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In the bull market startups became
masters of conjuring up novel metrics that
flatter performance. WeWork’s “communi-
ty-adjusted” earnings before interest, tax-
es, depreciation and amortisation (ebitda)
transformed a hefty loss for 2018 under
Generally Accepted Accounting Principles
(gaap) into a profit. Illegal? No. A red flag?
Absolutely. Many investors turned a blind
eye because they bought into what Mr Aan-
dahl calls “the myth in the shareholder
list”: all would be well if other high-profile
backers were on board (as with Luckin). 

Non-gaap adjustments have spread like
wildfire through corporate accounts, mak-
ing it harder to discern what numbers re-
flect a firm’s true financial position. The
average number of non-gaap measures
used in filings by companies in the s&p 500
index has increased from 2.5 to 7.5 in the
past 20 years, according to pwc, a consul-
tancy. In credit agreements analysed by
Zion Research Group, the definition of
ebitda ranges from 75 words to over 2,200.
gaap is far from perfect, but some of the di-
vergence from it has clearly been designed
to pull wool over investors’ eyes. One study
found that non-gaap profits were, on aver-
age, 15% higher than gaap profits. 

Playing around with earnings and rev-
enue-recognition metrics is this genera-
tion’s equivalent of dotcoms using bots
and other tricks to boost “eyeballs” 20 years
ago, says Jules Kroll of k2 Intelligence, the
doyen of corporate sleuths. “When an area
is hot to the point of overheated, there is a
growing temptation to juice the numbers.”
In an ominous sign, SoftBank, a Japanese
technology conglomerate which bet big on
WeWork and dozens of other startups, said
this week that it expects an operating loss
of ¥1.4trn ($12.5bn) in its last fiscal year. 

Besides exposing old schemes, the pan-
demic is likely to give rise to new ones.
When economic survival is threatened, the
line separating what is acceptable and un-
acceptable when booking revenues or mak-
ing market disclosures can be blurred. Mr
Kroll reckons that “amid such massive dis-
location, some will inevitably cheat.” 

Bruce Dorris, head of the Association of
Certified Fraud Examiners, the world’s
largest anti-fraud outfit, says the e!ects of
covid-19 look like “a perfect storm for
fraud”. It may engender everything from
i!y accounting to stimulus-linked scams
as thousands of firms—including bogus
applicants—hustle for help. One fraud in-
vestigator points to private-equity-owned
firms as potential targets. “There are lots of
them, they are highly leveraged and they
may not qualify for bail-outs because they
have deep-pocketed sponsors,” he says.
That increases the temptation to resort to
unseemly practices."The ebbing tide is like-
ly to reveal plenty of corporate nudity. That
will not stop some businesses from taking
up naturism. 7

Shareholders the world over have
had a rotten 2020. Some might have

hoped the collapsing value of their port-
folios would at least be in part o!set by
dividends—the profits firms pay out to
owners. Others were counting on compa-
nies to buy back their own shares. As
corporate earnings season kicks o!, both
groups have little to look forward to.

Blame poor performance, present and
expected. Dividends and buy-backs are a
sign of profits and confidence, both in
short supply in a pandemic. Derivatives
markets where investors can bet on the
size of dividends imply these will fall by
at least a quarter in America."If the crisis
of 2007-09 is anything to go by, buy-
backs (popular mainly among American
firms for tax reasons) will be halved.

All told, global payouts to share-

holders are expected to tumble from
$2.2trn in 2019 to $1.4trn this year, ac-
cording to The Economist’s rough esti-
mate (see chart). The cuts could go deep-
er. If the crisis worsens (or regulators
step in), banks in America, which have
suspended buy-backs, may do the same
with dividends, which they have kept.
Policymakers in Europe, where divi-
dends are higher as a share of profits, are
asking all firms to show restraint.

Withheld payouts remain on firms’
balance-sheets, helping to pare down net
debt. Once pruned, dividends take time
to grow back—welcome news for those
who think shareholders have been re-
warded too richly of late. In America
companies now return more money to
owners than they spend on capital in-
vestments, research and development."

