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OZET

Finansal olarak siirdiiriilebilir olmayan, bor¢larimt ddeyemeyen ve hayatta kalmaya devam eden zombi
isletmeleri diisiik kar marjlary, yiiksek borg yiikii ve zayif nakit akist gibi sorunlarila karsi karsiya kalmaktadur.
Bu baglamda ¢alismanmin amaci, literatiirde pek ele alinmayan bu zombi sirketlerinin ozelliklerini incelemek
ve sirketlerin ekonomik sistem iizerine rollerini ve etkilerini degerlendirmektir. Calismanin amact
kapsaminda, diinyada ve Tiirkiye'deki literatiirde yer alan g¢alismalar irdelenerek ve drnek bir sirket
degerlendirilerek bulgulara ulasilmistir. Bulgulara gore, zombi sirketleri yiiksek bor¢ yukll, negatif kar
profiline sahip, bor¢/6z sermaye orani yiiksek, finansal riskleri yiiksek ve mali siirdiiriilebilirligi tehdit altinda
olan bir sirkettir. Bu tiir sirketlerin de iiriinlerinin maliyetleri yiiksek ve faaliyetlerden zarar elde edildigi
gorilmektedir. Ayrica ekonomik durgunluk donemlerinde zombi sirketlerin varligi artis gosterirken diisiik
faiz oranlarimin ve devlet desteklerinin saglanmasiyla pekismektedir. Bulgular, zombi gsirketlerin piyasa
dinamiklerine ve rekabet kogullarina uyum saglamakta zorluk gektigini ve yenilik¢ilikten uzak kaldigint isaret
etmektedir. Sonug olarak, ¢alismanin bulgulari hem yatirimcilar hem de politik yapicilar igin onemli
tavsiyeler sunmaktadir.

ABSTRACT

Zombie firms, which are financially unsustainable, unable to pay their debts, and continue to survive face
issues such as low profit margins, high debt burdens, and weak cash flows. In this context, the aim of this
study is to examine the characteristics of these zombie companies, which Are not often adressed in the
literature, and to evaluate their roles and impacts on the economic system. To achieve this aim, existing
literature on zombie firms in both the world and Turkey has been reviewed, and a case study of a sample
company has been analyzed to derive findings.According to the findings, zombie firms are characterized by
high debt levels, negative profit profiles, high debt-to-equity ratios, elevated financial risks, and threats to
their financial sustainability. It is observed that such companies also face high production costs and incur
losses from their operations. Furthermore, the presence of zombie firms tends to increase during economic
downturns, reinforced by low interest rates and government support. The findings indicate that zombie
companies struggle to adapt to market dynamics and competitive conditions, remaining distant from
innovation.Finally, the results of the study provide significant recommendations for both investors and
policymakers.

Onerilen Alint1 (Suggested Citation): SUMERLI SARIGUL, Sevgi ve AVCI, Pmar (2024), “The Role and Impact of
Zombie Firms in the Economic System: An Examination of Financial Sustainability and Innovation”, Uluslararasi
Ydnetim Akademisi Dergisi, S.7(3), $5.894-905, Doi: https://doi.org/10.33712/mana.1556394
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1. INTRODUCTION

Zombie firms are defined as businesses with low economic efficiency, lacking the capacity to maintain
profitability, and often continuing their operations through borrowing or government support. The presence of
zombie firms in a country reflects the level of competition in the job market and the potential for these firms to
infect other healthy companies (Urionabarrenetxea et al., 2018). Caballero et al. (2008) have examined the role
and impact of such firms in the economic system in detail. According to their findings, the existence of zombie
firms is considered a hindrance to economic recovery and sectoral restructuring.

For instance, during the 2008 financial crisis, some large companies in the U.S. automotive industry, such as
General Motors, managed to continue their operations through government support and borrowing. This
situation highlighted that the existence of zombie firms can be a factor that hinders economic recovery
(Financial Times, 2019).

