Proceedings of the 3rd International Conference on Financial Technology and Business Analysis
DOI: 10.54254/2754-1169/2024.26938

Looking at the Market Through Enterprises—-Analysing
China's Real Estate Enterprises and Markets

Erti Liang'™, Ran Li*

'Lanzhou University, Lanzhou, China
’Hubei Shuiguohu High School, Wuhan, China
*Corresponding Author. Email: let20051010@jicloud.com
"Liang Erti and Li Ran contributed equally to this work and should be considered co-first authors.

The importance of the real estate sector to the Chinese economy has grown along
with the country's economic growth. Many real estate have previously had some degree of
difficulty owing to the combined effects of internal issues like high leverage and external
causes like the pandemic. This article first delivers a survey of the contemporary Chinese
real estate market situation. In its second section, this article examines the reasons behind
insolvent real estate companies. The article then evaluates the sustaining strength of the non-
bankrupt real estate ventures by comparing and analysing them. This article continues to
provide options and suggestions on how to enhance the property industry's current state.
This article aims to provide a valuable reference for government decision-making, enterprise
operation, and research by examining the past, causes, and solutions of the real estate firm's
conundrum.

China real estate, Country Garden, Evergrande

Concept of real estate: Real estate is a legal right and also an objective material form [1]. Real estate
refers to the generic word for real estate, including land, permanent buildings on the land, and the
rights obtainable from them, as a material manifestation of objective reality [1]. Any houses
constructed on land, including retail stores, factories, warehouses, and office buildings, are known as
real estate. The expression "real estate" defines the land as well as the area above and below it,
including any ground roads, subterranean utilities, etc. Because of its fixed and immovable location,
real estate can be referred to as real estate in economics. A kind of property right, which refers to the
many economic interests that constitute the real estate entity and various rights produced therefrom,
such as ownership, use right, mortgage right, pawn right, lease right, etc., is the essence of real
estate in the legal sense [1]. Since the government began acting after 2008, it is strongly tied to the
government's financial revenue and overissuance of currency. The real estate market in China began
to expand unnaturally, adversely impacting urban industry, commerce, and the quality of life for
citizens. The activity of real estate development firms to build housing and infrastructure on state-
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owned land in urban planning areas, transfer real estate development projects, or sell and rent
commercial properties is referred to as real estate development and management. Among them are
the following: the real estate development enterprise, also known as the real estate developer, is the
main entity in real estate development and management. It is a profit-oriented enterprise that is
required by law to have four levels of qualification and to engage in the corresponding scope of
business. A lengthy investment cycle, substantial funding, sluggish turnover, low liquidity, high risk,
and high return identify the real estate development and operation sector.

Firms are committed to engaging in arduous struggles to guarantee the timely delivery of
accommodations for commodity housing initiatives and mitigate and address the risks associated
with default. In adherence to the tenets of marketisation and the principle of rule of law, we will
implement categorical disposal strategies for commercial housing projects currently under
construction that have been sold yet remain unfulfilled, facilitate the progression and completion of
these projects, and robustly safeguard the legal entitlements and interests of consumers.

The second is to further develop the role of urban real estate financing coordination mechanism
to meet the reasonable financing needs of real estate projects [2]. Urban governments should
promote projects that meet the conditions of the "white list," and commercial banks should "lend as
much as possible" to compliant "white list" projects to meet the reasonable financing needs of
projects under construction.

The government will endeavor to facilitate the absorption of the inventory of commercial
housing. City administrations are committed to a "demand-oriented" approach and can arrange for
local state-owned enterprises to acquire a portion of the inventory of market-oriented housing at a
fair price for use as affordable housing.

The existing land resources will be managed and utilised effectively. Currently, undeveloped or
incompletely developed land parcels will be addressed through appropriate measures, including
government acquisition, market-based circulation and transfer, and further development by
enterprises. Such initiatives aim to assist real estate companies in overcoming challenges,
diminishing debt burdens, and enhancing the productivity of land resources.

China's land system pertains to the legal statutes, policies, and regulatory frameworks governing
ownership of land, rights to land use, and land transfer. Predominantly, the system is characterised
by state-owned land, which encompasses rural collective land ownership and urban state-owned
land ownership, while also acknowledging the existence of private land ownership [3]. China's land
ownership system predominantly embraces state ownership, with the land belonging to the entire
populace. The state exercises comprehensive management and regulation over the land resources.
The state allocates Urban land to individuals or entities, whereas rural land is demarcated by the
agricultural collective economic organisations and authorised for utilisation. Rural land may be
transferred or leased by individual farmers via the conveyance of contractual management rights,
and urban land can be transferred through formal procedures such as sale or exchange.
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1.4. China’s real estate industry downturn reasons

Chinese consumers' appetite for real estate has significantly waned, with demand being the pivotal
factor influencing the market. No matter how superior the market offerings may be in terms of
quality and excellence, they are rendered ineffective without corresponding demand.

