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Zombie Firms, Exit Behavior and Resource Misallocation:

Evidence from China’s Industrial Firms

ZHANG Xuan LI Jinyang

(Zhongnan University of Economics and Law, Wuhan, China)

Abstract: Utilizing a dataset of Chinese industrial firms from 1998 to 2007, this paper finds that zombie firms, in
contrast to normal firms, are more likely to exit due to their lower productivity and the effective implementation of en-
terprise reform policies, and the state-owned zombie firms tend to have a lower exit probability than private and for-
eign zombie firms. We also find that incumbent zombie firms occupy a large amount of resources with lower financing
costs, resulting in serious resource misallocation by crowding out normal firms. These {indings hold after several ro-
bustness checks are conducted. Current enterprise reform has played a key role in closing zombie firms, but we can’t
ignore the crowding out effect of zombie firms on normal firms, which distorts firms’ exit strategy and leads to serious
resource misallocation along the extensive margin. Therefore, effectively kicking off zombie firms, especially those
state-owned zombie firms. is the key to fulfilling the supply-side structural reform.
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