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Tencent's $50 Billion Plunge Isn't Enough to Scare
Analysts

Bloomberg April 12, 2018

Tencent’ s $50Billion Plunge Isn’ t Enough to Scare
Analysts

Tencent Holdings Ltd. > s having about as bad a month



as Facebook Inc. — on financial markets, at least.
Analysts are betting it” 11 pull through.

The Asian social media colossus has bled more than
$50 billion of value since warning on March 21 of
dwindling margins. Shortly after, it got caught up in
a global selloff of internet stalwarts as investors
fretted about the risk of regulatory tightening in the
wake of Facebook’ s Cambridge Analytica controversy.
Then it came under pressure when the prospect of a trade
war with the U.S. intensified. In the middle of all that,
largest shareholder Naspers Ltd. declared it was
unloading a $9.8 billion stake.

The 53 analysts who cover Asia’ s largest stock are
mostly standing firm. The gap between its shares and
their average price target has ballooned to more than
20 percent. That’ s the biggest increase in the
disparity among peers from beleaguered Facebook to
fellow Chinese internet giant Alibaba Group Holding
Ltd., which like Tencent succumbed in part to fears
about margin—erosion.

The average 12-month target price on Tencent

remains at the highest it’ s been in a year. Despite



hints of lower profitability, many investors believe
Tencent’ s WeChat and game development prowess will help
it sustain growth. That’ s helped push its two-year
earnings multiples to more than 34 times —— higher than
peers from Alibaba to Baidu Inc., and 46 percent above
the industry average.
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Warren Buffett: China has ‘found a secret sauce
for themselves’

Krystal HuReporter,Yahoo Finance?April 30, 2018

Warren Buffett, known as the “god of stocks” 1in
China, speaks highly of the country’ s economic growth
and is optimistic about its future.

“What they’ ve done in the last 50 or 60 years is
a total economic miracle. I never would’ ve thought it
could’ ve happened, ” Buffett told Yahoo Finance’ s Andy
Serwer in Omaha earlier this year. “What I do know is
they have found a secret sauce for themselves, just like
we found the secret sauce a couple centuries ago.”

Buffett says “countries will do it differently,”

referring to the fundamental differences between China

and the U.S. politically and economically. China’ s



state capitalism emphasizes economic growth and social
stability, with tight control over domestic politics
and information. Since the economic reform in 1978,
China has grown at a staggering pace of 9. 5% per year
and has become the world’ s second largest economy. In
the past five years, China’ s GDP growth has slowed down
but still achieved an increase of 6.9% last year,
dwarfing America’ s 2.3% increase.

And Buffett believes China’ s growth story is far
from over.

“They can have growth in the economy from a lower
base that will exceed ours percentage wise for a long
time,” he said. “They’ re destined for a fine economic
future, just like we are.”

China will likely overtake the U.S. as the world’
s No. 1 economy by 2032, according to the London—based
Center for Economics and Business Research. Though,
Buffett thinks it will take much longer for China to
catch up.

“It’ s a long way off.” said Buffett. But he
acknowledges the potential since China’ s population

is almost four times greater than the U.S. “The main



thing you have to do is unleash the potential of your
people” .

Investment interest in China

Charles Munger, vice chairman of Berkshire
Hathaway Inc., speaks at the grand opening of the North
American headquarters of Chinese carmaker BYD. (Gerry
Images)

Buffett has pocketed some money from China’ s
economic leap. The only Chinese company Buffett has
invested in, via his holding company Berkshire Hathaway,
is BYD, a Shenzhen—based battery and electric car maker.
The $232 million bet, made in 2008, is now worth about
$2.1 billion.

Buffett credits his right—hand man Charlie Munger
with that call. Munger is the vice chairman of Berkshire
who stands behind the investment and sticks with the
company through high and lows.

Buffett’ s conglomerate hasn’ t invested directly
in Chinese companies ever since.

“When you got over $100 billion, you’ re looking
at any big market. We can’ t go into tiny markets and

really deploy enough capital,” he said. “We want to



invest money 1intelligently. And obviously, big
economies and growing economies have the potential.”

