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Wall SWreeW is scrambling Wo regXlaWe Chinese companies lisWed on US eqXiW\ 
markeWs Wo aYoid inWerYenWion b\ US laZmakers, Zho haYe e[pressed biparWisan 
frXsWraWion oYer Whe lack of financial Wransparenc\ Whe firms haYe offered eYen as 
Whe\ seek inYesWors on American e[changes. 

US secXriWies ZaWchdogs haYe been in a conWinXing sWrXggle ZiWh China oYer 
inspecWing Whe aXdiWs of Whe coXnWr\¶s US-lisWed companies, and Beijing has 
refXsed Wo compl\, ciWing sWaWe secreW laZs. 

A markeW-driYen approach, indXsWr\ parWicipanWs said recenWl\, ZoXld be a more 
effecWiYe Za\ Wo sWem fraXdXlenW companies from hXrWing US inYesWors. AW Whe 
same Wime, iW coXld help preYenW an e[odXs of fasW-groZing Chinese companies 
from US capiWal markeWs and help US inYesWors mainWain desired e[posXre Wo 
China¶s higher groZWh. 

³The Chinese goYernmenW reall\ Zidened Whe moaW ZiWh Whe reYised secXriWies laZ 
WhaW ZenW inWo effecW Whis \ear,´ Zhich has made ³Whe perpeWraWor of Whe fraXds 



effecWiYel\ be\ond Whe reach of US laZ,´ said Carson Block, foXnder and chief 
inYesWmenW officer aW MXdd\ WaWers CapiWal, a California inYesWmenW firm knoZn for 
iWs shorW-selling sWraWeg\ WhaW profiWs from dropping sWock prices b\ disclosing 
corporaWe Zrongdoings. 

OYer Whe \ears, MXdd\ WaWers has e[posed accoXnWing problems aW seYeral 
Chinese companies, mosW recenWl\ LXckin Coffee. 

WhaW can be done, Block said, is Wo focXs on ³US arms of Whe aXdiWors, of Whe 
inYesWmenW banks, ma\be eYen Whe laZ\ers´ as Whe\ are ³Whe enablers´ and ³look 
Wo hold Whem financiall\ and maWeriall\ responsible´. 

He also said US headqXarWers of global aXdiWing firms ± DeloiWWe, 
PriceZaWerhoXseCoopers (PZC), ErnsW & YoXng and KPMG and Whe like ± shoXld 
be reqXired Wo proYide collaWeral for aXdiW failXres of Wheir Chinese affiliaWes in Whe 
form of financial gXaranWees. 

³This is analogoXs Wo a parenW Zho ofWen ZoXld bear financial responsibiliW\ for 
Zrongdoing of Wheir minor children,´ he said. 

Block¶s proposal effecWiYel\ adYocaWes some self-policing b\ a groXp of Wall SWreeW 
insiders, highlighWing Whe disWance American inYesWors are Zilling Wo go Wo aYoid 
haYing Congress decide Whe faWe of Chinese firms in US capiWal markeWs. 

The legislaWion aW hand ± Whe Holding Foreign Companies AccoXnWable AcW ± 
passed Whe SenaWe XnanimoXsl\ in laWe Ma\. If Whe HoXse of RepresenWaWiYes 
approYes iW and iW becomes laZ, an\ foreign compan\, inclXding Chinese, ZoXld 
be reqXired Wo hand oYer aXdiWs for US inspecWion or face delisWing if iW failed Wo do 
so for Whree sWraighW \ears. 

³IW is a priYilege Wo be a pXblic compan\ lisWed in Whe UniWed SWaWes,´ said Elad 
Roisman, Zho siWs on Whe US SecXriWies and E[change Commission. 

³The benefiWs of Whis priYilege inclXde noW onl\ access Wo oXr reWail inYesWors and 
Wheir hard-earned mone\, bXW also Whe associaWion ZiWh oXr rigoroXs regXlaWor\ 
regime, Zhere Whis regime confronWs challenges from companies WhaW operaWe in 
emerging markeWs.´ 

DreZ BernsWein, co-foXnder of MarcXm BernsWein & PinchXk, a NeZ York-based 



accoXnWing and adYisor\ firm focXsed on China, said, ³If [Whe compan\ is] 
regisWered here, When \oX shoXld be sXbjecW Wo inspecWions.´ 

³AlWhoXgh Whe Chinese companies haYe choices righW noZ, and cerWainl\ choosing 
e[changes close Wo home Zhere inYesWors XndersWand Wheir companies is a big 
Whing, Whe US markeWs are sWill Whe gold sWandard becaXse Whe\ offer Whings WhaW 
oWher markeWs don'W ± for e[ample, Yer\, Yer\ deep and diYersified soXrces of 
capiWal,´ he said. 

