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Abstract

After more than 40 years of reform and opening up, China's GDP has become the second
highest in the world. China's economic growth rate has changed from high-speed growth to
medium high-speed growth. The mode of economic development has changed from extensive
growth based on scale speed to intensive growth based on quality and efficiency. The economic
structure has changed from focusing on incremental capacity expansion to in-depth adjustment
based on stock adjustment and optimization of both. The driving force of economic development
From tradition to information growth. At the same time, the fourth information technology
revolution, represented by big data, artificial intelligence, blockchain and other information
technologies, has come. All countries in the world have begun to seek to occupy the commanding
heights in this field, so as to obtain the dominant position in a new round of technological
revolution.

China's economy has entered a new normal, "medium and high speed, excellent structure,
new power and multiple challenges"” will become the main features of economic operation in the
next five years. In the next five years, the three major driving forces of China's economic growth,
namely, foreign demand, manufacturing industry and real estate, will be gradually exhausted. In
particular, the downward risk of asset prices represented by real estate will increase, which will
bring greater uncertainty to the judgment of China’s external environment in the future.

In this context, China's economy has entered the new normal stage. The state has
successively issued a series of laws to limit the overheated real estate investment, and vigorously
supports the development of high-tech industries. The extensive growth of the real estate industry
driven by investment in the past has been unsustainable, and major real estate enterprises and local
investment groups have also begun to face debt risk and liquidity crisis. Therefore, the risk
assessment, analysis and development strategy research of real estate enterprises under the
background of new normal economy has become an important topic for further research.

Based on the current situation of China's real estate industry, China's future economic
development trend, and China's population structure, this paper analyzes the factors that affect the
real estate risk based on DEMATEL to identify and analyze the influencing factors of China's
urban real estate risk, and explores its internal risk factors. Further use fn-chk method to measure
and analyze real estate zombie enterprises in China, and identify the crisis in the industry as early

as possible. On this basis, the risk assessment method of urban real estate market based on multiple
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regression contingency scoring method (MRWS) is adopted. According to the basic principles of
market economy, the risk of China's real estate market is comprehensively assessed from the
perspective of market, providing theoretical basis for the local government to put forward
corresponding risk control strategies.

Finally, based on the comprehensive consideration of national policy, social situation,
population structure and other factors, and according to the above risk assessment and analysis of
China's real estate enterprises and industries, this paper puts forward a set of corresponding risk
control and sustainable and orderly development strategies, in order to provide theoretical basis
and strategies for the sound and orderly development of the real estate industry in the context of

the new normal of China's economy Guidance.

Key words: New normal of economy; Real estate risk; Zombie enterprise; Risk assessment.
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Chapter 1: Introduction

1.1 Background

China's economy has entered a new normal, and "medium and high speed, excellent structure, new
power, and multiple challenges™ will become the main features of economic operation in the next
five years. In the next five years, the three major driving forces driving China's economic growth,
external demand, manufacturing and real estate, will gradually fade. In particular, the downward
risk of asset prices represented by real estate will increase, which will bring more uncertainty to
the future judgment of China's external environment.

China's real estate has become a pillar industry of the national economy, and it is an essential way
for Chinese government to invest and boost the economy. In 2018, China's GDP increased by 6.6%,
which is directly related to real estate. As of the first half of 2018, real estate investment accounted
for about 10% of China's GDP, and the contribution rate of real estate and related industries
exceeded 30% of the GDP.

The increasing value of the entire real estate industry in 2018 was 5,984.6 billion yuan, about 6.6%
of the national GDP. Compared with 5% in 2008, China's real estate's share of GDP has increased
significantly. The proportion of real estate development investment in GDP is an indicator of
economic growth's dependence on real estate. According to data from the National Bureau of
Statistics, investment in real estate land development nationwide was 12 trillion yuan in 2018, an
increase of 2.5% over the same period of the previous year. Real estate land development
investment accounts for 13.36% of GDP. In the first half of 2019, the national fixed asset
investment (excluding rural households) was 299.11 trillion yuan, and the real estate development
investment was 6.1609 trillion yuan, accounting for 20% of the national fixed asset investment.
By the end of 2018, the balance of personal housing loans reached 25.75 trillion yuan, accounting
for about 54% of the total residents’ loans.