In Europe, the presence of zombie firms has notably increased, especially by 2019. According to data from the
European Central Bank (ECB), approximately 6% of companies operating in the Eurozone were classified as
zombie firms in 2019 (European Central Bank, 2020). These firms are at risk of insolvency due to typically low
profit margins and insufficient capital returns, while continuously borrowing or relying on financial incentives
to sustain their operations.

In recent years, there has been growing concern about the existence and economic impact of zombie companies,
especially due to events such as the COVID-19 pandemic and economic recessions. Despite factors such as low
interest rates and government subsidies, and the risk of bankruptcy of many companies, zombie companies
continue to survive by borrowing or government incentives. In addition, Li et al. (2024) state that economic
incentive packages positively affect firms' zombification probabilities.

In this context, the presence of zombie companies is seen as an important factor that negatively affects
economic growth and resource use. Therefore, it is an important element that should be studied in depth the role
and effects of such companies in the economic system and taken into account in their economic policies.

2. ZOMBIE COMPANIES AND ECONOMIC EFFECTS OF ZOMBIE COMPANIES

Zombie firms are defined in economic literature as businesses that are on the brink of bankruptcy or potentially
at risk of insolvency but continue to sustain their operations by continually borrowing or seeking external
financing sources. These firms experience cash flow issues and are often forced to allocate a significant portion
of their revenues to debt interest payments.

Financially insolvent but still operational for various reasons, zombie firms are typically characterized by high
debt loads, low profitability, and weak financial health. The main characteristics of zombie firms are as follows;

o Debt-Weighted Financing: For example, some manufacturing companies in Japan have been operating
with low-cost borrowing for many years thanks to low interest rates. Although these companies have low
profit margins, they are constantly trying to survive by borrowing. Zombie companies have difficulty
repaying their debts and often carry a high amount of debt burden. A large part of the debts cover interest
payments, which reduces the operational efficiency of the company (Koo, 2011).

o Low Profitability: Some companies operating in the construction sector in Europe adopt strategies
primarily aimed at preserving their assets due to low project efficiency and competitive pressure. This
situation delays sectoral restructuring processes. Zombie companies are continually seeking refinancing
to sustain their operations. Refinancing typically offers temporary solutions to prevent insolvency but
does not improve their economic efficiency in the long run (Imai, 2016).

e Management Challenges: In South America, some mining companies struggle with management
challenges and political uncertainties, making it difficult to engage in long-term strategic planning. These
companies often focus on short-term financial improvement efforts. Zombie companies hinder the
efficient allocation of market resources and have adverse effects on economic growth. Their presence can
exacerbate market distortions during economic crises (Hoshi and Kashyap, 2010).
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The definitions and characteristics of zombie companies mentioned above can help in understanding their role
and impact within the economic system. The existence of these companies indicates inefficient use of market
resources and highlights the need for economic reforms (Bernanke, 2009).

The economic effects of zombie companies can be significant not only at the sectoral level but also on overall
economic growth. These companies can reduce labor productivity, hinder the efficient use of resources, and
create risks within the financial system. Therefore, developing effective policies and strategies to combat
zombie companies and ensure economic stability is of critical importance. The economic impact of zombie
companies can manifest in various dimensions.

2.1. Effects on Market Activity

Zombie companies can have significant effects on market efficiency. Market efficiency involves the optimal use
of resources and the maximization of societal benefits from economic activities. Zombie companies contribute
to the inefficient use of resources in the market. They can reduce competition and hinder the effective allocation
of resources in the market (Caballero et al., 2008). To understand how zombie companies disrupt this efficiency,
several factors are considered, which are explained as follows.

2.1.1. Resource Allocation and Efficiency

Zombie companies are typically characterized by low productivity and profitability. Instead of using their
resources effectively, these companies largely allocate them to interest payments and operational costs. This
situation prevents the efficient use of market resources. According to economic theory, transferring resources to
firms with high productivity increases market efficiency (Caballero et al., 2008). However, zombie companies
obstruct this process and continue to operate inefficiently in the market.

