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Introduction 
Liquidity refers to the ability of real estate developers to meet their short-term obligations without raising fresh 

capital. Before the introduction of RERA, developers used to divert customer’s funds into new projects without 

taking their consent, thereby reducing their need for working capital and providing ample liquidity. RERA 

mandates that 70% of revenue derived from sale of real estate units to be deposited in an escrow account with 

commercial banks. These funds will only be allowed to be withdrawn after a certificate showing project progress 

from a chartered accountant and registered architect. With this provision in force, the access to free working 

capital from customers has been severely restricted for developers, thus increasing their working capital 

requirements forcing them to raise funds through short term instruments.  

 

Review of Literature 
1. (Jadoun, 2014): In the thesis titled “Financial Analysis of Selected Real Estate Companies”, Financial 

Analysis of Selected Real Estate Companies, the author found that “In the sample, Real Estate companies 

during study period Current Ratio was very high, Quick ratio was high while Cash Ratio was very low1. 

It means the overall liquidity position of the sample companies was very sound. 

2. (Zhiping, 2014): In the research paper titled “Financial Analysis of Real Estate Enterprises: A Case 

Study of Vanke”, International Business and Management, 9(1), 74-78, the author concludes that “in the 

analysis of the financial performance of China’s real estate listing Corporation, we need to pay attention 

to several items such as advance receivable, inventory reserve and abundant cash flow.” They also 

conclude “The real estate is a capital intensive industry. Pre-collection and sales cash flow is often 

greater than sales revenue. However, due to the rolling development model, the net operating cash flow 

is often negative, which is rare in other industries.” 

3. (CRISIL, 2017): In the research report titled “RERA is all about effective implementation”, CRISIL, 

the author states that “CRISIL Research believes with effective implementation of RERA, the sector is 

expected to see improved transparency, timely delivery, and organized operations. While the ongoing 

projects have been given a timeline of three months (May-July 2017) to comply with RERA regulations, 

the Act does not permit developers to launch new projects before registering them with the RERA 

authority. This will be a major shift from practices followed currently by developers wherein they 

manage to sell part of the project through soft-launch/ pre-launch activities. RERA is also expected to 

put an end to fund diversion, and transform the realty sector into a more organized and trustworthy one, 

re-instilling the confidence of the end-users towards the market.”2 CRISIL research also states that  

“Unorganized players may also have to opt for joint ventures with larger players to last in the market, 

which will sooner or later remove all the unorganized players in the real estate sector. This, along with 

the registration and approval costs, is expected to increase the compliance cost for realtors. 

4. (Das, 2017): In the research report titled “RERA through a magnifying glass”, India Topical Reports, 

the author states that “Implementation of the rules of the Act will cause some teething troubles in the 

short term but in the long run, the sector will stand to gain3. The Act will necessitate developers to 

review their business models so that they are in compliance with the various provisions of the Act.  Most 

significantly, RERA will ensure that only serious, strong and organised participants survive within the 

sector. Therefore a consolidation among participants within the sector is highly likely.”  

5. (The Financial Express, 2017): In the article titled “5 ways RERA will impact developers”, Financial 

Express website, the author concludes that “Maximum impact of RERA will be on existing on-going 
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projects. The project cost for developers will increase as sales can only happen post-registration which 

is possible only post approvals. With RERA, there is a high possibility of consolidation in the market 

and hence only fewer players may exist.” 

6. (Lancor, 2017): In the article titled “How Will RERA Act Change the Real Estate Market in India”, 

lancor.in website, the author finds that RERA will lead to faster completion of projects and better quality 

of construction since it fixes the maintenance responsibility on developer’s for five years after handover. 

7. (P.T.I., 2017): In the article titled “RERA likely to impact performance of developers in FY18: ICRA”,  

Economic Times website, the author concludes that “The transition to the new realty regulatory 

framework under RERA is expected to slow down the new project launches and increase working capital 

requirements of developers, thus creating pressure on their operational performance during this fiscal 

2017-2018” 

8. (The Financial Express, 2018): In the article titled “How RERA changed the real estate landscape.” 

Financial Express website, the authors conclude that “RERA has been a potent instrument in addressing 

some of the pertinent issues afflicting the sector. Amongst them, the impact is most visible in terms of 

completion/deliveries of projects.” 