1.1.1 China’s Current Economic Analysis Outlook

1.1.1.1 China’s Current Economic Development Characteristics

First, from a micro-level, the balance sheets of Chinese companies are currently facing
recession, and insufficient financial flexibility has inhibited companies from increasing their
capital expenditures. After 2008, due to a rebound in fiscal stimulus, companies again increased
their capital expenditures significantly. However, due to excess capacity and insufficient demand,
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the operating profit margin of the company continued to decline. After 2012, it remained at only
about 5.5%. The stock of debt is high and the operating cash is high. Insufficient flow causes
companies to passively "add leverage", which increases the economic downside risk.

Second, from a meso-level, the lack of a credit culture makes the process of clearing
unreasonable production capacity slower. China's banking and enterprise relations are relatively
close, and relational marketing in the financing field is greater than market-oriented operations.
When corporate loans cannot be paid off, banks choose to extend rather than terminate loans, and
companies with low operating efficiency take up more credit resources. In addition, the downward
pressure on the economy is increasing, and the regulators also tend to maintain liquidity easing
from the perspective of maintaining financial stability, which increases the adverse selection
behavior of the market. In a nutshell, in a market that lacks a market-based exit mechanism and
where implicit guarantees are prevalent, companies’ exit of inefficient production capacity will be
slow.

Third, from a macro perspective, there are three main points:

First, the lack of constrained local debt management systems will make the government
more hesitant in using fiscal policies. After investing 4 trillion yuan in 2008, local officials pushed
up local debts in the process of chasing the "political titular" of GDP growth. At this stage, if the
economy rebounds, it does not rule out the possibility that the central government will once again
control local property rights, which may increase economic volatility.

Secondly, the pressure of the population structure will also exert downward pressure on
the economy in the next five years. On the one hand, the one child policy introduced in 1978 led
to the current decline in the supply of young labor, which has lowered the economic growth center
of China; on the other hand, due to historical reasons, the lack of commercial pension insurance,
the rapid population aging increased government Expenditures on social and old-age security have
increased fiscal pressure.

In addition, the Chinese government is currently accelerating the reform of the financial
system, including promoting the construction of multi-level capital markets at home, enriching
financial instrument transactions, etc., and promoting RMB internationalization and capital
account convertibility abroad, but the reform itself is also a "double-edged sword." The pace of
reform and stability needs to be grasped.

1.1.1.2 China's Economic Growth Forecast for the Next Five Years

First, China's economy will still achieve medium to high-speed growth. We expect China
to maintain an average annual economic growth rate of about 6.5% in the next five years. This will
complete the goal of doubling the size of the economy in 2020 compared with 2010. From the
perspective of the factors driving economic growth, it is expected that the ratio of investment to
GDP has peaked, and future growth will be driven by consumption. In addition, if the “Belt and
Road” strategy can be carried forward smoothly, it will bring momentum to economic growth from
both export and investment.
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Second, real estate is the main risk point for economic growth that may exceed expectations
in the next five years. The important economic downside risks in the next five years will still come
from real estate. From the perspective of the large cycle, the higher population structure and higher
per capita living area have both restricted housing prices. In addition, from the perspective of
cyclical factors, high inventory in third- and fourth-tier cities and continued population outflows
also increase the risk of house price adjustments. If the current situation of real estate cannot be
alleviated, the risk of future economic stalls will not disappear.

1.1.2 Development Background of China's Real Estate Market

In the post-epidemic era, the probability of housing prices is steadily decreasing. From the
three dimensions of population, income growth, and debt level, residents' demand and ability to
pay for housing are declining; if both the current housing price bubble level and the market's
expectations of future housing prices are taken into account, in the post-epidemic era, the
probability of housing prices is stable drop.

1.1.2.1 Urban Housing Bubble

In the past ten years, due to rising prices, real estate is not only an important means of asset
allocation for residents, but also a loan collateral generally accepted by credit institutions
represented by commercial banks. Since the expansion of the Chinese economy is debt-led, the
society's investment preference for real estate is constantly rising.

This investment preference has significantly increased housing prices in first-tier cities. In
2019, most first-tier cities have housing price-income ratios higher than 10 times, much higher
than the reasonable range!! (between 4.38-6.78 times). Among them, Beijing, Shanghai, the rates
in Guangzhou are 34 times, 25 times and 23 times respectively. At the same time, the rise in
property prices is also much higher than the growth rate of local per capita income.