2.1.2. Competition and Innovation

The concept of innovation is grounded in diversification along the axes of differentiation and novelty. This is
due to the necessity of promoting the outputs obtained from innovation activities and creating application fields
for the work conducted in countries and organizations, as well as the need for these activities to be validated in
terms of the conveniences they provide. In this context, the growth, development, and progress of countries on
macro scales can contribute to advancements in human, artistic, technical, scientific, and technological fields
(Altintag, 2021; Stimerli Sarigiil and Coskun, 2022). Market competition encourages companies to become more
efficient and to develop innovative solutions. The presence of zombie companies in the market can make it more
difficult for more dynamic and innovative firms to increase their market share. Because zombie companies do
not generate profits and are burdened with high levels of debt, they lack the capacity to invest in innovative
projects. This situation restricts competition in the sector and reduces the rate of innovation (Imai, 2016).
Zombie companies generally have low operational efficiency and face high costs. It is necessary to review
operational processes and develop strategies to enhance efficiency (Pakes and Griliches, 2004). Additionally,
the lack of innovation limits zombie companies' ability to adapt to market demands. Therefore, R&D and
innovation investments are considered a strategic priority (Burgman, 1996).

2.1.3. Market Cleansing and Efficiency

Market cleansing is defined as the process of removing low-performing firms from the market, which increases
economic efficiency. Zombie companies delay bankruptcy or exiting the market, which obstructs the
“cleansing” process and reduces market efficiency in the long run. The presence of zombie companies results in
inefficient use of resources and low productivity, thereby weakening the overall health of the market (Hoshi and
Kashyap, 2010).

2.1.4. Capital Flows and Investments

Zombie companies often seek external financing due to their inability to use limited financial resources
effectively. This situation disrupts capital flows and negatively impacts investment decisions. New and more
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efficient companies may struggle to secure necessary financing because existing capital is tied up with the debt
burden of zombie companies. Consequently, investors channel their capital into low-performing zombie firms,
which hinders economic growth (Koo, 2011). Zombie companies generally have weak competitive positions. To
maintain or increase their market share, they need to make strategic investments. Additionally, customer
satisfaction and loyalty can strengthen their market positions (Horasan, 2023). However, strengthening customer
relationships should be prioritized strategically.

2.1.5. Weak Competitive Position and Its Causes

Competitive position is an indicator of how advantageous a company or business is compared to other players in
the market. Weakness in competitive position indicates that the business is less competitive compared to other
market rivals, thereby increasing the risk of losing market share. Various reasons contribute to this weakness,
which are discussed as follows;

¢ Financial Constraints: Zombie companies often face high debt burdens and low liquidity issues. These
financial constraints make it difficult to undertake the investments and innovations needed to maintain
competitive advantages and increase market share (Caballero and Hammour, 1994).

e Low Investment Capacity: Due to financial difficulties, zombie companies may avoid strategic
investments such as R&D, technology investments, or market expansion. This situation further weakens
their competitive structures (Burgman, 1996). Imai (2016) found that investments by zombie firms in
Japan from 1999 to 2008 were not necessarily profitable or productive. Additionally, Kaplan and Aksoy
(2024) determined that the increase in the share of zombie companies in Turkey’s manufacturing sector
from 2007 to 2022 significantly reduced the sector’s average productivity.

e Weak Management and Strategy: Under financial strain and debt pressures, zombie companies often
exhibit weaknesses in their strategic decision-making processes. This limits their ability to adapt to
market conditions and causes them to lose competitive advantages (Gertler and Karadi, 2011).

2.1.6. Strategies for Strengthening Market Positioning

Strengthening market positioning involves various strategies that a company can implement to enhance its
competitive advantages and expand its market share. An effective positioning strategy enables a company to
achieve a stronger and more effective position in the market. Here are some fundamental approaches to these
strategies;

e Customer Relations and Satisfaction: Zombie companies should take strategic steps to strengthen
customer relationships and increase customer satisfaction. Strong customer relationships can help
maintain market share and build a loyal customer base (Horasan, 2023; Kaplan and Aksoy, 2024).
Improving customer satisfaction ensures long-term customer loyalty and strengthens the company's
position in the market.

e Innovation and Product Development: Increasing innovation capacity and strengthening market
positions are critical for companies (Pakes and Griliches, 2004). Therefore, zombie companies should
make strategic investments to develop existing products or offer new ones.

o Efficiency and Operational Excellence: Reducing costs and increasing operational efficiency can
enhance the competitive position of zombie companies. Improvements in efficiency help companies
control their costs and gain advantages in market competition (Kogan and Papanikolaou, 2013).

