
bonanza by going public, even though their finan-
cial situations are mixed at best and their diselo-
sure is generally dismal.

“My fear is that the reality of China won't
meet investors’ expectations,” says Qu Honghin,
an analyst at ISBC Bank in Hong Kong. “A lot of
people could get burned.”

The list of most outrageously priced companies
must by tradition be led by Internet companies
such ag China's top three portals-—Sina Corp.,
Solm.com Inc. and Netease.com Inc.—each rose
hetween 220% and 420% in 2003. And then there is

the requisite dot-com 1PO as in Citrip.com Interna-
tional Litd., which rose 83% on its first day of
trading last month, the biggest first-day jump in
three years. (Related article in World Stock Mar-
kets, page C13.)

But the real proof that valuation is out of kilter
is the prices investors are paying for mundane
industries such as beer producers and carmakers.
Typically, a new and volatile market such as
China would trade at a valuation below the 15
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times trailing 12-month earnings that is the aver-
ape for emerging markets, which themselves ral-
lied strongly last year. But China now trades at 17
times tratling earnings.

Tsingtao Brewery Co., for instance, trades at a
whopping 42 times its trailing earnings, even
though the Chinese brewer fell short of its target
for beer sales in 2003. Its valuation compares with
a global average of 18 times tor the MSCI World
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