Chop chop
Dividends and buy-backs

Companies are slashing payouts to their owners

Caveat proprietor
Payouts to shareholders

Sources: Bloomberg; FactSet; Goldman Sachs; UBS;
Morgan Stanley; Compustat; The Economist 
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As covid-19 has forced the world’s teen-
agers out of school and into their

rooms, they have turned to a familiar digi-
tal companion, TikTok. The short-video
app was downloaded 115m times in March.
Its nearly 1bn regular users enjoy silly clips
of dog antics alongside pandemic advice
from the World Health Organisation. Col-
lectively, TikTok videos tagged with #coro-
navirus have been watched 53bn times."

TikTok’s popularity over the past two

years has shone the spotlight on Byte-
Dance, its Beijing-based developer. Found-
ed by a Chinese computer scientist, Zhang
Yiming, in 2011, it is now the world’s biggest
unlisted technology “unicorn”, recently
valued at between $90bn and $100bn. It is
also the only technology firm bar Apple
with more than 100m users in both China
and America, where TikTok has taken on
the likes of YouTube and Instagram."

And ByteDance isn’t done. The 60,000 

B E I J I N G  A N D  H O N G  KO N G

China’s first global software company is going from strength to strength. 
America doesn’t like it one bit

ByteDance

Unabashed
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“No one wants to buy clothes to sit at
home in,” Simon Wolfson, boss of

Next, told analysts in March. On the same
call the British fashion retailer revealed it
might lose up to £1bn ($1.2bn), or 25%, in
annual sales this year because of the co-
vid-19 pandemic. Fashion retailers have
been clobbered by the mandatory lock-
downs in Europe and America. Since they
sell non-essential goods, many, including
Next, have been forced to close warehouses
and stop online sales, too. A season’s worth
of clothing will go unsold. 

Many retailers flogging non-essential
goods are stuck with useless inventory—
with more piling up as pre-pandemic or-
ders stream in from factories in faraway
emerging markets. But it is a particular
headache for fashion firms. Unlike food or
some medicines, their products do not go
o!. But many go out of style—sometimes,
as with seasonal apparel collections, rather
quickly. Inditex, the world’s biggest fash-
ion retailer, announced that it is taking a
"287m ($313m) hit to inventories. Other big
fashion retailers will follow suit, predicts
Aneesha Sherman of Bernstein, a research
firm. American retail sales in March fell by
8.7% from February, the biggest monthly
decline since 1992. Those of clothes fell 
by half. 

Inventories are not easy to get right in
good times—which these are not. Retailers
always run the danger of cutting orders too
aggressively, warns Knut Alicke of McKin-
sey, a consultancy. They endanger the sur-
vival of their suppliers. Supply-chain ex-
perts refer to the “bullwhip e!ect”, named
after the way the amplitude of a whip in-
creases down its length—just as the rela-
tive shock to small suppliers, which risk
losing all their custom at once, is bigger
than to larger, more diversified firms fur-
ther up the value chain. Retailers risk miss-
ing out on the recovery, because they do
not have enough stu! to fill shelves, or the
wrong kind.

The pandemic has cracked the whip
with force. One way retailers are coping
with the jolt is by shifting what they can
online at deeply discounted prices. h&m of
Sweden has slashed prices by up to 70% at
its post-Easter “mid-season sale”. The on-
line sale of women’s clothes at gap, an
American company, o!ers 50% o! previ-
ously discounted prices. Japan’s Uniqlo is
selling sweatpants and leggings (“to work
out from home”) on the internet for a song.