Real estate, due to its exorbitant cost, fundamentally constitutes a luxury goods market [4]. As a
luxury, it is susceptible to market saturation. Given China's population density, despite the real estate
sector's measures of price reduction, the aggregate demand across the market is persistently on a
downward trajectory, attributable to market saturation.

Currently, China is grappling with a significant fertility challenge, with many households
embracing the notion of fewer births. Consequently, the number of newborns is dwindling, a trend
that is expected to slow down population growth. In the face of this reality, the Chinese real estate
sector is bound to be impacted. Consequently, numerous real estate enterprises need help to adapt,
including established firms like Evergrande, Wanda, and Vanke, which have experienced economic
setbacks to varying degrees.

2. Analysis of the bankruptcy situation and causes of Country Garden Evergrande
2.1. Explanation of relevant concepts

Clearing petition and liquidation: A liquidation petition is not equal to liquidation. The liquidation
petition is a request made by the creditor to the court, and liquidation is the court's decision after
trial. Liquidation means the company will stop operating and sell all assets to repay debts.

High leverage [5] refers to an enterprise increasing the proportion of debt in its financial structure
through borrowing or other forms of debt financing. It usually refers to enterprises or individuals
using relatively small amounts of self-owned capital (equity) to control significant assets or debts.

High turnover: The high turnover model refers to an operational mode in the real estate
development process that achieves a rapid flow of funds and projects through rapid sales, quick
capital recovery, and quick turnover of project means, thereby obtaining high returns.

2.2. Case analysis of relevant companies
2.2.1. Country Garden Group

First of all, the relevant situation of Country Garden. The main problem it faces is the liquidation
petition. Country Garden, once one of the largest real estate developers in China, was established in
1992. It started with residential development and gradually expanded to business, hotel, education
and other fields [6]. The company is known for its rapid expansion and large-scale land reserves,
and its main market is concentrated in China's second and third-tier cities. Country Garden's
business model focuses on high turnover and cost control to achieve scale effect and market share
growth. On February 28, 2024, Country Garden announced on the Hong Kong Stock Exchange that
the company learned Ever Credit Limited had filed a liquidation petition against Country Garden to
the Hong Kong High Court on February 27.

The main reason for the liquidation petition is that Country Garden failed to repay Ever Credit
Limited's debt of up to HK$1.6 billion. This situation has long been foreshadowed. First of all, its
company issued an announcement in August 2023 showing that there have been financial problems.
The net loss in the first half of the year is expected to be about 45 billion yuan to 55 billion yuan,
which is in sharp contrast to the net profit of 1.91 billion yuan in the first half of 2022. The reduction
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in earnings is primarily attributed to the downturn in the real estate sector, which has led to a
decrease in the gross profit margin, an escalation in the impairment of real estate assets, and
anticipated losses from currency exchange rate shifts. As it was affected by financial problems, its
stock price showed a downward trend. The stock price fell 14% at the opening of the market on
August 11, 2023, the stock price fell below 1 Hong Kong dollar, and the subsequent continuous
decline showed no sign of recovery. Due to its high-leverage operation mode, its high debt costs also
break the capital chain due to unrepayable financial problems, which is the direct cause of its
bankruptcy. According to the 2022 annual report, the company's total loan balance is 271.31 billion
yuan, and the net debt ratio has dropped to 40%. However, in October 2023, Jiantao Group
announced that Country Garden failed to repay HK$1.598 billion and issued a letter of statutory
debt repayment to Country Garden. It can be seen that there is an early omen of its bankruptcy. The
following figure shows the stock trend chart of Country Garden.