9. (Housing News, 2018): In the article titled “What is RERA Act: How it can help buyers, investors and 

property agents”, Housing News website,  the authors find that “Impact of RERA on real estate sector 

will be: Increased project cost, Initial backlog, Tight liquidity, Consolidation, Rise in cost of capital and 

increased  project launch time.”4 

 

Research Methodology 
Longitudinal research design has been used for this study. The research is descriptive in nature. The population 

for this research is all Indian Real Estate Developers. The financial data of the real estate developers has been 

collected from F.Y. 2010-11 to F.Y. 2017-18. The time period  has been selected such that the Pre and Post 

RERA liquidity of the developers can be studied. After reviewing the available literature, the impact of RERA 

on liquidity of real estate developers has been identified as the research problem. Financial data has been 

collected from annual reports of respective real estate companies and from the website of Bombay Stock 

Exchange. Convenience sampling has been used in this study. The sample chosen is of 10 largest publicly listed 

Indian developers by market capitalisation. Our sample size is 10 and time period under observation is 8 years(7 

years Pre-RERA and 1 year Post-RERA). 

The data collected was checked for normality. For hypothesis testing of non-normal data, a non-parametric test 

known as Wilcoxon Signed Rank’s Test was applied. For hypothesis testing of normal data, the student’s paired 

samples t-test was used. 
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Objectives 
The objective of the study is to gauge the impact of RERA on liquidity of real estate developers. 

Hypothesis 
1.  H01: Real estate companies will not have significant changes in mean quick ratio after implementation 

of RERA; µPRE RERA =µPOST RERA 

 HA1: Real estate companies will have significant changes in mean quick ratio after implementation of 

RERA; µPRE RERA ≠µPOST RERA 

2.  H02: Real estate companies will not have significant changes in mean net working capital after 

implementation of RERA; µPRE RERA ꓿µPOST RERA 

 HA2: Real estate companies will have significant changes in mean net working capital after 

implementation of RERA; µPRE RERA  ≠µPOST RERA 

3.  H03: The mean current ratio of the Indian real estate developers has significantly increased after 

implementation of RERA; µPRE RERA ≤µPOST RERA 

 HA3: The mean current ratio of the Indian real estate developers has significantly decreased after 

implementation of RERA; µPRE RERA >µPOST RERA 

3.  H04: The mean cash ratio of the Indian real estate developers has significantly increased after 

implementation of RERA; µPRE RERA ≤µPOST RERA 

 H04: The mean cash ratio of the Indian real estate developers has significantly decreased after 

implementation of RERA; µPRE RERA >µPOST RERA 

 

Overview of Liquidity  
The ability of a company to meet the short- and long-term obligations is known as Liquidity. The best financial 

metrics to track liquidity of companies are liquidity ratios. “Liquidity ratios are the ratios that measure the ability 

of a company to meet its short-term debt obligations”5  These ratios measure the ability of a company to pay off 

its short-term liabilities when they fall due.  Liquidity ratios are a good measure of whether a company will be 

able to comfortably continue as a going concern. In other words, the liquidity ratios focus on the solvency of 

the business. A business that finds that it does not have the cash to settle its debts becomes insolvent. The 

different types of liquidity ratios are: Quick Ratio, Net working capital, current ratio and Cash ratio. We have 

calculated these ratios for real estate developers from 2010-11 to 2017-18 

 

Data Analysis and Interpretation 
Ratio Analysis 
The various ratios were calculated using the balance sheet and income statement of the real estate developers. 

The sample mean was calculated Pre-RERA(2010-11 to 2016-17) and Post Rera(2017-18). The results of Ratio 

Analysis are summarised in Table 1. 

     Table 1:  Results of Ratio Analysis 

S.no. Parameter Pre-RERA 

Sample Mean 

Post-RERA 

Sample Mean 

Change Impact on 

Liquidity 

1 Current Ratio 1.820 1.730 -0.090 Negative 

2 Quick Ratio 0.161 0.090 -0.071 Negative 

3 Cash Ratio 0.667 0.581 -0.086 Negative 

4 Net Working Capital 309389.340 321004.062 11614.722 Positive 

 

On observing the results of ratio analysis we find that liquidity has been negatively impacted and reduced for 

all ratios except Net working Capital. 

Normality Test 
The distribution of difference in means of liquidity ratios Pre and Post Rera were checked for normality by using 

Shapiro Wilk Test of Normality. The Null Hypothesis is Paired differences are normal. The results are 

summarised in Table 2. 

 

 

                                                 

5 (Taqi, 2014) 

http://www.jetir.org/


© 2019 JETIR April 2019, Volume 6, Issue 4                                                                 www.jetir.org (ISSN-2349-5162) 

JETIR1904U47 Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org 1183 
 

Table 2: Results of Shapiro Wilk Test of Normality 
Tests of Normality 

Paired Difference 
Shapiro-Wilk Null hypothesis 

Statistic df Sig.  