While trade tensions running high between Beijing
and Washington, China’ s rise as a superpower is not
necessarily a bad thing for the U.S., according to
Buffett. “If you postulate two kinds of world” s 50
years from now, and one is where the United States is
still doing far better than a good many of the world’
s people, or you postulate something where everybody
ismaking a lot of progress, I think you’ ve gotta choose
the second world,” said Buffett. “We should welcome

b4

a more prosperous world, including China.
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China thinks long—term on financial stability —

so should we



Sheila Bair,

Yahoo Finance?July 22, 2018

Where are we in the global economic cycle? I wish
I had the answer.

The unwinding of the Fed’ s stimulus programs,
combined with the risk of a global trade war and rising
populism in a number of developed countries, increase
the chance that this aging economic recovery could soon
turn.

When that happens, the severity of the downturn
will depend on the resiliency of the world’ s two largest
economies: ours and China’ s. China may be better
prepared. While we loosen financial regulation to
achieve faster short—term growth, China is tightening
regulation to contain bubbles and achieve sustainable,
long—term growth, even if that means slowing its
economy in the near—term.

China’ s aggressive action on ‘shadow banking’

Last year, President Xi Jinping himself called for
a multi-year regulatory effort to reduce leverage and
curb risk taking, citing financial stability as one of

the three great challenges to China’ s long—term



prosperity. In contrast, early in his tenure, President
Donald Trump called Dodd-Frank, the post—crisis
financial reform law, a “disaster” and promised to
do “a big number” on financial regulations.

China has taken aggressive action against

113 »

unregulated shadow banking activities,
consolidated regulators to close gaps in supervision
between banks and insurance companies, and created a
cabinet—level council to better coordinate regulatory
actions and data collection. In contrast, our
administration has scaled back the Office of Financial
Regulation, established post—-crisis to promote better
data collection across the financial system, and is
disinclined to subject systemic non—bank institutions
to Federal Reserve oversight, notwithstanding the role
“ shadow banks ” such as AIG played in the 2008
financial crisis.

Chinese regulators have imposed toughened policies
for risk management, governance, and loss recognition
for nonperforming loans. American regulators have

proposed rules to ease capital, liquidity, stress

testing, and Volcker Rule requirements for the nation’



s largest banks. Proponents of these changes argue that
they are minor tweaks to simplify rules, and leave the
core of the post—-crisis regulatory regime intact.
Perhaps. But virtually all trend in the direction of
giving banks greater latitude to take more risks with
more leverage. Their cumulative impact could be
substantial.

The difference between debt in China and the U. S.

One could argue that China’ s problems in its
financial sector are more severe than ours, warranting
these divergent approaches. But in truth, debt levels
are too high in both countries. At least China is
confronting its problem. China’ s biggest challenge is
corporate debt, constituting 160. 3% of GDP, compared
to 73.5% in the U.S.

But the vast majority of troubled corporate debt
in China is held by state—owned enterprises (SOE),
representing a huge waste of capital resources but not
a threat to system stability as the government can
control the timing and severity of SOE defaults.
Corporate debt in the U.S., on the other hand, is

privately held and at a record high. Over—leveraged



companies will struggle to repay that debt as interest
rates rise. Household debt in the U.S. is also high by
historical standards, representing 78.7% of GDP,
compared to 48. 4% in China. Financial risk looms as well
in our ratio of gross government debt to GDP: 108% in
the U.S. compared to 51% in China.

Conventional wisdom suggests that the United
States can better tolerate higher debt levels because
of its strong, developed economy. Let me challenge that
conventional wisdom. Over the past 20 years, China has
sustained an annual growth rate above 6% and is expected
to continue to do so. Ours has hovered in the 2-3% range.
Wage growth in China has been strong, while real wages
for the majority of American workers have stagnated,
fundamentally challenging our consumer—driven economy.
So which economy is better positioned to absorb its
future debt obligations? The one growing at 6+% and
building the purchasing power of its middle class, or
the one that can barely breach 4%, with a middle class
that continues to struggle?

The U.S. is loosening regulations at the wrong time

Confucius said: “Think of tomorrow. The past can’



t be mended. ”

Ben Franklin opined: “By failing to prepare, you
are preparing to fail.”
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