2.1.7. Workforce Productivity

Zombie companies also negatively impact labor productivity. These low-productivity firms are unable to utilize
their workforce effectively, which in turn reduces the overall productivity of the labor force. If labor is not
redirected to more efficient and profitable companies, distortions in the labor market can occur, potentially
hindering economic growth (Bernanke, 2009).

The effects of zombie companies on market efficiency are extensive and result in various negative outcomes.
Factors such as inefficient resource utilization, reduced competition and innovation, impediments to market
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cleansing, distortions in capital flow, and declines in labor productivity clearly illustrate how zombie companies
affect the economic system. Understanding these impacts can aid in the development of appropriate policies to
mitigate the long-term effects of zombie companies on the economic system.

2.2. Effects on Economic Growth and Financial Stability

The presence of zombie companies negatively impacts economic growth. These companies hinder profitable
investments and innovations, which can reduce economic dynamism (Hoshi and Kashyap, 2010). The effects of
zombie companies on the economy are diverse and generally negative.

e Financial System Risk: For example, some banks in Europe are under pressure regarding capital
adequacy due to their credit relationships with zombie companies. This situation can negatively affect
financial stability (Hoshi and Kashyap, 2010; Imai, 2016).

o Resource Efficiency: In Southeast Asia, some textile factories, despite low profit margins, are unable to
allocate sufficient resources to innovative projects due to ongoing production processes. This situation
can limit regional economic growth (Caballero et al., 2008; Pakes and Griliches, 2004).

¢ Employment and Productivity: In North Africa, some agricultural cooperatives are unable to fully utilize
their capacity to create employment due to management difficulties and market access limitations. This
situation can adversely affect regional economic development (Hoshi and Kashyap, 2010; Gertler and
Karadi, 2011).

Zombie companies direct their resources largely towards interest payments and operational costs rather than
using them effectively. This misallocation of resources hinders the efficient use of market resources.

Zombie companies can create instability in the financial system. The high levels of indebtedness of these
companies cause financial crises to deepen and have negative effects on the banking sector (Bernanke, 2009).
When these companies become more likely to go bankrupt, banks experience credit losses, which affects the
financial system on a larger scale. Risk on loans restricts banks' ability to issue new loans and slows economic
growth.

3. STRATEGIES FOR DEALING WITH ZOMBIE FIRMS

Effectively combating zombie firms is crucial for maintaining the health of the economic system and enhancing
the efficiency of competitive markets. Addressing zombie firms involves various strategic approaches, including
financial restructuring, strategic reorganization, and regulatory reforms.

o Financial Restructuring: It is vital for zombie firms to reorganize their debt structures to overcome their
financial difficulties. This process includes methods such as debt restructuring and debt rescheduling
agreements. For example, Altman and Hotchkiss (2006) note that financial restructuring can alleviate
liquidity problems and reduce the risk of bankruptcy for companies. Furthermore, Shleifer and Vishny
(1992) and Sayilgan and Coskun (2009) highlight that effective debt restructuring can mitigate financial
crises and allow firms to continue their economic functions.

e Strategic Restructuring: Re-strategic restructuring is necessary to improve operational efficiency and
regain competitive advantages. This process includes cost optimization, improvement of business
processes, and the development of market-oriented strategies (Porter, 2008). In addition, Kaplan and
Norton (1992), Lin et al. (2008) and Benos et al. (2016) state that restructuring is important in terms of
performance management and achievement of targets.

