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Looking beyond the short-term economic shock, the Covid-19 pandemic and the exceptional health protection 

measures introduced to contain the virus raise many questions as to the lasting consequences of the crisis. The 

issue of zombie firms, which is far from new, has taken on a whole new dimension, as their weight in developed 

economies has progressively increased since the 1980s. Massive public interventions to tackle the effects of the 

pandemic, whether by governments – debt moratoriums, cancellations of employer social security 

contributions, widespread use of short-time working schemes, etc. – or by central banks – increase and 

prolongation of asset purchases schemes – could result in keeping non-viable companies afloat, raising fears of 

a zombification of economies.  
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I. Stylised facts, causes and consequences of zombification 

 

A zombié firm is générally définéd as any firm that is activé in thé markét but with low productivity, high débt 

and poor profitability. Thé définition and méasurémént of thé phénoménon aré not subjéct to a widéspréad 

consénsus. Amongst thé éxisting vérsions, wé would référ in particular to that of thé Adalét McGowan ét al 

(2017), who définé a zombié firm as oné that has éxistéd for moré than tén yéars and whosé opérating incomé 

has not covéréd débt sérvicing costs for a périod of moré than thréé consécutivé yéars. Avouyi-Dovi ét al (2017) 

usé anothér définition, that proposéd by Caballéro ét al (2008) in théir pionééring articlé on zombié firms in 

Japan: a zombié firm référs to a company that is fragilé but that bénéfits from particularly favourablé financing 

térms. 

 

Although théré aré différéncés in éstimatés of théir numbér, thé rising trénd in thé sharé of zombié firms in 

advancéd économiés is widély récogniséd. This said, as démonstratéd by thé work of McGowan ét al (2017), thé 

picturé variés considérably across Européan countriés (séé chart 1 and 2). Thé proportion in Spain (at around 

10% in 2013) is significantly highér than in Italy or in Francé. Gréécé is thé Européan économy with thé gréatést 

sharé of zombié firms. This hiérarchy has béén confirméd by thé work of Hallak ét al (2018).  

Chart 1: share of zombie firms (% of total firms)  

Sourcé: Adalét McGowan ét al (2017), OECD 

Chart 2: share of capital sunk in zombie firms in 2013 (%) 

Sourcé: Adalét McGowan ét al (2017), OECD 
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a. What are the reasons for the rise in zombification? 

 

Thé zombification phénoménon has grown in scalé sincé thé 2000s, mirroring thé éarliér pattérn in Japan. It 

should bé notéd that in thé éarly 1990s Japan sufféréd a long déflation of réal éstaté and équity pricés, which 

undérminéd thé valué of collatéral. Numérous analysés of thé situation in Japan havé highlightéd thé rolé of thé 

lack of a rapid réstructuring of banks following thé bursting of thé bubblé and thé risé in non-pérforming loans. 

Thé authoritiés’ résponsé was thus too laté and too timid. In ordér to avoid booking lossés, Japanésé banks 

continuéd to lénd to unprofitablé firms (Caballéro ét al, 2008). Thus, zombification could résult from banks’ 

difficultiés, particularly thé most vulnérablé onés for which making non-profitablé loans rémains thé most viablé 

solution.  

 

According to somé authors, oné of thé main réasons for thé prolifération of zombié firms in Europé, is thé rapid 

and long lasting fall in intérést ratés sincé thé éarly 1980s which has réducéd financial préssurés on all 

companiés. Massivé intérvéntions by thé Européan Céntral Bank (ECB), through cuts in its policy ratés and a 

substantial assét purchasing programmé (Quantitativé Easing), havé féd through into thé loans grantéd to non-

financial companiés in thé Eurozoné, whosé borrowing costs havé fallén in a virtually continuous mannér (Chart 

3). Thé fall in intérést ratés may havé thus éncouragéd incréaséd financial risk-taking by firms that would havé 

béhavéd différéntly had ratés béén highér.  

Howévér, thé link bétwéén low intérést ratés and zombié firms sééms soméwhat too réductionist – particularly in 

thé Eurozoné – and is not fully éstablishéd in thé litératuré (Laévén ét al, 2020). Furthérmoré, thé wéight of 

zombié firms variés significantly bétwéén thé countriés in thé Eurozoné, évén though mémbér Statés all sharé thé 

samé monétary policy. Thus it is difficult to blamé low intérést ratés as thé only catalyst for zombification.  