1.1.2.2 Real Estate Industry Capital Pressure Is Increasing

From the supply side, since 2017, financing policies have continued to tighten. In order to
prevent and resolve financial systemic risks, financial regulatory authorities do not allow cross-
regional use of funds, restrict housing companies to continue to increase leverage, strictly regulate
violations and leverage, and only allow "borrowing new and returning old" to guide real estate
companies to rely more on funds and sales rebates to achieve endogenous growth. Under such
a policy environment, various financing channels such as bank loans, real estate trusts, and
overseas ABS have shrunk in succession.

! Reasonable range —— The ratio of the total purchase price of each household in a place or city to the annual
income of the household, which is used to describe the affordability of the residents in a region. There is a popular
saying that the ratio of house price to income is 4-7 times, which is a reasonable range. If housing loan is

considered, the proportion of housing consumption in residents' income should be less than 30%.
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From the perspective of the balance of real estate loans, at the end of 2019, the growth rate
of real estate loan development loans of major financial institutions nationwide dropped to about
11% year-on-year, while the proportion of real estate trust balances increased correspondingly
during the same period. Changes in financing channels have caused real estate companies to raise
financing costs. Prompting real estate companies to increase inventory destocking efforts, speed
up payment, and reduce pressure on the capital chain.

In addition, the inventory-to-sales ratio of the real estate industry is constantly expanding.
In December 2019, the inventory-to-sales ratio in first-tier cities was 184.43, an increase of 9.9%
year-on-year; the inventory-to-sales ratio in second-tier cities was 40.28, an increase of 15% year-
on-year. From the total point of view, the ratio of urban housing units to housing is 1.09. Such a
level of housing vacancy means that if housing prices are not expected to continue, sales shrinkage
is inevitable. The interaction between the rise in the inventory-to-sales ratio and the tightening of
financing channels will promote the destocking of the real estate sector, increase the speed of
payment collection, and reduce debt pressure.

1.1.2.3 The Slowdown in Economic Growth and the Outbreak of the Epidemic
Have Hampered the Ability of Urban Residents to Pay for Housing

From the demand side, since 2015, the per capita disposable income of residents has bid

farewell to double-digit growth and has been hovering between 8%-9%. In 2019, the disposable

income of residents was 30,733 yuan, a year-on-year increase of 8.87%. From the perspective of

the debt ratio, from 2008 to 2019, China's resident leverage ratio increased from 17.8% to 53.2%,

which is higher than the average level of resident debt in emerging markets. Revenue growth has

slowed, and the rapid increase in debt scale has made residents borrow money to buy houses.
Leverage is limited.

1.1.2.4 Demographic Changes Make the Long-term Motivation for Housing
Purchases Increasingly Declining

The marketization process of China's real estate is also a process of rapid urbanization.
Since the 1990s, with the transformation of the economic structure, a large number of people have
moved from rural areas to cities, and from agriculture to manufacturing and service industries. The
influx of large numbers of people has continued to increase the demand for urban housing, which
has become one of the important factors supporting housing prices.

Since 2013, with the emergence of the Lewis turning point, the declining birthrate
combined with the aging has brought about a decline in the natural growth rate of the urban
population, which has reduced the demand for growing housing for the marriage and childbearing
population. The increase in the urbanization rate and the aging of the rural population have reduced
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the size of the rural to urban population. Since 2010, the rate of net inflow of population in
economically developed areas has slowed, especially in the first-tier cities where the size of the
floating population has decreased.

In the medium and long term, population growth is the main source of rigid housing
demand. The aging population and the reduction in net inflow of foreign population have slowed
or even reduced the growth rate of the urban marriage and childbearing population, and the housing
demand has also been declining.

1.1.2.5 Expected Decline in Housing Prices Drives Investment Demand Down

The continued rise in housing prices and the expected decline in psychology have also
reduced investment demand for home purchases to some extent. The continuous rise in house
prices over the past two decades has allowed investors to enjoy a huge investment premium,
thereby attracting urban residents to concentrate a large amount of wealth on this special asset.
Real estate has become the most important wealth storage tool for residents, which has caused
house prices to seriously deviate from the basic value determined by usage demand, forming a
huge price bubble. The investment property of "increasing and buying" dominates the demand side
of real estate.

In the future, as housing price growth narrows, and some regions even have price inflection
points, people have divergent expectations about the future trend of housing prices. This
disagreement has reduced investment purchase demand to some extent.

1.1.3 Analysis of Talent Flow Among Cities in China

Talent is the foundation of all economic and social activities, and talent is the first resource.
In the previous series of reports, we put forward the logic of "people follow the industry and people
walk high", pointing out that talents are continuing to gather in big cities and metropolitan areas.
The accumulation of talents is also an intrinsic driving force for the development of real estate in
the region. It can provide a glimpse of the future supply and demand relationship and development
trend of real estate in the region. The analysis of the flow of talents is of great value in predicting
the future research of regional real estate risk in China.