MeanZhile, Whe US inYesWmenW commXniW\ has pXshed back since Whe SenaWe 
passage, calling Whe approach ³blXnW´ and sa\ing sXch laZ shoXld be ³reserYed as 
Whe lasW resorW´. 

The NeZ York SWock E[change ± Whe Zorld¶s largesW b\ markeW capiWalisaWion, 
more Whan US$30 Wrillion ± said lasW Zeek WhaW iW ZoXld sXpporW Whe inWrodXcWion of a 
separaWe indicaWor for issXers WhaW are noW seW Xp for inspecWion. ThaW ZoXld proYide 
more Wransparenc\, especiall\ for people Zho don¶W W\picall\ haYe Whe means Wo 
look inWo each compan\ Whe\ inYesW in. 

Nasdaq, a US$11 Wrillion e[change, said lasW Zeek WhaW Zhile iW Zas ³noW opposed 
Wo Whe legislaWion´, Where Zere sWill Whings WhaW coXld be done before resorWing Wo a 
neZ laZ. 

³WiWh a liWWle cenWralised gXidance Wo each sWakeholder, [Ze can] Wr\ Wo ensXre WhaW 
Ze are lisWing companies and Wrading companies WhaW deserYe WhaW sWaWXs. We'Ye 
Waken some earl\ sWeps noZ, bXW Where's probabl\ more Ze can do, and WhaW 
legislaWion reall\ shoXld be Whe lasW resorW,´ said John Zecca, a Nasdaq legal and 
regXlaWor\ officer. 

Some large US inYesWors haYe defended Chinese companies, despiWe Wheir lack of 
Wransparenc\ and Whe loZ qXaliW\ of docXmenWs, sa\ing Whe\ haYe a place in 
American capiWal markeWs. 

³All of oXr disclosXres Walk aboXW Whe risks of emerging markeWs in oXr porWfolios 
WhaW inclXde differenW accoXnWing sWandards, differenW e[change sWandards, differenW 
risks,´ said Rodne\ Comeg\s, principal global head of VangXard EqXiW\ Inde[ 
GroXp, managing US$5 billion. 

³Emerging markeWs shoXld onl\ be a porWion of a porWfolio. As parW of global 



inYesWmenWs, WhaW is roXghl\ aboXW 10 per cenW, and China onl\ represenWs aboXW 5 
per cenW of a globall\ diYersified markeW capiWalisaWion ZeighWed inde[ fXnd. And iW 
giYes \oX Whe benefiWs of diYersificaWion,´ he added. 

HisWoricall\, aXdiW qXaliW\ is loZ in China becaXse accoXnWanWs Where haYe learned 
China is noW going Wo cooperaWe becaXse of Whe sWaWe secreW laZ. BernsWein added 
WhaW ³XnforWXnaWel\ Whe [US regXlaWors] neYer conWemplaWed Whese problems Zhen 
Whe\ regisWered Whese companies. I don¶W Whink an\bod\ eYer reall\ conWemplaWed 
WhaW on da\ one.´ 

One effecWiYe Za\ Wo improYe Wransparenc\, as Block sXggesWed, is Wo hold Whe 
American aXdiWing firms accoXnWable. 

³These aXdiWors are happ\ Wo license oXW Wheir names so WhaW people Zill WrXsW Whe 
aXdiWs coming from Whe µBig FoXr¶ affiliaWes in China,´ he said. 

³As soon as someWhing goes Zrong, Whe parenWs of Whe Big FoXr WXrn aroXnd and 
sa\ µno, no, no, noW Xs.¶ ThaW has Wo change,´ he said. ³If Whe\ are happ\ Wo collecW 
[fees] and Wr\ Wo bXild Whe YalXe of Whe brands [b\ sponsoring] a golf WoXrnamenW, 
Whe\ shoXld also bear financial responsibiliW\ becaXse Whe people Wo Zhom Whe\ 
license Wheir brands can'W be WoXched and can'W cooperaWe.´ 

 


