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Round 1 of reviews 

Reviewer 1 
Reviewer #1: This paper studies the impact of fiscal subsidy on the death and the resurrection of 

zombie firms in China. The authors find that fiscal subsidies significantly lengthen the survival 

duration of zombie firms. Consequently, the probability of death and resurrection decreases. Overall, 

the paper is well-organized (but not well-written). There are some minor comments here. 

1. The "neither…nor" in the title is not appropriate. It would be better to use "seldom" 

Thank you. We have modified the title according your recommendation. 

 

2. Some typos. For example, there is no reference No. 2. 

Thank you. We have modified the reference No.2. 

 

3. Considering the data can be expanded to 2013, the authors may update their results. 

Thank you. We did not expand the data to 2013, mainly based on two considerations. Firstly, the 

quality of Chinese industrial firms database after 2007 is poor and there are a lot of deficiencies. 

Secondly, the standard for firms in the database has changed after 2007, from a main business 

income of more than 5 million RMB to a main business income of more than 20 million RMB, which 

making a large number of existing enterprises not in the database because of the standard 

improvement of database rather than “death”. 

 

4. The authors can also consider death and resurrection at the same time. That is, a zombie firm has 

three states in the next year: death; zombie; resurrection. Then using ordered probit model to do 

empirical analysis. 

Thank you. We have considered this before. But, it is difficult to say which state is better for the 

death of zombie enterprises than the resurrection of zombie enterprises, so we can't do empirical 

study by using ordered probit model. 

 

Reviewer 2 
Reviewer #2: Summary: 

The paper investigates the impact of fiscal subsidies on the probability of survival and exit of zombie 

firms. Based on a panel that covers Chinese industrial firms over the period 1998-2007, the authors 

concluded that subsidies extend the duration of zombie firms, reducing both the probability of 

zombie firms exiting and the probability of zombie firms "resurrecting" (i.e. to become viable firms). 

 

Overall assessment: 

The research question is unambiguous and, to my view, relevant to the literature in this field of 

knowledge. The motivation of the paper is clear, and the purpose is explained and well-grounded in 

the literature. The approach is an empirical one, without any methodological novelty, but carefully 

applied - the authors present several robustness analyses. In my opinion, this is enough to justify the 



publication of the paper after being revised. My main concerns are about the originality of the paper, 

literature review and zombie identification. 

 

Comments: 

1) Abstract: The authors do not say what the purpose of the study is. 

Thank you. We have added the purpose into Introduction. 

 

2) "Only a few studies have been done on the exit mechanism of zombie firms." (p. 2) 

"Only a few considerations have been taken from the perspective of government fiscal subsidies." 

(p.2) In both cases, please identify these studies. 

Thank you. We have added related studies. 

 

3) The sentence "little is known about the longevity, suppression, or promotion of the exit of zombie 

firms" (p.2), where the authors mention the originality of their study, is thus not accurate. Carreira et 

al. (2021) also analysed duration of zombie firms, as well as the determinants of the recovery and 

exit of zombie firms. 

Thank you. We have deleted this contribution. 

 

4) The sentence "the existing literature on the formation and exit mechanism of zombie firms is 

mostly based on bank credit" (p.2) is also not precise. The studies by McGowan et al. (2018) and 

Carreira et al. (2021) are not based on bank credit. 

Yes, but they are also not based on government subsidies. 

 

5) "The existing literature on the analysis of the exit of zombie firms focuses on the exit of zombie 

firms by "death" (i.e., exiting the market). (p.3) Once again, Nakamura, J. (2017) and Carreira et al. 

(2021) also examined both the recovery and exit of zombie firms. 

Thank you. We have modified this sentence. 

 

6) "Fewer studies discuss the exit mechanism of zombie firms." (p5) Which studies? A review of the 

literature on this subject is lacking. 

In p5, we said that: “Considering that zombie firms cause serious harm to the economy, how did they 

form? …..” This section discussed the exit mechanism of zombie firms. 

 

 

7) The methodology used by the authors to identify zombie firms has three limitations (p. 6-9). 

Firstly, it may be difficult to identify zombie firms through interest expense when fiscal subsidies are 

the main reason for its existence. Secondly, 2 or 3-year zombie status is important to ensure that a 

zombie firm is not just a profitable firm with transitory (short run) financial problems. Finally, the 

authors' identification does not allow the distinction between real zombie firms and young 

innovative start-ups. Carreira et al. (2021) provide a broad discussion on the zombie identification. 

Thank you. There is not consensus on the identification of zombie firms, so we selected the classic 

and commonly used method. 

 

 

8) The average duration of zombie firms is lower than two years (p. 14), which is much lower than 

that observed by OECD studies, for example. This is probably due to the fact that the authors 

included as zombie viable firms with only transient problems. 

 



9) "The impact of firm's wage on the exit of zombie firms is significantly negative. The possible 

explanation is that firms with higher wages are more likely to hire highly skilled labor and adopt 

knowledge-intensive production technology, and their production efficiency is higher. Hence, they 

can survive in the market for a long time even in zombie status. (p. 15)" This explanation is unlikely in 

a context of unviable firms. According to McGowan et al. (2018), zombie firms tend to pay higher 

wages (one of the negative effects of zombies). 

 

10) "In the benchmark regression of this section, we treat multiple duration periods of the same firm 

as independent duration periods" (p. 21). Shouldn't they have been classified as false "resurrections" 

as in Nakamura (2017)? 

 

11) "Approximately 34.69% of the firms had only a single one-year zombie status, indicating that they 

have good fundamentals." (p. 21) "59.6% of firms (…) become normal firms in merely one year." (p. 

22) By definition, a zombie has structural viability problems that can't be resolved in one year. This 

result reflects the zombie identification methodology adopted by the authors. 

 

12) Tables should include self-explanatory notes. 

 

13) Robustness check tables should be sent to an appendix, leaving only a reference in the main text. 

Thank you. We will modify it according to the request of editorial board. 
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Round 2 of reviews 

Reviewer 1 
Reviewer #1: Last time I suggested that the authors consider death and resurrection at the same time 

(comment #4). The authors argued that "it is difficult to say which state is better for the death of 

zombie enterprises than the resurrection of zombie enterprises". I am sure they are right. These 

three states are different, so it is also interesting to test which factors determine the state in the next 

period using multiple logit/probit model (without order between states). 

 

Response: Many thanks to the reviewer for your suggestions. As the reviewer suggests, for a zombie 

firm, there are three states in the subsequent development, i.e., exit from the market, maintain the 

zombie state, and revert to a normal firm. It is indeed very interesting to study which of these three 

states a zombie firm will exist in the future, and as the reviewer suggests, we can use the multiple 

logit/probit model for this study. However, the above paradigm is still in fact a traditional study, i.e., 

it examines the probability of a zombie firm existing in a certain state and the factors affecting it, 

with discrete explanatory variables. However, our study goes beyond this framework, as we study 

the duration of zombie firms, so the explanatory variable is duration, not a certain state. Therefore, 

we consider two durations: the duration before a zombie firm exits the market and the duration 

before a zombie firm dies. If a zombie firm continues to maintain its zombie status, its duration will 

be extended until the zombie firm exits the market or transforms into a normal firm. 