Country Garden

Figure 1. Country Garden’s stock trend

2.2.2. China Evergrande Group (hereinafter referred to as '"Evergrande")

The situation of Evergrande is slightly different from that of Country Garden. Compared with
Country Garden's liquidation petition, it has been liquidated. Evergrande Group is a large-scale
comprehensive enterprise group in China, founded in 1996 and headquartered in Guangzhou.
Evergrande Group's business covers real estate development, property management, new energy
vehicles, health industry and other fields. On January 29, 2024, the Hong Kong High Court issued a
liquidation order for China Evergrande, which marked that China Evergrande officially entered the
bankruptcy liquidation process. Evergrande Real Estate's total liabilities are as high as 2388.2 billion
yuan, while its total assets are 1743.9 billion yuan. In the first half of 2023, the company's operating
loss was 17.38 billion yuan, the non-operating loss was 15.03 billion yuan, and the net loss totalled
39.25 billion yuan. Evergrande Real Estate's debt problem is so severe that the company cannot
continue to operate. Its liquidation is mainly due to two reasons. The first is insolvency.
Evergrande's total debt is as high as 2388.2 billion yuan, and the debt after deducting the
prepayment of the house is 1784.2 billion yuan, while the total assets are only 1743.9 billion yuan.
The second is the failure of the reorganisation plan. Evergrande once proposed a reorganisation plan,
but the reorganisation plan failed to advance due to the failure of sales, the investigation of
Evergrande Real Estate, and 45% of Class C creditors opposed the relevant restructuring plan. The
following figure shows the stock trend chart of Evergrande.
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Figure 2. Ever Grande's stock trend

2.3. Analysis of the main reasons and related influencing factors for the liquidation of the two
2.3.1. Internal factors

1) A high leverage ratio [7] refers to a company's excessive reliance on short-term loans and
financing from the capital market, resulting in a consistently high level of debt. At the same time,
market downturns lead to a contraction in revenue and a decrease in interest rates. At this point,
high-interest expenses will result in tight cash flow and difficulty maintaining operations.

2) Blind expansion and investment under high turnover mode, ignoring market demand and real
estate cycle, result in excessive construction of related real estate projects, making it difficult to
digest and leading to market oversupply timely. At the same time, this model bears significant
pressure for dismantling, is greatly affected by market fluctuations, and carries high financial risks.

3) High debt [7]: Excessive borrowing and rapid development lead to an enterprise's high debt
accumulation. Once loans tighten or the funding chain breaks, the enterprise will likely face
bankruptcy.

4) Poor internal management within the company: improper cost control, project delays, financial
fraud, and other internal management issues can all lead to a deterioration of the company's financial
situation.

2.3.2. External factors
2.3.2.1. Changes in the environment (economic, financial, and emergencies)

(1) Macroeconomic environment: In recent years, during a period of macroeconomic downturn, the
number of citizens holding money and observing has increased, which directly affects real estate
developers' capital recovery and housing delivery plans.

(2) Bank credit tightening: With the government's regulation and risk prevention of the real estate
market, banks are becoming increasingly strict and cautious in their credit policies towards real
estate enterprises. This makes it more difficult for real estate companies to obtain loans from banks
and increases financing costs.

(3) COVID19: The epidemic has led to a increases financial risks [8] which may decrease in
people's willingness to buy houses.
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(1) The theme market is relatively single: almost all income relies on real estate investment, making
it impossible to hedge risks when facing market changes, resulting in high operational risks.

(2) Market positioning: The main market is in third - and fourth-tier cities, which are easily
affected by the macroeconomic environment. When the macroeconomic environment 1is
unfavourable, consumer confidence decreases, real estate demand decreases, and company revenue
is affected.

(1) Government policy changes: The government's regulatory policies on the real estate market, such
as the frequent introduction of new policies on property regulation since 2016, including the
"Shanghai Six Measures", new regulatory measures such as the "Three Red Lines", and bank
measures such as the "Two Red Lines", may affect the purchasing power and investment willingness
of homebuyers, thereby affecting the sales and revenue of real estate companies.

(2) Weak regulatory mechanism: The regulatory authorities' supervision in the real estate field is
insufficient. They lack effective risk warning mechanisms and regulatory measures, resulting in
similar risks and hidden dangers not being detected and resolved in a timely manner.

This paper compares the layout of four companies' business investments. Firstly, the trade
investments of the four companies are different, except for their real estate development. Evergrande
Real Estate Group focuses on cultural tourism, health care fin, financial services and other fields [9].
Country Garden focuses on smart construction mod, ern agriculture, and smart catering. Then Poly
Development emphasises real estate sales, investment and operation, brand building, social
responsibility, and international layout. At the same time, Greenland focuses on finance,
consumption, health, science and technology, innovation and other industries [9]. Besides a
comparison of the strategic layout of this real estate, we found that Evergrande's main real estate
development scope is concentrated in the area located in the third-tier cities. Country Garden's main
real estate development scope is concentrated in the target third- and fourth-tier cities. Poly
Development is concentrated in second-tier cities, and Greenland's main real estate development
scope is concentrated in first- and second-tier cities. According to the evidence we found, there are
three reasons why some companies go bankrupt [10] and others do not. At first, these four
companies have diversified their business layout, relying on something other than real estate
development business. Moreover, some companies like Evergrande Real Estate Group and Poly
Development invest in too many areas and across too many industries. These two companies' rapid
expansion,high-leverage,high-turnover operating model led to tight capital flow, poor returns and
bankruptcy. However, Poly Development and Greenland do not have the rapid expansion of the
other two companies but adhere to the significant principle of not speculating on housing prices, so
they develop steadily. Greenland and Poly have a heavier layout in areas such as first-tier and
second-tier cities, which will reduce the effect of market adjustments. Country Garden and
Evergrande have a heavier layout in areas such as third - and fourth-tier cities. Moreover, Greenland
and Poly are more cautious in risk management, maintaining good liquidity through active debt
management and fund operation. Nevertheless, companies such as Evergrande may need to improve
risk assessment and response for inadequate response to market changes [10].
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4. Revelation on existing problems in the real estate industry

