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Vladimer Papava
RETROECONOMICS AND BANKRUPTCY
Summary

A necroeconomy, or a “dead economy,” in its essercthe supply of goods manufactured using oettlat
technology for which (goods) there is no demand tdutheir low quality (or absence thereof) and/mhhproduction
costs but where demand is artificially generatedh®ygovernment. This ugly economic phenomenon idexstified
for the purposes of the post-Communist economyesihe elimination of competition under the condifmf a com-
mand economy wiped out the economic interest taageythe technological base in many sectors ofettmmomy
(generally, with the exception of the military-irettial complex).

Due to the fact that the restriction of competitis a precondition for the creation of a necroecoy, it can be
concluded that the phenomenon of the necroeconsnprasent wherever enterprises with technologioaltigolete
equipment operate solely at the expense of govarnmgport. One example of this can be found @ltidia of the
1980s. Thus, it appears that a necroeconomy ismigta symptomatic problem for post-Communist daes (as ini-
tially indicated in the publications referenced a9 but it can be encountered in other countrieere enterprises with
outdated technology and no real demand for theidyets operate with government support and, ircsekeses, entire-
ly at government expense.

The type of economy that fosters the functionifigirms (i.e., retro-firms) that are relatively tawlogically
backward in comparison to contemporary global ashigents but where, nevertheless, the demand forpgheducts
still exists is referred to asratroeconomy(“retro” being Latin for “back”). We suggest dal the theory of the tech-
nological backwardness of an economagroeconomics

The main similarity between a necroeconomy andrageonomy is that both types of economies makeofise
outdated technology; the difference is that undsareeconomic conditions, enterprises use equips@mut-of-date
that the demand for products they manufacturerisially nonexistent and, therefore, these entegprigperate solely
with government support while in a retroeconomy, dlemand for such products does exist and entespeisjoy only
moderate support from the government. In otherdaoboth types of economies require governmentvetgion but
while the former exists exclusively at the expeaséhe government, the latter requires a governssanttioned pro-
tection of the domestic market from internatioranpetition.

It is an unfortunate fact that the preservatiomafi-viable firms receives active support from vasi@olitically
and socially influential groups while groups repming the interests of yet unestablished industoiefirms do not
exist, precisely due to the fact that they (indastrfirms) have not yet been established. Urfikesd circumstances, we
believe, the only actor potentially able to lobby hew industries or firms to be created is theegoment.

Much significance is given to the enforcement afkvaptcy procedures against retro-firms. Theradisittedly
no universal bankruptcy legislation and the keygple typical of bankruptcy regimes is the preaéion of the bal-
ance between the protection of creditors’ interemtsthe one hand, and the avoidance of prematution of via-
ble firms, on the other. In our view, this prineigloes not fully reflect the challenges facing @ern economy, espe-
cially in economically backward poor countries. plarticular, the problem is as described below.

A more-or-less objective assessment of a firm'®iitg is complicated as it calls for a comparidogtween the
going concern value and the liquidation valuethd going concern value exceeds the liquidationejahen the enter-
prise is viable. The complexity is primarily assded with the determination of the going conceafue which entails
an evaluation of the future revenues and expenisas enterprise for which achieving accuracy is aaimple task.
This requires the development of a business pldraareorganization plan for the enterprise. Basethe attitudes of
the firm’s proprietors, these plans must be optiimighile the perspective of the creditors in termfishe plans is more
critical. The estimation of liquidation value islatively easier, although this process also ineslthe resolution of
several complex tasks (estimation of revenues tddbwed from the sale of assets). As a resudtdirision-maker on
the form of a firm’s bankruptcy, as a rule, leamsdrds the reorganization, rather than the liqiddatof the enterprise.
If we recall the circumstances mentioned above,revim@n-viable firms are actively preserved by vasigolitically
and socially influential groups, it becomes cldwatzombified retro-firms and, in extreme casesylzified necro-firms
retain their place on the market.

Therefore, in our view, in order to evade the zdioaiion of a retroeconomy or to contribute to ¢nea de-
struction, the core principle of bankruptcy ledisla should change and, in lieu of the above (thee, preservation of
the balance between the protection of creditoitgrests on the one hand, and avoiding the liquidatf viable firms,
on the other), a balance must be maintained betwezrequirement to protect creditors’ interestd #re need for a
timely liquidation of non-viable firms. This ap@ch will improve the competitive environment whidempetition is
the sole basis for firms to generate demand fapvation without which the process of creative dedton, as such, is
unfeasible.
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