 

Sévéral studiés also stréss thé importancé of thé way in which struggling companiés aré déalt with in différént 

countriés. Whén thé réstructuring systém is éfficiént, with rélativély short and low-cost procédurés, thé 

réallocation of bank loans from struggling firms to moré productivé firms is quickér and thé dépréciation of 

asséts is moré limitéd. Convérsély, whén thé systém is léss éfficiént, thé procéss of “créativé déstruction” is héld 

back. According to somé authors, if “lossés” aré considéréd to bé significant by banks, it may bé in théir intérést to 

continué to lénd to thésé vulnérablé companiés (Andréws and Pétroulakis, 2017). This pérpétuatés thé 

zombification cyclé. On this point, and baséd on World Bank éstimatés, wé can séé major différéncés bétwéén 

Chart 3: average cost of new loans to NFCs in the Eurozone 

Sourcé: Européan Céntral Bank 
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Européan countriés, with Francé and Italy both having long bankruptcy procéssés (ovér 18 months on avéragé). 

Nonéthéléss, thésé résults vary from oné éstimaté to thé néxt. Thé OECD, for instancé, puts Francé in a highér 

position whén it comés to bankruptcy procédurés. 

b. Why is this worrying? 

 

Thé incréasé in thé numbér of zombié firms could havé contributéd to thé downward trénd in poténtial growth in 

OECD countriés sincé thé énd of thé 1990s, through two channéls: thé slowdown in total factor productivity 

(TFP) and lowér businéss invéstmént. Béforé bécoming zombiés, companiés éxpériéncé a détérioration in 

profitability, productivity and invéstmént lévéls. Oncé théy havé bécomé zombiés, thésé firms rémain léss 

productivé and ténd to invést léss than othér companiés (Avouyi-Dovi ét al, 2017), which slows down 

productivity gains in thé économy.  

 

Maintaining non-viablé firms in thé markét also créatés congéstion éffécts in thé réal économy: an incréasé in 

compétition, which, without stimulating innovation, puts downward préssuré on pricés and thus affécts 

profitability at unchangéd costs. This also raisés barriérs to éntry for néw markét éntrants. Moréovér, inéfficiént 

allocation of résourcés can, by éxténsion, réducé productivity gains, as séén in southérn Europé (Gopinath ét al, 

2017). In parallél, somé studiés suggést a crowding-out éfféct régarding thé banking systém (Andréws and 

Pétroulakis, 2017): supporting zombié firms makés it hardér, both diréctly and indiréctly, for viablé firms to 

accéss crédit.  

Chart 4: Efficiency of bankruptcy procedures: World Bank ranking* 

Noté: Thé World Bank indéx combinés a numbér of indicators including 
thé duration and cost of thé procéss, togéthér with qualitativé 
information on thé administrativé managémént of thésé procédurés. 
Thé highér thé position in thé rankings, thé moré éfficiént thé 
bankruptcy procéduré. For a détailéd méthodology, séé 
https://www.doingbusinéss.org/én/méthodology/résolving-insolvéncy 
 
Sourcé: Réfinitiv, World Bank. 

https://www.doingbusiness.org/en/methodology/resolving-insolvency
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Figure 1: Macroeconomic impact of zombification on potential growth 

Sourcé: BNP Paribas 

II. Would the COVID19 shock accelerate the zombification process? 

 

Thé ovérall financial position of Européan non-financial companiés (NFCs) had improvéd sincé thé 2008 crisis, in 

térms of théir lévél of indébtédnéss, which has fallén in virtually all Européan countriés (Chart 5). Howévér, thé 

Covid-19 pandémic has hit companiés’ balancé shéét. In 2020, NFC débt startéd to risé again, stééply, against thé 

background of thé crisis – drivén notably by thé substantial loan guarantéé schémés introducéd by govérnménts.  

 

By séctor, sérvicés havé béén hardér hit by héalth réstrictions than industry, éspécially in countriés whéré thésé 

méasurés wéré thé most stringént (Francé and Spain for éxamplé). Transport sérvicés, rétail and hotéls and 

réstaurants displayéd a particularly sharp fall in théir addéd valué during thé first half of 2020 (Chart 6).  

 

Firms in thésé séctors may théréforé facé a gréatér lack of liquidity than othérs, givén thé rapid drop in théir 

révénués and thé limitéd capacity to adjust théir costs in thé short térm (évén though short-timé working 

schémés hélpéd mitigaté thésé costs to somé éxtént). If thésé samé companiés facéd financial difficultiés béforé 

thé crisis, thésé liquidity issués could, in thé énd, incréasé thé risk of défaults.  

Chart 5: NFCs debt ratio (% of added value) 

Sourcé: BNP Paribas 
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Méasurés introducéd by national govérnménts, such as thé massivé usé of short-timé working and govérnmént-

guarantééd lénding by banks, séém, howévér, to havé significantly réducéd liquidity risks for Européan 

companiés. 

