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I
magine two cement companies—or computer manufa c-

t u re rs or insurance firms, the industry doesn’t matt e r.

One is trading at 12 times last yea r ’s earnings, and the

other at 17; which do you buy? Some financial analysts like

to call this kind of question a “no- b ra i n e r,” as though a 

single set of numbers — P/E ratios, in this case—we re enough

to sol ve the riddle of investing. In fact, that kind of “single-

factor analysis” may not be suitable when the two companies

a re in two diff e rent countries.

The problem is that earnings—the “E” in P/E ra t i o s — a re a

p ro d uct of corporate accounting, and standards for corpora t e

accounting can va ry widely from one country to anot h e r. Fo r

exa m ple, the U. S. imposes fairly strict rules on the use of “ge n-

e ral purpose re s e rves,” a term that ref e rs to a company’s re d uc-

ing its earnings in one year to off s et a loss ex p ected in the next .

Ja p a n’s rules are less stringent, so the use of Japanese, rather than

American, accounting standards can make a big diff e rence in a

c o m p a ny’s reported earnings and thus its P/E ra t i o.

Then there are the rules governing “consolidation,” the

extent to which the earnings of a subsidiary must be folded into

the reported earnings of its corporate parent. This is of particu-

lar concern in Asia, where conglomerates pl ay a major role. In

recent yea rs Japan and Ko rea have tightened the rel e vant reg u l a-
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tions, but Chinese companies are still permitted to exc l u d e

m a ny subsidiaries, pro d ucing a potentially misleading P/ E .

The diff e rences don’t end there. Singapore req u i re s

companies to use the most conserva t i ve poss i ble met h o d

when accounting for inve n t o ry; the U. S. and much of As i a

a re much more lenient. Ta i wan has virtually no standard s

g overning the accounting treatment of corporate rea l -e s t a t e

l o sses. And the list goes on. The next time someone shows

you a pair of P/E ratios as sole evidence of a good inve s t m e n t

o p p o r t u n i ty in Asia, offer a “fortune tel l e r,” like the one

i l l u s t rated in the ph oto above, in exc h a n ge. 
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