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NEGF R ZI5, AT KM B SR . TG AP R AT b 22 R H R IR Y [ N A 2
TR S, b T IR AT (R A0 M S, B 10 25772 BB 5 R A L S RTAT (B AR RN B O W o A R
AR L7 RE L EALH, — A E R AR I A B A T Ak R Al B B O JC &R fE
T3, J U T T 5 e LA A ) A W T R A5 B BT IR, A5 A B i AL T A7

B AL B AR Al B AT S AR T8 BE SCEDP Al (E AR R AR AR S A RN R e AR
Aol 1) B B 28 AR BOR IS T A5 21732 G u: , R [ A SR P Al ™ 38 A9 SEUE AT SE A AR I AT PR
o ) AR Al B S R 5 T, R BCR TS MRS T2 B T b E R 2 ks o N, BT
] 18 AR AR B3040 412 A48 7™ 48 T 5 1) 22 6 E 41 38 3E v A A Mook AR Al AR S R i AR
DNE R XA A TR B AR Aol B SN iR AR, MOV B 4 AT R 2 U Y R AT, A B
TP Ak AR Aol SR O MR L Ak A Al B T T

S 1 1 H A ARG T o AR Al DAY IRHIE o S [ RS BORF R HAOR U IE 22 T 6 A DY A LY
KA BN T ELE R (Kane, 1989) o H AR A7 X B8 ARt Aol 19 15 DR B fR 47 17 2 B R vh R

xS , ALK I A B I B O 520, 6 B4 100871, 1L T £« yuyan. tanl 1@ gmail. com s 8122 (i R fF
#)HH K L B, T A 2 1b090S @ fudan. edu. en; 3 , b 50K % W K % R BF 9 BE, T {5 4 yhuang @
nsd. pu. edu. en; WK 4, ot 5 2Bk R A 1105 95 25 5 0 IT IR, S 0K 2V B LT A s wiwoo @ uedavis. edu. f # gk
5 R T A B2 ORI ol B 0 e 1T 0 R 5 R T e 1 K e 2 0 AR
(71603057 ) . I T R HL A0 7745 R VAR A5 ool (5 R4 K < 22 E 4 £ LI 15 BORR R 7 (2015ECKO01) (5 L2 0
LA A 1 2K B Wl AR R R 9 55 o 5l QBRI O VE B, KA AR A TR BEPE AR AR Peter
Petri 6 11 S s 8 LA HE 00, RS B 4 R ARG S A, S 6

175



BIEEE ERCWMRES HRN BT pE Il IiERE

HAE Ak, $OA 2 B AR 254 HE 20 4F (19 FE 22 I R (Hoshi & Kashyap, 2004 ; Ahearne &
Shinada,2005 ; Jaskowski, 2015 ) o 87" 4l Al Sz e 1 9% 8064 5 IEC , AN {EL XS 28 5 B 8 1R R0 R AF 7 1
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A
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F 1K) I B o VA O A S VA0 B 1 2o = 4 A A B 7 B 5 S TR V= 1 9 A1 o | 4L <]
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AV T AR 0 8 Al e 8], DA SR A5 00 4 R A o 158 R Y AR AL B %N T TR Al ke LA Al
B, AR R C, A5 0] BE RS W Al 45 B A Aol 2 AR AR R S AN 0 ATl Y
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The Crowding-out Effect of Zombie Firms.

Evidence from China’s Industrial Firms
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Summary: Faced with lower domestic growth rates and an increasingly severe economic situation, the Chinese government
has put forward a broad agenda for supply-side structural reform. The strategy aims to “ cut overcapacity and excess
inventory, deleverage, reduce costs, and strengthen points of weakness”. The elimination of nonviable “zombie” firms
(1insolvent firms that continue to operate due to continued access to financing at extremely low costs) is regarded as a key
measure for effectively cutting overcapacity and deleverage.

To properly address the zombie issue, it is necessary to identify zombie firms and understand their negative effects.
Although the zombie phenomenon has received considerable attention in policy discussion in China ( He and Zhu, 2016a,
2016b) , rigorous empirical studies of the phenomenon in China based on large samples are limited. In terms of the
phenomenon’s effects, most discussions are still based on empirical evidence in the Japanese context ( Caballero et al. ,
2008 ; Kwon et al. , 2009).

However, it is important to empirically assess the impact of zombie firms in China, as China’s economic system is
different to advanced economies like Japan. First, China is in an economic transition period, and the finance sector is largely
depressed. Banks are the main source of external corporate financing, and state-owned institutions dominate the banking
system. As credit discrimination and credit rationing are widespread (Ji et al., 2016), distorted credit distribution by
zombies can affect business investment by squeezing out financing opportunities for other firms. Second, state-owned
enterprises (SOEs) in China are generally less efficient than private firms, but are still significant in the economy and have
better access to resources (Cull and Xu, 2003 ; Ferri and Liu, 2010). We believe it is necessary to distinguish between SOEs
and private enterprises when analyzing the impact of zombies firms in China. Therefore, in this paper, we account for China’s
unique characteristics in terms of the financial system and real economy and investigate how zombies affect other firms. We need
to understand the spillover effect of the zombie phenomenon, understand China’s economic slowdown from a micro perspective,
estimate the benefits of a solution to the zombie issue, and clarify the policy direction for dealing with zombie firms.

Using the Annual Survey of Industrial Firms dataset covering the period between 1998 and 2013, this paper
investigates the effect of zombie firms on the investment behavior of non-zombie firms. Based on the identification of zombie
enterprises in the literature, we measure zombies as firms with implicit subsidies on interest payments whose earnings before
interest and tax are not enough to pay interest at prime interest rates. The number of zombie firms in China declined rapidly
in the early 21" century, rebounded prominently during the financial crisis, and declined following the fiscal stimulus plan
in 2010. However, it increased again in 2012 and 2013, and ( weighted by debt) reached 16.6% in 2013. SOEs, the
northeast region and resource industries have higher proportions of zombies.

Our regression results demonstrate that the higher the proportion of zombie firms in a province, the lower the investment
scale of non-zombie firms. This effect is more evident for private firms and is not significant for state-owned firms. These
patterns remain robust in different specifications of fixed effects, in different samples and in instrument variable regressions.
In addition, the crowding-out of private firms’ investment is more apparent in provinces with stronger government interventions
and in industries that are more dependent on external finance. The policy implication of this paper is that the proper disposal
of zombie firms is beneficial for the expansion of private firms’ investment. Deepened reform of state-owned firms and the
financial system and the development of market exit mechanisms are appropriate methods for coping with zombie firms.
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