1.1.3.1 Top 100 Most Attractive Cities in China: Shanghai, Shenzhen and Beijing
Rank in the Top Three

To measure the attractiveness of talents in different cities, the talent attractiveness index is
defined as the weighted result of the proportion of talent inflow, the proportion of net talent inflow,
the proportion of fresh talent inflow, and the proportion of returnees’ talent inflow. Among them,
the proportion of inflow of talents and the proportion of net inflow of talents reflect the ability of
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the city to attract and retain, respectively, the proportion of fresh talents inflow and the proportion
of returnees’ inflows reflect the city’s impact on young and highly educated talents and returnees.
Attractive. Judging from the results, Shanghai, Shenzhen and Beijing are in the top three in 2019,
Shanghai has been the first in three consecutive years since 2017, and Guangzhou, Hangzhou,
Nanjing, Chengdu, Jinan, Suzhou and Tianjin are in the top ten. In 2019, the proportion of fresh
students and returnees to north, north and Shenzhen and Guangzhou accounted for 24.5% and
28.7%, respectively, which were higher than the proportion of mobile talent to north, east, south
and Guangzhou, and 20.2%. Fresh students and returnees were more inclined to go to first- and
second-tier cities.2) Talent mobility trends: Talent accumulation in the Pearl River Delta of the
Yangtze River Delta and talent outflow from Beijing, Tianjin and Hebei. In terms of regions, the
proportion of net inflows of talents in the eastern, central, western and northeastern regions in 2019
was 5.8%, -2.4%, -0.2% and -3.2%, respectively. The talents in the east continued to accumulate,
while the outflows from the central and western regions continued but narrowed. Northeast China
continued its outflow and expanded. In terms of cities by line, the proportion of net inflows of
first-tier, second-tier, third-tier, and fourth-tier talents in 2019 was -2.7%, 1.1%, 1.8%, and -0.3%
respectively, and in 2018 were -0.9%, 4.9%, and -0.3%, -2.3%; combined with the data
observation of the past 4 years, the first-line due to the continuous outflow of Beijing and Shanghai
control personnel, the second-line talent continued to gather, the third-line is more balanced, and
the fourth-line continues to flow. In terms of urban agglomerations, over 60% of the talents flow
to the five major urban agglomerations. In 2019, the proportion of talent inflows in the Yangtze
River Delta, the Pearl River Delta, Beijing-Tianjin-Hebei, Chengdu-Chongging, and the middle
reaches of the Yangtze River was 23%, 14%, 13%, and 7%, respectively. 7%, and the net inflows
accounted for 5.0%, 2.8%, -4.0%, 0.0%, and -0.5%, respectively. The Yangtze River Delta and
the Pearl River Delta have concentrated talents. Beijing, Tianjin and Hebei are affected by
Beijing’s controllers. The middle reaches of the Yangtze River are basically balanced.

1.1.3.2 First-Tier Cities: The Proportion of Net Inflows of Talents from North
to North Has Been Declining Year by Year, and the Trend of Shenzhen-
Guangzhou is Increasing.

The proportion of net talent inflows in Beijing from 2016 to 2019 was -0.7%, -2.3%, -2.7%,
and -3.9%, which continued to be negative and the decline was increasing. The main reason is that
Beijing and Shanghai control each other's talents because of strict population control and industry
thinning. The first target city for outflows, the proportion of talent outflows from Beijing to
Shanghai and Shanghai to Beijing was 0.8% and 0.6%, respectively, and the net flow of talent
from Beijing to Shanghai; Shanghai’s net talent inflows from 2016 to 2019 accounted for 1.3%
and 1.2%, respectively , 0.9%, 0.5%, continued net inflow but gradually decreased, mainly due to
Shanghai’s control of population and industrial transfer; Shenzhen’s net talent inflow in 2016-
2019 accounted for -0.2%, 0.1%, 0.4%, 0.2%, mainly due to Shenzhen’s strong vitality, attractive
talent policy; Shenzhen and Guangzhou are the first target cities for brain drain, and the proportion
of talent outflow from Shenzhen to Guangzhou and Guangzhou to Shenzhen is 0.7% and 0.6%
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respectively, and the scale is basically balanced; Guangzhou 2016-2019 talent net inflows
accounted for 0.3%, 0.5%, 0.5%, and 0.6%, respectively, and continued to stabilize the net inflow,
mainly due to the rapid development of Guangzhou and the lowest cost of living in first-tier cities.