B E R LI N

Companies struggle to match supply
and demand

Non-essential retailers

Fashion victims
people in its buzzy o#ces—“We are like
flies,” says one former employee—crank
out one app after another. In the past year it
has launched a worldwide corporate-soft-
ware service (Lark), a music-streaming app
in India and Indonesia (Resso) and, in Chi-
na, a messaging rival to WeChat. As other
firms sack workers amid covid-19, Byte-
Dance is hiring 10,000 globally. It plans to
employ 30,000 on top of that this year.$

ByteDance is not the first Chinese firm
with foreign ambitions. Commodity giants
such as cnooc, an oil firm, have been buy-
ing foreign reserves, and rivals, since the
1990s. In the past decade industrial giants
have pursued Western competitors from
carmaking (as with Geely’s purchase of
Volvo) to chemicals (ChemChina’s of Syn-
genta). More haphazardly, conglomerates
like Fosun and Anbang splurged on trophy
assets (including Club Med and the Wal-
dorf Astoria hotel, respectively). $

Unlike most of its peripatetic predeces-
sors, though, ByteDance has built its em-
pire by making products that appeal be-
yond China. It is China’s first global
software giant. It has also courted foreign
investors. Filings in Hong Kong show that
it has used an arrangement called the “Sina
structure”, which allows it to accept money
from abroad, since its founding (many Chi-
nese tech firms turn to this structure only
when eyeing a stockmarket listing in
America). Around 80% of ByteDance’s in-
vestors are non-Chinese. So are four of its
five board members. The other is Mr Zhang.

All this helps ensure ByteDance is not,
in contrast to many Chinese tech upstarts,
in hock to Alibaba, Baidu and Tencent—
which is handy, for Bytedance competes
with China’s tech titans for ad revenue. It
makes most of its money selling ads in its
two main Chinese apps: Douyin, a Chinese
TikTok, and Toutiao, a multimedia-and-
news app akin to Facebook’s newsfeed$(its
WeChat rival, Duoshan, disappointed).

How much money it makes, exactly, is
unclear: as a private company Bytedance
does not publish its accounts. But leaks
and statements from investors put last
year’s revenue at between 104bn yuan and
140bn yuan ($15bn-20bn), more than Uber,
Snapchat and Twitter combined. Its ad rev-
enues in China surpassed Tencent’s and
Baidu’s and now trail only those of Alibaba.
It reportedly turned a profit in June 2019, a
feat in the world of loss-making unicorns.$

If the firm generates $25bn in sales this
year, as it is expected to despite covid-19, it
will have done so three years faster than Fa-
cebook. It is the only big Chinese firm
whose share of the domestic advertising
market is growing fast, from 9% to 17% in
2019, according to Bernstein, a research
firm. A recently launched advertising net-
work, Pangle, which lets advertisers reach
consumers across any of its non-Chinese
apps, may at last help it monetise TikTok.$

No wonder American rivals are trying to
clip its wings. Facebook’s TikTok clone,
Lasso, has flopped. YouTube is said to be
developing another (called Shorts). But the
biggest threat has emerged in the form of
America’s government, wary of China’s rise
in any sphere. 

Politicians in Washington fear that data
on American users is being handed to Beij-
ing; that Chinese algorithm designers are
infecting impressionable Western young-
sters with communist propaganda; and
that ByteDance content is censored in line
with party whims. In March two Republi-
can senators introduced a bill that would
ban TikTok from all government devices.
The Committee on Foreign Investment in
the United States (cfius) is reviewing Byte-
Dance’s acquisition in 2018 of Musical.ly,
another app, which had 60m users in
America and Europe. 

In statements, TikTok has said that it
stores all American “user data in the United
States” and that its American operations
are “not influenced by any foreign govern-
ment, including the Chinese government”.
The firm is trying to mollify critics and has
hired prominent security and legal experts
in America to help it. Last month it opened
a “transparency centre” in Los Angeles,
where it promises to share information
about its content-moderation, privacy and
security controls, and said it would stop
using moderators in China to handle con-
tent from users outside the country.

That, most lawyers and technologists
reckon, may help get cfius o! its back.
Listing ByteDance in Hong Kong, which is
under consideration, may also foster trust.
So would anointing a non-Chinese succes-
sor—though, at 37, Mr Zhang may not be
ready to retire. As a last resort, he is said to
be willing to contemplate spinning TikTok
o!. That would cement the digital divide
between China and the West—until anoth-
er hit ByteDance app tries to bridge it.$ 7

It takes three to ByteDance