¢ Regulatory Reforms: Regulatory reforms are being carried out to reduce the negative effects of zombie
companies on the economic system. These reforms include the revision of insolvency laws and the
strengthening of financial audits (La Porta et al., 1996). Claessens and Klapper (2005) and Cirmizi et al.
(2012) analyzed the effects of regulatory reforms on debt collection and bankruptcy processes, and it is
seen that effective regulatory reforms have positive effects on corporate restructuring. Macroeconomic
factors and legal regulations affect the operational capabilities of zombie companies. Economic
recessions or crises can deepen the financial problems of these companies (Hoshi and Kashyap, 2010).
Strategically, it is important to adapt to economic conditions and create crisis management plans. In
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addition, regulatory compliance strategies should be developed (Laeven and Levine, 2009). Mondher and
Lamia (2016) also obtain that regulation have a vital role in decreasing risk.

e Market Cleanliness and Innovation Incentive: In order to support the healthy functioning of the market,
the exit processes of zombie companies are encouraged. This ensures that inefficient and unprofitable
businesses are driven out of the market and more innovative companies come to the fore (Caballero and
Hammour, 1994). In addition, Aghion and Howitt (1992) reveal that innovation and R&D incentives have
positive effects on economic growth and productivity. The findings are supported by Lee and Kang
(2007) and Blanco et al. (2016).

¢ Management and Leadership Changes: Zombie companies often struggle with poor management quality
and ineffective strategic decision-making. To address these issues, restructuring the management team
and bringing in skilled leaders is essential for fostering strategic success. Gertler and Karadi (2011) argue
that enhancing management capabilities and leadership effectiveness can significantly improve the
strategic outcomes of these firms. Furthermore, cultivating a robust corporate culture and implementing a
comprehensive leadership strategy can boost employee motivation and engagement (Kogan and
Papanikolaou, 2013). Strengthening management structures is also crucial for improving crisis
management; high-performing management teams are more adept at executing strategic decisions and
navigating challenges (Mintzberg, 1979). Additionally, Hambrick and Mason (1984), Palmer et al. (2019)
and Yi et al. and He (2022) highlight that the attributes and leadership styles of top executives play a
crucial role in influencing company performance.

e Collaborations and Strategic Partnerships: Zombie firms need to reassess their portfolios and make
strategic investments to enhance profitability. This includes reevaluating complex portfolios and
underperforming units (Hoshi and Kashyap, 2010). To overcome financial and operational challenges,
zombie firms can benefit from establishing collaborations and strategic partnerships with other
companies. Such partnerships offer opportunities for resource sharing and creating synergies (Gulati,
1998). Strategically, exploring mergers or acquisitions with financially stronger companies can be
advantageous. These strategies help improve the financial health of zombie firms and enhance their
competitive position (Kashyap et al., 1993). Similarly, Yin and Cao (2024) find that implementing mixed
ownership reform and reducing unproductive investments also has a positive impact on zombie firms.

e Customer and Market-Oriented Approaches: Increasing customer satisfaction and conducting market
analysis help zombie companies strengthen their market position. Companies are reviewing their
customer relationships and market strategies in order to better respond to customer demands (Kotler and
Keller, 2016).

These strategic approaches represent a comprehensive and multidimensional struggle process aimed at reducing
the negative effects of zombie companies on the economic system. Collaborative action by actors from both the
private and public sectors is critical to overcoming this challenge. These strategic approaches represent a
comprehensive and multidimensional struggle process aimed at reducing the negative effects of zombie
companies on the economic system. Collaborative action by actors from both the private and public sectors is
critical to overcoming this challenge.

4. ZOMBIE COMPANY EXAMPLE

XYZ Inc. operates in the production sector, focusing on manufacturing goods in its respective industry. As of
the year 2023, XYZ Inc. is characterized as a “zombie company”, a term used to describe firms that are heavily
reliant on debt and are unable to cover their interest payments through their operating income. These companies
often survive due to continual debt refinancing or other forms of financial support, but they lack the financial
health or profitability to invest in growth or even cover basic operational costs from their own earnings. The
financial data of XYZ Inc. Company for year 2023 are given in Table 1.
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Table 1. Financial Data

Financial Item 2023 (Million TL)
Income 200
Costs 180
Gross Profit 20
Operating Expenses 30
Operating Profit -10
Interest Expenses 15
Net Profit/Loss -25
Total Assets 150
Total Liabilities 120
Stockholders’ Equity 30

The financial ratios and analysis of XYZ Inc. company for year 2023 are calculated and evaluated as follows.
e Gross Margin;
Gross Profit Margin = (Gross Profit / Revenues) x 100
= (20/200) x 100
=10%

The gross profit margin is calculated as 10%, which indicates that the costs of the products are high and the
profit margin is quite low. The low margin indicates that the costs associated with producing or acquiring the
products are high relative to the revenue. This could be due to high production costs, expensive raw materials,
or inefficiencies in the production process.

