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71 QA A7 v - -0913™ | -1.014™ | -0.354™ | -0.486™
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HjEFo|oE + 0.346™ 0.365™ 0.339™ 0.365™
(31.99) (31.79 (31.14) (32.06)
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<Abstract>

The Effect of Zombie Leverage at Low Costs

on the Productivity of Non-Zombie Firms

[Purpose] The number of so-called zombie firms is rising as economic fundamentals are
consistently deteriorating in the Korean economy. Zombie firms could cause congestion
effects as they over-occupy limited resources that should be allocated to more productive
firms. Therefore, this study examines the zombie congestion problems in the Korean
economy and provides policy implications from the findings.

[Methodology] Cross—sectional regression analysis is performed using a sample of 99,667
firm—year observations for Korean non—financial firms over the period 2001-2019.

[Findings] This study finds that the increase of insolvent zombie firms reduces
investment and employment of non—zombie firms. The results suggest that the
market’s effective price competition gets distorted as zombie firms take advantage of
extremely low—cost financing and set lower markups on their products. In addition,
growing number of zombie firms also decreases total factor productivity of
non—zombie firms.

[Policy Implications] Proactive and macroscopic measures on zombie firms should be
taken in order to increase firm dynamics in the Korean economy. We also suggest
policymakers and regulators step out of the conventional approach and actively
investigate characteristics of zombie firms, especially considering the significant

impact of zombie firms on resource misallocation.

Key words : Zombie Firm, Congestion Effect, Total Factor Productivity, Auditor

Designation