1.1.3.3 Second-Tier Cities: The Proportion of Net Inflows of Talents in Hangzhou,
Nanjing and Han Showed an Upward Trend, while Jin Rong Declined.

The proportion of net talent inflows in Hangzhou from 2016 to 2019 was 0.8%, 1.0%, 1.2%,
and 1.4%, which were always positive and rising year by year. The main reason is that the industry
represented by e-commerce in Hangzhou is developing rapidly, and the salary exceeds Guangzhou
in ten major cities. Ranked fourth in the middle; Nanjing’s net talent inflows in 2016-2019
accounted for 0.8%, 0.9%, 0.9%, and 0.9%, respectively, which were always positive and
relatively stable, mainly due to the rapid development of Nanjing and the “Ningju plan in
2018” Implement talent attraction; Chongqing’s net talent inflow in 2016-2019 accounted for -
0.1%, -0.1%, 0.5%, and 0.3%, respectively. In 2018, it turned from negative to positive, mainly
because of the development of the information technology industry to attract talent; Wuhan 2016-
2019 the proportion of net talent inflows was -0.3%, 0.0%, 0.8%, and 0.1%, respectively. In 2017,
it changed from negative to positive, mainly due to the implementation of the policy of "millions
of college students staying in China™ in 2017; and the proportion of net talent inflows in Tianjin
from 2016 to 2019. 0.2%, 0.1%, -0.1%, -0.1%, declining year by year and turning from positive to
negative in 2018, mainly due to the slowdown of Tianjin's development speed, the GDP growth
rate of 5.3% in 2019 is the lowest among the ten cities, and the salary is the lowest among the ten
cities ; Chengdu’s net talent inflow in 2016-2019 accounted for -0.8%, -0.3%, -0.3%, and -0.6%,
which were always negative. The main reason was that Chongging and Chengdu were the first
target cities for talent outflows due to the low salary level. The net flow of talent from Chengdu
to Chongqing.
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Table 1: Average monthly income per industry and per city in 2017.
Ave monthly

income (In
Industry(ies) CNY) Beijing Shanghai Shenzhen Hangzhou Guangzhou Manjing Wuhan Chongging Chengdu Tianjing
Finance 10784 13753 13194 12562 11101 11204 10386 9540 9136 9478 10230
IT/Communication/Elect ;) o000 1136a s 9680 8770 9161 = 8234 8164 8165 = 8049
ronicsf{Internet
Agriculture/Forest/Pasto o000 ool 10713 9775 8985 8557 8305 7891 7923 7648 6933

ral/Fishing/Other
Business services 8794 11118 11120 9815 10146 8578 2838 7222 7683 7223 7997
Energy/Mineral/Environ

X 8679 11539 10159 9552 9222 8313 8250 7821 7693 7555 | 7415
mental Protection
Real Estate/Construction 535 10320 10619 9844 9930 8988 B664 = 8313 8465 8200 7700
Stylistic Education/Arts 8058 10347 10201 9142 8895 9012 7571 7553 7073 7083 6849
and Crafts
Production/processing/ 8040 9975 9565 8727 8654 7867 7968 = 7565 7599 7355 6799
manufacturing
Transportation/Transpor
tation/Logistics/Wareho 8000 8262 8277 8329 8954 5854 7437 7296 7149 7636 = 5444
using
Trade/Wholesale/Retail 7938 8904 8707 8227 8111 7389 7348 7007 6855 6773 6480
[Leasing
Culture/Media/Entertain . 9232 8767 8441 8326 7322 7574 7028 6811 7165 = 6983
ment/Sports
Service industry 7611 9291 8398 8569 8205 7504 7430 6890 7272 6921 6832
Government/non-profit 7609 9384 9924 9062 9528 8132 B618 7633 7561 8039 6929

organization

1.1.3.4 Regional Level: The Return of Labor in The Central and Western
Regions, The Localization of Migrants in The East, and The Accelerated
Outflow of Population in The Northeast.

From 1978 to 2010, the population relocating from the central and western regions to the
eastern region was dominated by labor, and most of them did not move their household
registrations or bring children. The phenomenon of left-behind children in the central and western
regions is very obvious. After the reform and opening up, a large number of people gathered in the
eastern region with the first economic development. From 1978 to 2010, the annual resident
population in the eastern, central, western, and no