While a positive gross margin shows that the company is profitable at the gross level, the low margin highlights
that the company’s ability to cover its operating expenses and generate net profit may be limited. The company
might need to address its cost structure to improve profitability.

e Operating Profit Margin;

Operating Profit Margin = (Operating Profit / Revenues) x 100
(—10/ 200) x 100
= —5%

The operating profit margin -5% indicates that the company is making a loss from its operations. The operating
profit margin of -5% shows that the company is incurring a loss from its primary business activities. This means
that the revenues generated from core operations are not sufficient to cover operating expenses such as wages,
rent, and raw materials, leading to a negative margin.

This negative margin suggests problems with operational efficiency. The company may be experiencing higher
costs than anticipated or may have lower revenue than required to break even. It reflects issues directly related
to the company's ability to manage its core business activities profitably. An operating profit margin of -5% can
indicate that the company is struggling to maintain profitability in its main business operations. Persistent
operating losses can affect the company’s financial stability and overall health, potentially leading to larger
financial problems if not addressed.

¢ Net Profit Margin;
Net Profit Margin = (Net Profit / Revenues) x 100
= (—25/200) x 100
=-12.5%

Net profit margin -12.5%, indicating that the company has a net loss. This means that after accounting for all
costs, expenses, and taxes, the company’s total revenue is not sufficient to cover its losses. Profitability Issues:
This negative margin indicates significant problems with profitability. The company may be struggling with
operational efficiency, high costs, or inadequate revenue generation. There is a need for the company to improve
its cost management, increase revenues, or address both areas.
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For investors, this margin suggests that the company is financially unhealthy and carries high potential risks.
Continuous losses can diminish the value of investments and may deter potential investors due to the increased
risk of capital loss.

o Debt-to-Equity Ratio;
Debt-to-Equity Ratio = Total Liabilities / Equity
=120/30
=4

A Debt-to-Equity Ratio of 4 indicates that the company has debt that is four times its equity, which suggests a
high level of financial risk. This ratio shows that the company's total liabilities are four times greater than its
equity, indicating a high degree of financial leverage and increased financial risk.

Investors may view a high Debt-to-Equity Ratio as a sign of potential instability or risk. While debt can be
beneficial for growth, excessive debt levels may deter some investors who prefer lower-risk investments. In
summary, a Debt-to-Equity Ratio of 4 indicates substantial reliance on debt, highlighting both potential for
higher returns and significant financial risk.

e Current Ratio;

To calculate the current ratio, you need the values for current assets and current liabilities. For example, if
current assets are 50 million TL and current liabilities are 40 million TL:

Current Ratio = Current Assets / Current Liabilities
=50/40=1.25

A current ratio of 1.25 indicates that the company’s capacity to cover its short-term liabilities is marginally
sufficient. This conveys that while the company has enough current assets to cover its current liabilities, the
buffer is relatively narrow. This suggests that the company is managing close to its limits, with little room for
error or unexpected expense.

5. FINDINGS OF RESEARCH

This study analyzes the financial and operational condition of XYZ Inc. to assess whether the company fits the
profile of a "zombie company". Zombie companies are characterized by high debt burdens, low profitability, and
weak operational efficiency, which make it difficult for them to maintain financial sustainability. The long-term
success of such companies depends on strategic actions such as debt restructuring, cost control, improved
operational efficiency, and strategic repositioning. XYZ Inc.'s current situation serves as an example of the
challenges faced by companies of this nature and potential steps that can be taken to overcome these challenges.
This study examines the company's financial health, operational efficiency, and competitiveness, offering
strategic recommendations for improvement.