Current ratio .685 10 .001 Reject 

Cash ratio .587 10 .000 Reject 

Quick ratio .903 10 .237 Fail to reject 

Net working capital .954 10 .712 Fail to reject 

 

It can be observed from the results that paired differences of current ratio and cash ratio follow a non-normal 

distribution. The distribution for paired differences of quick ratio and net working capital is normal. Thus for 

testing of null hypothesis for current ratio and cash ratio, Wilcoxon Signed Rank’s Test is used. For testing the 

null hypothesis of quick ratio and net working capital, paired samples t-test is used. 

 

Hypothesis Testing 
A. Student’s t-Test  
One of the key assumptions of this test is that data must be parametric in nature for the results to be valid. Thus, 

I have applied this test only on the paired differences of ratios whose distribution has been found normal by 

normality test.  

B. Hypothesis Testing: Wilcoxon Signed Ranks Test 
This test has been used to compare the means of longitudinal cross section non parametric sample data (as 

decided by applying Shapiro-Wilk test of Normality). It has been used to test non parametric data. This test 

checks the null hypothesis on the left side of the distribution curve. In other words the observed test statistic, T, 

has to be less than the critical test statistic, TCritical =11 for given degrees of freedom (9) and chosen level of 

significance (5%). 

 

 

Table 3: Paired Samples t- test 

 

Paired Differences 

t df 

Sig. 

(2-

tailed) 

Sig(1-

tailed) 

Null 

Hypothesis Mean 
Std. 

Deviation 

Std. 

Error 

Mean 

Pair 

1 
Pre RERA Quick Ratio – Post RERA Quick Ratio 0.087 0.32 0.10 0.86 9.00 0.41 0.20 

Fail To 

Reject 

Pair 

2 

Pre RERA Net working Capital – Post Rera Net 

working capital 

-

11614.72 
81149.94 25661.86 

-

0.45 
9.00 0.66 0.33 

Fail To 

Reject 

 

It can be observed from the above table that we fail to reject the null hypothesis for both of the tested ratios. 

 

Table 4: Wilcoxon Signed Rank’s Test 

 Ranks 

Pair 

No. 
 Mean Rank 

Sum of 

Ranks 

Test Statistic 

(T) 

Null 

Hypothesis 

1 
Post RERA Current Ratio – Pre RERA Current 

Ratio 

Negative 

Ranks 
5.00 45.00 10.00 Reject 

Positive 

Ranks 
10.00 10.00   

Ties     

Total     

2 Post RERA Cash Ratio – Pre RERA Cash Ratio 

Negative 

Ranks 
3.83 23.00 13.00 

Fail To 

Reject 

Positive 

Ranks 
6.50 13.00   

Ties     

Total     

 

 

The above table depicts that we have successfully rejected the null hypothesis for Current Ratio and we fail to 

reject the null hypothesis for Cash ratio. 
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Results 
1. As per the result of Students t-test, the difference in means of Pre RERA-Post RERA is identified which 

is statistically insignificant for Quick Ratio. The positive difference shows that quick ratio has on average 

slightly decreased (but not significantly) post implementation of RERA. It means that the operations are 

not generating enough cash flow to pay off current liabilities. It also indicates that the developers have 

less current assets to cover current liabilities post-RERA and the worsening situation of developers not 

being able to pay off the their obligations. This represents that the impact of RERA is unfavourable on 

this ratio. 

2. As per the result of Students t-test, the difference in means of Pre RERA-Post RERA is identified which 

is statistically insignificant for Net Working Capital. The negative difference shows that Net Working 

Capital. has on average slightly increased (but not significantly) post implementation of RERA. It means 

that the ability of developers to cover current obligations with current assets is increasing. It also indicates 

that they are in a better situation post-RERA to finance some of their growth without raising new funds. 

This represent that the impact of RERA is favourable on this ratio. 

3. As per the result of Wilcoxon Signed Ranks test, the sum of positive ranks is less than sum of negative 

ranks for PostRERA-PreRERA which is statistically significant for Current ratio. The negative difference 

shows that RERA has significantly reduced current ratio for developers. This depicts a worsening 

liquidity situation and a reduction in the ability of developers to meet short term obligations post 

implementation of RERA.  This represents that the impact of RERA is unfavourable on this ratio.  

4. As per the result of Wilcoxon Signed Ranks test, the sum of positive ranks is less than sum of negative 

ranks for PostRERA-PreRERA which is statistically insignificant for Cash ratio. The negative difference 

shows that RERA has reduced(but not significantly) cash ratio for developers. This shows a worsening 

of liquidity for real developers. Thus, their ability to payoff current debt is compromised post 

implementation of RERA. This represents that the impact of RERA is unfavourable on this ratio.  

 

The impact of RERA on liquidity ratios is negative on most of them. Only the current ratio has been 

significantly reduced which indicates a lowering of current assets with respect to current liabilities 

and developers may have difficulties in raising debt in future. 
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Appendix: Ratio Calculations 
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