In the face of the problems encountered in the above industries, I propose stabilisation measures
from the four aspects of government, enterprise, finance and market to make the future development
of the real estate industry healthier.

4.1. At the government level

Optimise the policy environment [11]: The government should optimise the house purchase policy
and adjust the down payment ratio and mortgage interest rate to improve residents' ability to buy
houses and expand the house purchase market. At the same time, we will strengthen the construction
of the housing security system and increase the diversity of housing types to meet the needs of
different levels.

Strengthen market supervision: We will strengthen the supervision of the whole real estate
development and construction process and stop illegal transactions and rising house prices. At the
same time, we will improve the real estate statistics and information disclosure system, enhance the
transparency of market information, and release market supply and demand information in a
comprehensive, timely, and accurate manner.

Science and technology empowerment: In today's era of big data, effectively use the
marketisation of data elements to improve data utilisation, fully exploit the value of data elements,
and promote the development of the industry.

4.2. Enterprise level

Improve the business model: First, adopt a deleveraging and low-indebted business model to reduce
risks. Adjust the company's asset structure: accelerate inventory turnover and gradually reduce the
long-term proportion of heavy assets such as inventory and fixed assets; pay attention to brands and
technology.

The investment and development of intangible assets such as art and services increases the long-
term competitive advantage of enterprises. Second, enterprises should expand the source of funds as
much as possible [12], avoid using too much of their funds, enrich financing channels, obtain low-
cost financing, or reasonably use supply chain advantages to obtain as much "interest-free" as
possible by getting involved in the financial field. At the same time, enterprises should control the
scale of bank loans and bond financing and reduce the encroachment of financial expenses on
profits. In terms of operation, through the export of brand and management mode and the
cooperative development of projects with other enterprises, the complementarity and sharing of
resources can be achieved, the effect of 1+ 1 > 2 can be achieved, and the goal of profiting
significant returns with small-share investment can be achieved.

Promote diversified development [6]: On the one hand, enterprises should improve their risk-
hedging ability by enriching their market diversity and increasing the diversity of income sources.
On the other hand, we should enrich our service scope, improve the service level, increase the
satisfaction of customers buying houses, and improve our reputation to increase our popularity.

4.3. Financial aspect

Financial institutions [12]: First of all, from the perspective of home buyers, should provide stable
credit support and increase the amount of provident fund loans to meet the loan needs of first-time
home buyers. Commercial banks should increase support for mortgage loans in the housing sector
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and moderately lower mortgage interest rates. Secondly, in the face of the financing of real estate
enterprises, we should make a fair and reasonable evaluation of the main body of real estate
enterprises, increase the provision of sufficient loan support for well-qualified real estate enterprises,
and improve the financing environment.

Real estate enterprises: Consider accelerating the development of direct financing, including
bond financing, trust financing, equity financing, asset securitisation ABS, etc., optimise the
financing structure of real estate enterprises, and expand diversified funding sources for real estate
enterprises.

4.4. Market level

Market confidence recovery: promote the recovery of market confidence through policy support and
market regulation. For example, restrictive measures such as purchase, loan, and price limits can be
relaxed to promote the soft landing of the real estate market.

Market supply and demand balance: promote the balance of supply and demand in the real estate
market through policy guidance and regulation. For example, promote the strategy of urban
agglomeration, the linkage between people and land, financial stability, and the merger of rent and
purchase to realise the balanced and healthy development of supply and demand in the real estate
market.

5. Conclusion

The whole article first introduced and analysed the background of real estate in China and found that
it has experienced significant fluctuations in recent years, especially for some large real estate
developers, who are also facing severe financial problems. Therefore, we analysed the financial
stocks of two large real estate companies, Country Garden and Evergrande, as well as green space
and protection. The two companies with good operating conditions at present have made a
comparative analysis and found the disadvantages of the business model of China's real estate
industry and the impact of the external environment. Based on this, the measures taken by the
company and relevant government departments to cope with the current situation are proposed to
make the future development of China's real estate more stable.
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