e Financial Health: XYZ Inc.’s high debt load and negative net income indicate that it fits the profile of a
zombie company. The high debt-to-equity ratio highlights significant financial risks and a threat to
financial sustainability.

o Operational Efficiency: The company’s gross profit margin is 10%, while the operating profit margin is -
5%, indicating high product costs and losses from operations.

o Competitiveness: The company’s low net profit margin and high debt load weaken its market position.
This situation complicates efforts to maintain market share and implement competitive strategies.

e Strategic Recommendations:

e Debt Restructuring: The company should evaluate restructuring or debt restructuring strategies to
reduce its debt burden.

o Cost Control and Efficiency: Strategies to reduce costs and improve efficiency should be implemented.
Investment in R&D and innovation should aim to lower costs.

o Portfolio Assessment: Underperforming products or business units should be reviewed, and investment
should be directed toward high-potential areas.
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e Customer Relations and Market Strategies: Enhancing customer satisfaction and revising marketing
strategies could improve the company’s market position.

This example illustrates key numerical analyses used to better understand the financial and operational
conditions of zombie companies and to make strategic decisions. XYZ Inc.’s financial and operational situation
reflects the general characteristics of zombie firms. The high debt burden, low profit margins, and weak
operational efficiency threaten the company’s sustainability. However, strategic actions such as debt
restructuring, cost control, portfolio assessment, and customer relationship strategies can improve the company's
financial and operational conditions. These measures can help the company better navigate economic crises and
establish a foundation for long-term success.

6. CONCLUSION

Zombie firms can have significant impacts on the economic system during periods of economic stagnation and
financial crises. Therefore, it is crucial to develop effective strategies for managing these companies and
enabling them to contribute to economic growth. To mitigate the negative effects of zombie firms and maintain
economic stability, strategic and long-term planning by both policymakers and businesses is essential. Various
policy recommendations are proposed to reduce the economic impact of zombie firms:

Today, policymakers and economic experts are working on evaluating the sustainability of zombie firms and
developing strategies to support economic recovery. These efforts aim to reduce the negative impacts of zombie
firms on the economic system and create a more robust environment for economic growth. Consequently,
discussions about the presence and economic effects of zombie firms continue, and current data and analyses on
this topic remain crucial. Strategic analysis of zombie firms is crucial for understanding their financial and
operational challenges and developing potential solutions. Evaluations focusing on financial health, operational
efficiency, market positioning, and management strategies can enhance the sustainability of zombie firms and
help them recover more effectively from economic crises.

Zombie firms can have significant impacts on the economic system, particularly during periods of economic
stagnation and financial crises. To effectively manage these companies and mitigate their negative effects, a
multi-faceted approach is required. Enhanced financial restructuring is essential, including strategies such as
debt-for-equity swaps to alleviate the debt burden and align interests between creditors and shareholders.
Additionally, improving credit conditions for viable firms can facilitate necessary restructuring. Operational
improvements are also crucial. Zombie firms often suffer from inefficiencies that hinder their performance.
Streamlining operations and adopting technological innovations can significantly enhance productivity and
profitability. Moreover, strategic reorientation can help these firms pivot their business models and explore new
markets, thereby reducing their reliance on declining sectors.

Strengthening governance and management is another key area. Investing in leadership training and
implementing governance reforms can improve decision-making and strategic planning. Furthermore, regulatory
and policy measures such as reforms to bankruptcy and insolvency laws, along with government support
programs, can provide the necessary framework for restructuring and recovery. Creating a supportive ecosystem
involves fostering industry collaboration and developing public-private partnerships to share resources and solve
problems collectively. Regular monitoring and evaluation of zombie firms' financial health and operational
performance are vital to making timely interventions and adjustments to strategies. Data-driven insights can
guide effective decision-making and strategy development.

Finally, promoting economic diversification is important to balance the impact of zombie firms. Encouraging
new ventures and reducing reliance on specific sectors can drive economic dynamism and resilience. Overall, a
combination of strategic planning, supportive measures, and continuous evaluation is essential for addressing
the challenges posed by zombie firms and supporting sustainable economic growt.
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