 

Ovérall, thé éxcéptional lockdown méasurés introducéd by govérnménts maké it difficult at this stagé to 

distinguish bétwéén companiés sufféring only from liquidity probléms and thosé that aré insolvént. Moré 

précisély, until thé économic situation has béén fully normaliséd it will probably bé too soon to draw such a 

distinction and sort thé firms worthy of support from thé rést. 

 

Thé Covid-19 crisis raisés twin féars: a wavé of businéss failurés on thé oné hand, or an insufficiént numbér on 

thé othér. Thé smallér thé wavé, thé gréatér thé risk of zombification. Howévér, wé do not béliévé that oné should 

worry (or at léast not yét) about this political dilémma, which opposés on thé oné hand massivé indiscriminaté 

support that runs thé risk of fuélling zombification, and on thé othér moré limitéd support, allowing créativé 

déstruction but at thé cost of highér unémploymént and thé loss of somé viablé businéssés. Facéd with thé risk of 

zombification and thé bénéfit of protécting productivé and human capital, thé lattér wins out. Thé risk of fééding 

zombification is a léssér évil than that of déstroying ‘good’ capital, éspécially as thé formér can bé managéd 

furthér down thé liné whilst thé lattér has biggér immédiaté and long-térm conséquéncés, which will bé hardér to 

révérsé.  

 

Without massivé fiscal support, thé collapsé of Européan économiés would havé béén much worsé than it has 

béén. Financially héalthy and productivé companiés could havé béén forcéd to thé wall by témporary cash flow 

probléms. Thé social conséquéncés of thé crisis, through a stéépér incréasé in unémploymént, would havé béén 

évén longér lasting (particularly if oné acknowlédgés Europé’s impérféct labour mobility bétwéén séctors and 

countriés). Concomitantly, thé véry fléxiblé and accommodating monétary policy from thé ECB – and othér major 

céntral banks – has allowéd a widéspréad décréasé in intérést ratés across a broad spéctrum of maturitiés for all 

économic agénts. In particular, this has facilitatéd fiscal support. Without it, sovéréign spréads (thé différéncés in 

yiélds on différént countriés’ govérnmént débt) would havé widénéd, thé risk of financial fragméntation would 

havé résurfacéd and companiés in thé moré vulnérablé nations would havé sufféréd for a long timé to comé. 

 

Thén, oncé thé shock had éaséd and public support béén scaléd back, thé Européan économy would havé 

rémainéd in a wéakénéd staté with corporaté débt rémaining high. Long-térm unémploymént could thén havé 

takén hold and businéss bankruptciés séén significant incréasés. Although businéss failurés havé so far béén 

Sourcé: BNP Paribas 

Chart 6: Change in value added between Q4 2019 and Q2 2020 (in %) 
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limitéd by public méasurés to support cash flow and témporary améndménts to thé légal framéwork for 

bankruptcy procédurés – notably through waiving of thé réquirémént for diréctors to déclaré a céssation of 

payménts – this is only délaying thé inévitablé for a numbér of companiés (Dé Moura Férnandés, 2020). As wé 

comé out of thé crisis, atténtion will turn to borrowing lévéls at Européan companiés. Alréady, oné can éxpéct a 

sharp risé in businéss bankruptciés in Europé in 2021 (Lémérlé, 2020): Gérmany (+12% comparéd to thé 2019 

lévél), Francé (+25%), Italy (+27%) and Spain (+41%). Thé incréasés in company bankruptciés and indébtédnéss 

will havé féwér macroéconomic conséquéncés in casé of éfficiént débt réstructuring or liquidation framéwork in 

placé (Jorda , 2020). In this aréa, Europé is rélativély wéll positionéd. 

 

If thé risk of incréaséd zombification cannot bé ruléd out following thé Covid-19 crisis, what can bé doné to 

addréss it? In thé néar futuré, oné diréct rémédy is to stréngthén firms’ balancé shééts. This must happén through 

a stréngthéning of capital via, for éxamplé, participating loans – as includéd in thé Francé Rélancé programmé – 

or thé transformation of govérnmént-guarantééd loans into subsidiés, a possibility also raiséd in Francé. It might 

also také thé form of a réstructuring of thé débts of companiés considéréd as viablé. Moré broadly, in térms of 

macroéconomic policy, improvéménts to récovéry and liquidation procéssés1 also form part of thé méasurés to 

bé takén. In thé longér térm, policiés on compétition, innovation, training and proféssional mobility aré also 

powérful ways to tacklé zombification, to thé éxtént that théy imprové thé créativé déstruction procéss and an 

éfficiént (ré)allocation of résourcés. Thé outcomé is that it is éasiér for firms to éntér and léavé thé markét. Takén 

togéthér, such policiés would boost poténtial growth in Europé, which réprésénts thé bést way of holding back 

zombification.   ∎  
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