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Abstract
Purpose

Zombieyfirms argcompaniesithat continue their operations despite
persistent*financial diffieulties and an inability to generate sufficient
income to meet theinfinancial obligations. Their continued activity can
lead to inefficient resodrce allocation, weaken market competition, and
increase financial“wllnerability in capital markets. Long-term debt
accumulation, inefficient financial policies, and dependence on external
financial support ‘are among the conditions that contribute to the
emergence and persistence of these firms. In this regard, corporate
reporting can play«@n important role in revealing financial weaknesses
and providing reliable information to investors, creditors, and other
stakeholders.

The purpose of this study is to identify the factors associated with
zombie-firm conditions and to evaluate the effectiveness of different
corporate reporting approaches in addressing these conditions. In
particular, the study examines the role of paranoid reporting in disclosing
unfavorable information and improving the transparency of corporate
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financial conditions. It also develops a strategic reference point matrix to
classify zombie firms according to financial-policy inefficiency and reporting
practices. This framework aims to provide a basis for identifying different
types of zombie firms and supporting more effective financial monitoring and
policy decisions.

Methodology

This study adopts a mixed-method approach combining qualitative and
quantitative analyses with fuzzy decision-making techniques. In the
qualitative phase, relevant studies were identified and reviewed through a
systematic process based on the PRISMA framework. The methodological
quality of the selected studies was evaluated using the, Critical Appraisal
Skills Programme (CASP) checklist, which included ten criteria. Of the ten
studies assessed, six met the required quality_threshold, while four were
excluded because their scores were below 30.

Text mining was subsequently applied to the six selecte@ studiesto identify
the most frequently reported factors associated with zombie firms. Six criteria
were examined: default risk, low efficiency of return’ on assets, dependent
ownership structure, long-termgdebt agcumulation, disgounted commitment
guarantees, and a low interest coveragentatio. The analysis identified four
prominent criteria: default risk, low efficiency of rétuen on assets, long-term
debt accumulation, andya low,interest coverage ratio. These findings provided
the basis for the subseguent gUantitative analysis.

The qualitative phase invalveth15 experts, while 24 participants took part
in the quantitative phase NI he fuzzy~Delphitmethod was used to evaluate the
proposed criteria,and establishi expert consensus. In the second round, the
differencesbetween‘the,defuzzified means was less than 0.2, and seven criteria
were confirmed. Fuzzy pairwise comparisons were then used to determine the
relative importance ofigthe criteria associated with zombie-firm conditions.
The consistengy ratigiWwas 0.085, which was below the acceptable threshold of
AT

To evaluate alternative reporting approaches, the study employed an
intuitionistic fuzzy decision-making framework and the VIKOR method.
Three reporting«=*approaches—paranoid, competitive, and strategic
reporting—were compared in relation to the identified criteria. Finally, a
strategic reference point matrix was developed by combining two
dimensions: long-term debt accumulation and paranoid reporting practices.
Findings
The findings indicate that long-term debt accumulation is the most important
factor associated with zombie-firm conditions, followed by a low interest
coverage ratio. When operating profitability and cash flows are insufficient
to meet financial obligations, firms may resort to additional borrowing or
repeatedly extend existing debts. Such practices can increase financial
vulnerability and create a cycle of dependence on external financing.



Inefficient resource allocation and weak operating performance may further
intensify these conditions.

The results of the intuitionistic fuzzy VIKOR analysis show that paranoid
reporting achieved S = 0.209, R = 0.198, and Q = 0.081, ranking first.
Strategic reporting achieved S = 0.216, R = 0.210, and Q = 0.104, ranking
second. Competitive reporting achieved S =0.222, R =0.215, and Q = 0.124,
ranking third. Therefore, paranoid reporting was identified as the highest-
ranked alternative among the three reporting approaches.

The strategic reference point matrix combines two dimensions. The
horizontal dimension (Y) represents long-term debt accumulation and
distinguishes between inefficiency arising from non-dependent financial
policies (y1) and inefficiency arising from dependent.finaneial policies (y2).
The vertical dimension (X) represents paranoid repertingspractices and
distinguishes between the non-disclosure of positive news (X&) and the direct
disclosure of negative news (x2). \

Based on these dimensionsy, four categories, of¥zombie, firms were
identified. The first category, zombie firms in the birth stage, €orresponds to
x1/yl. These firms may exhibit an aecumulation of agcounts receivable, a
decline in net working capital, unsold mventoryyand a keduction in market
share or sales comparedwwith competitors,sand theysalé of capital assets to
obtain liquidity.

The second categery, growing zombie firms, corresponds to x1/y2. Their
characteristics include govermment ownership, loans without compensating
balances, mortgage guarantees,xepeated annual extensions of unpaid debts,
and government sdbsidigs usecQo waive late-payment penalties.

The third category, mature zombie firms, corresponds to x2/y2. These
firms may experience mefficient use of fixed assets in generating operating
income, limited, develepment opportunities, resources wasted on projects,
insufficient operating cash flows, and failure to achieve forecast revenues.

The fourth category, saturated zombie firms, corresponds to x2/y1. Their
characteristics include going-concern risks, an inability to cover interest
expenses, toxic assets, and the use of government assistance or non-repayable
support to cover aceumulated losses.

The findings also suggest that paranoid reporting can help reveal hidden
information and financial weaknesses through professional skepticism and
sensitivity to information irregularities. More comprehensive disclosure of
unfavorable performance can improve the quality of decisions made by
stakeholders. The gradual communication of relevant information may also
reduce the likelihood of unexpected market reactions and herd behavior.
Conclusion and Practical Implications
The study concludes that long-term debt accumulation and inefficient
financial policies are important conditions associated with the emergence and
continuation of zombie firms. The results identify paranoid reporting as the



highest-ranked approach among the three reporting alternatives examined.
The proposed strategic reference point matrix also provides a framework for
distinguishing zombie firms according to their financial-policy conditions and
reporting practices.

The findings have several practical implications. First, establishing a
cross-sectoral working group to monitor zombie firms and assess the nature
of their disclosures could improve the identification of financially vulnerable
companies. Second, the identified criteria could be used to develop a checklist
for evaluating financial risks and directing support toward firms with a greater
capacity for sustainable recovery. Third, government support could gradually
shift from non-repayable assistance and directed lendigg toward dynamic
investment and resource allocation based on transparency and the
development of sustainable resources.

Relevant institutions, including audit erganizations&and_ technical
committees in capital markets, could also review Se@poratepdisclosure
practices. Particular attention shauld be given tosthe disclosure of financial
leverage, institutional dependence, and financial policies in board reports and
financial statement notes.

Research Limitations and Future Research

This study has certain limitations. Participants may interpret fuzzy scales and
matrix-based assessments differently, which may affect their evaluations.
Furthermore, the interviews may not havejcovered all hidden aspects of the
relationship between‘reporting practices andhzombie-firm conditions. Future
research couldy apply Structural equatien"modeling and involve larger
participant sampleSito examine{bese relationships more comprehensively and
further evaluate the proposleramework.
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