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5.3 The impact of overconfidence on Evergrande's debt crisis 

5.3.1Impact on investment decisions

As shown in Fig. 1, Evergrande Group's ROI approached zero from 2015 to 2020 and turned 
negative in 2021 and 2022, indicating low investment efficiency. China Resources Land's 
ROI consistently exceeded that of Evergrande, which is related to the strategic direction of 
the enterprises and the overconfident behavior of managers. Evergrande's management 
tended to adopt radical investment strategies, while China Resources Land preferred rational 
and risk-averse decision-making.

Fig. 1. Return on Investment (ROI).

5.3.2Impact of overconfidence on financing behavior 

(1) Analysis of cash flows from financing activities: From 2015 to 2022, the net cash flow 
from financing activities showed significant fluctuations. It peaked in 2016, with subsequent 
ups and downs, but overall hit lows in 2018, 2021, etc., reflecting continuous adjustments in 
financing scale and pace according to development stages and market conditions. For 
example, financing might increase during the rapid expansion period, while debt pressures 
and changes in the financing environment in later stages affected the balance between 
financing inflows and outflows.

(2) Comparison of cash flows from financing and operating activities: As shown in the 
Fig.2., from 2015 to 2022, the net cash flow generated by Evergrande's operating activities 
was mostly negative, with positive cash flow achieved in only 3 years, indicating that funds 
could not cover daily needs.

Fig. �. Comparison of cash flows from financing activities and operating activities
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(3) Analysis of financing structure: As shown in Fig.3, the equity-to-asset ratio was far 
lower than the debt-to-asset ratio, indicating the enterprise's reliance on debt financing. From 
2014 to 2022, Evergrande's debt-to-asset ratio was mostly above 80%, and the unbalanced 
financing structure increased the enterprise's debt repayment pressure.

Fig. 3. Analysis of financing structure

Fig. 4. Debt-to-Asset ratio comparison

As known from Fig. 4, Evergrande Group's debt-to-asset ratio changed little from 2016 
to 2020, but it rose sharply from 2020 to 2021, even exceeding 100% in the later period, 
indicating that the company's assets could no longer cover its liabilities, and the financial risk 
was extremely high. The debt-to-asset ratio of China Resources Land performed smoothly, 
maintaining a healthy asset-liability level, in line with the steady operation strategy. 
Evergrande managers' overconfident psychology led to excessive expansion and financing 
policies. Compared with Evergrande Group's high-leverage model, China Resources Land 
managers reasonably controlled the scale of liabilities and leverage levels.
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