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New analytical approach to entry and exit of heterogeneous firms
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The Zombie firms theory argues that firms with heavy debt-burdened and lower
labour productivity shall be promptly exited from the markets during recession by refraining from
additional supply of bank credit. However, the credit network among firms, which is indispensable
for production in the real economy, iIs absent in the theory.
In contrast, we introduce the network into the model, and we demonstrate that the assertion of the
Zombie firms theory is not necessarily the case.
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