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Inventory, House Price Fluctuations and Enterprise Risks:
Evidence from China’s Listed Real Estate Developers
Liu Hongyu Jiang Peiyan Wu Jing
(Hang Lung Center for Real Estate, Tsinghua University , Beijing 100084, China)

Abstract: It is widely accepted that the housing price fluctuations are contagious and can
significantly affect the soundness of financial system. In the Chinese context, one major channel
of such spillover comes from real estate developers’ default risk. Accordingly after several major
housing markets cooled down during the 2nd half of 2011, whether such change of market
conditions would lead to the systematic risk in the developers’ loan sector has become a hot topic
in China. In this paper we provide the first quantitative analysis on Chinese listed real estate
developers’ default risk, focusing on the effects of both housing price changes and developers’
inventory volumes. Using the quarterly data between 2006Q1 and 2012Q1 of 81 developers listed
in Shanghai and Shenzhen, we firstly re-estimate the value of each developer’s inventory by

taking the effect of presale into consideration and transferring the book value to market value.
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This innovative indicator suggests a very high and fast expanding inventory volume in most
developers. On average the ratio between inventory value and total asset of the sample firms rose
from 40% in 2006Q1 to 68% in 2012Q1. Then we empirically test the sensibility of developers’
long-term (with debt-asset ratio as the indicator) and short-term (with acid-test ratio as the
indicator) solvencies to housing price changes, and compare the results between developers with
different inventory levels. In the long-term., due to the substantial appreciation of developers’
inventories during the recent housing price surges, the test suggests that most developers’
debt-asset ratios could still remain on a safe level even if housing prices significantly declined. In
the extreme scenario in which the housing price dropped by 40% , the debt-assetratio of about
80% of the sample developers would still be below the level of 80%, and firms with higher
inventory values are particularly resistant to such housing price drop from the long-term solvency
perspective. However, the developers are found to be exposed to high risk in the short-term,
especially after the market turning point of 2011Q3. According to the results of the panel data
model, housing price growth rate can significantly and positively affect acid-test ratio, while the
inventory volume has a significant and negative effect, which suggests that firms with higher
inventory values are especially vulnerable to housing price fluctuations from the short-term
perspective. As a most noteworthy fact, the acid-test ratios of some developers with huge
inventory volumes would drop to a dangerously low level of less than 50% in the scenario with a
large housing price drop, which indicates a high default risk for these developers. We suggest
both developers and policy makers pay special attention to such potential problem.

Key words: housing price; inventory value; solvency; real estate developers
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0 10% 20% 30%  40% 50% 0 10% 20% 30% 40% 50%
2009Ql 542 0.571 0.604 0.643 0.688 0.743 11.11 12.35 17.28 18.52 28.40 38.27
2009Q2 542 0.572 0.605 0.644 0.689 0.744  13.58 13.58 13.58 19.75 30.86 40.74
2009Q3 533  0.563 0.597 0.637 0.683 0.739 12.35 12.35 13.58 18.52 34.57 41.98
2009Q4 489 0.518 0.552 0.591 0.638 0.694 4,94  4.94  8.64 16.05 24.69 39.51
2010Q1 0.465 0.494 0.527 0.567 0.613 0.671 4,94 4,94 11.11 16.05 23.46 33.33
2010Q2 0.451 0.480 0.514 0.554 0.603 0.662 2.47  3.70  8.64 11.11 19.75 30.86
2010Q3 0.454 0.484 0.519 0.560 0.610 0.672 2.47  8.64  8.64 12.35 19.75 30.86
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3 (A)
0 10% 20%  30%  40%  50% 0 0% 20%  30%  40% 50%
2009Q1 0.655 0.635 0.612 0.586 0.555 0.516 518 0.550 0.587 0.631 0.684 0.749
2009Q2 0.661 0.640 0.617 0.589 0.557 0.517 506 0.538 0.575 0.619 0.672 0.736
2009Q3 0.693 0.672 0.649 0.621 0.587 0.546 475 0.508 0.547 0.592 0.647 0.714
2009Q4 0.734 0.715 0.692 0.665 0.633 0.593 .424  0.456  0.494 0.540 0.594  0.662
2010Q1 0.763 0.744 0.722 0.697 0.665 0.626 .400  0.432  0.469 0.515 0.570 0.639
2010Q2 779 0.761 0.740 0.715 0.685 0.647 .387 0.419 0.457 0.503 0.559  0.630
2010Q3 0.781 0.763 0.742 0.717 0.686 0.648 .395  0.428 0.467 0.514 0.572  0.645
2010Q4 0.776 0.759 0.738 0.712 0.682 0.644 .383  0.415 0.452 0.498 0.554 0.624
2011Q1 0.795 0.778 0.758 0.734 0.704 0.667 .369  0.401 0.438 0.484 0.540 0.611
2011Q2 0.792 0.775 0.755 0.731 0.702 0.664 .381 0.413 0.452 0.498 0.556 0.628
2011Q3 0.793 0.776 0.756 0.732 0.702 0.665 .386  0.418 0.457 0.504 0.562 0.636
2011Q4 0.791 0.774 0.755 0.731 0.702 0.665 .379  0.411 0.449 0.496 0.553  0.626
2012Q1 0.789 0.772 0.752 0.728 0.699 0.662 .385 0.418 0.457 0.503 0.561 0.634

4 (B)
0 10% 20%  30% 40% 50% 0 0% 20%  30%  40% 50%
2009Q1 0.401 0.379 0.354 0.326 0.295 0.261 588 0.611 0.637 0.665 0.697 0.733
2009Q2 0.398 0.375 0.350 0.323 0.292 0.258 .611  0.635 0.661 0.690 0.722 0.758
2009Q3 0.382 0.359 0.335 0.308 0.279 0.246 .644  0.667 0.693 0.721 0.752 0.787
2009Q4 0.383 0.361 0.337 0.310 0.281 0.248 612 0.635 0.661 0.689 0.720 0.754
2010Q1 0.385 0.363 0.339 0.312 0.283 0.250 589  0.612 0.637 0.665 0.696 0.730
2010Q2 0.416 0.394 0.369 0.342 0.311 0.277 .571  0.595  0.622 0.652 0.685 0.723
2010Q3 0.447 0.425 0.400 0.372 0.341 0.306 564 0.589 0.617 0.647 0.683 0.723
2010Q4 0.472 0.449 0.424 0.395 0.363 0.325 532 0.557 0.585 0.617 0.653 0.695
2011Q1 0.494 0.471 0.446 0.418 0.386 0.348 509  0.534 0.562 0.594 0.631 0.674
2011Q2 0.489 0.467 0.442 0.413 0.381 0.344 509 0.535 0.563 0.595 0.632 0.675
2011Q3 0.479 0.457 0.432 0.405 0.374 0.338 520 0.545 0.573 0.605 0.642 0.685
2011Q4 0.468 0.447 0.422 0.395 0.364 0.329 525 0.549 0.577 0.608 0.644 0.686
2012Q1 0.466 0.444 0.420 0.392 0.362 0.326 .543  0.568 0.597 0.629 0.666 0.709
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