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Abstract	
This	paper	examines	the	impact	of	bankruptcy	laws	in	various	countries	with	distinct	
insolvency	 provision	 and	 relates	 influences	 from	 such	 code	 to	 corporate	 capital	
structure’s	choice.	We	basically	select	some	papers	concerned	with	bankruptcy	code	and	
financing	choice	to	form	several	hypotheses	which	will	be	consistent	in	the	example	of	
our	 empirical	 tests.	On	 the	 hand,	 firms	 are	 categorized	 into	 small	 business	 and	 big	
corporate,	 as	well	 as	 start‐up	 firm;	 bankruptcy	 code	 is	 also	 differentiated.	 Provided	
competitive	and	perfect	market,	our	 findings	have	clear	 implications	 that	under	DFS,	
priority	 transfer	 into	 debtor,	whereas	 equity	 holders	 remain	 their	 rights.	With	 the	
correlation	 between	 insolvency	 exemptions	 and	 capital	 structure	 choice,	 as	well	 as	
direct	 analysis	 of	 different	 cases	 under	 featured	 homestead	 system,	 6	 factors	 get	
involved.	
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1. Introduction	

This	study	is	a	survey	paper,	which	evaluates	many	researcher’s	results	within	a	peculiar	topic.	
Admittedly,	it	is	true	that	we	have	read	dozens	of	papers	on	this	topic,	but	there	are	very	few	
documents	that	can	be	selected	as	references	in	the	end,	because	we	must	have	the	criteria	for	
selecting	 papers.	 Indeed,	when	 a	 debt	 contract	 is	 breached,	 it	 is	 very	 distinct	 in	 the	 rights	
granted	to	the	claimant:	some	policies	are	beneficial	to	the	debtor,	and	some	regulations	are	
creditor‐friendly.	In	other	words,	it	is	a	necessity	to	find	out	papers	that	contain	variation	in	
cross‐country	bankruptcy	code.	For	demonstrating	credible	conclusion,	models	are	also	needed	
to	be	concluded	in	chosen	papers.	Despite	of	paper’s	content,	materials	have	been	driven	from	
scientific	 journal	 or	 published	 economic	 books	 in	 recent	 years,	 which	 paves	 the	 way	 for	
improving	the	rigor	of	the	entire	article	effectively.	Furthermore,	the	whole	paper	is	based	on	
the	discussion	about	bankruptcy	code’s	impact	on	capital	structure.	The	topic	is	an	unexplored	
area	that	 is	 imperative	to	 figure	out.	Bankruptcy	code	or	bankruptcy	 law:	a	 legal	policy	that	
deals	with	events	of	debtors	and	creditors	in	the	court	when	firms	went	into	finical	distress	
situation.	 (Ernst‐Ludwig	 von	 Thadden,	 2009)	 It	 is	 believed	 that	 a	 problem	 bankruptcy	 law	
facing	is	the	deadweight	losses	or	finical	distress	costs,	so	it	seems	like	it	the	code	should	have	
direct	impact	on	capital	structure	option.	Although	some	people	have	always	chosen	to	study	
the	 best	 bankruptcy	 law	 to	 help	 firms	 borrow,	 almost	 no	 one	 studies	 the	 real	 connection	
between	bankruptcy	 law	and	capital	structure.	Therefore,	without	researching	relationships	
between	these,	the	risk	might	be	huger,	based	on	the	reasons	that	in	the	context	of	globalization,	
the	bankruptcy	 laws	of	 various	 countries	 are	becoming	more	 and	more	 similar,	 so	 that	 the	
world’s	firms	are	likely	to	fall	into	the	swamp	at	the	same	time.	By	summarizing	selected	papers,	
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several	questions	are	made	very	often.	1.	How	bankruptcy	code	effects	company	operates?	2.	
What	it	indicates	if	comparing	capital	structures	across	bankruptcy	codes?	3.	Does	bankruptcy	
code	have	different	role	in	liquidation	and	reorganization	under	bankruptcy	court	protection?	
[1]	 4.	What’s	 the	 difference	between	effects	 of	 debtor‐friendly	 code	 and	 effects	 of	 creditor‐
friendly	code?	
To	 find	out	effects	of	bankruptcy	policy	 in	 financial	 choice,	 (1)	we	will	basically	 summarize	
some	theories	from	papers	we	read	and	explain	those	in	simple	sentences.	(2)	Then	we	would	
mention	several	important	models	from	empirical	paper	and	analyze	these.	(3)	Next	one	most	
featured	paper	and	crucial	paper	will	be	presented.	(4)	Overall	conclusion	and	future	research	
are	going	to	occur	in	the	last	section	in	this	paper.	[2]	

2. Theory	Summary	

In	our	research,	there	are	numerous	theoretical	papers	covered,	and	it	 is	deemed	that	these	
theories	gave	us	a	good	start.	For	instance,	resolution	of	financial	distress:	A	theory	of	the	choice	
between	 Chapter	 11	 and	 workouts.	 In	 this	 article,	 it	 is	 mentioned	 one	 theory	 that	 “asset	
liquidity,	indirect	costs	of	financial	distress,	and	the	option	value	of	equity	are	the	determinants	
of	choice	between	Chapter	11	reorganizations	and	workouts.”	In	other	words,	while	managers	
are	 facing	 financial	 distress,	 choice	 for	 solution	 is	 depended	 on	 these	 mentioned	 factors.	
Chapter	11	is	a	homestead	exemption	provision	in	US,	so	it	indirectly	presents	what	bankruptcy	
law	would	bring	 to	 corporate,	which	 in	 turn	 gives	 specific	 implications	 for	 our	 topic	 under	
peculiar	country’s	regime	and	why	the	impact	is	friendly	or	adverse.	[3]	
Another	very	imperative	theoretical	paper	is	Prospect	theory	and	the	effects	of	bankruptcy	laws	
On	entrepreneurial	aspirations,	by	Saul	Estrin.	Refer	to	this	paper,	few	necessary	theories	are	
concluded.	 According	 to	 the	 content,	 there	 are	 financial	 theory,	 prospect	 theory,	 expected	
utility	 theory	 and	 Stewardship	 theory.	 As	 what	 Finance	 theory	 suggests,	 the	 best	 capital	
structure	 is	what	businesses	need	 to	dramatically	 increase	business	value	and	dramatically	
reduce	costs.	Also,	information	is	somehow	asymmetrical.	[4]	It	is	related	to	our	topic	because	
free	availability	of	information	to	the	bankruptcy	law	is	important,	because	small	firms	often	
do	 not	 have	 complete	 access	 to	 such	 information,	 which	 causes	 unfamiliarity,	 and	 in	 turn	
managers	might	make	wrong	financing	decision.	For	prospect	theory,	people	do	not	think	about	
problems	from	the	perspective	of	wealth,	but	from	the	perspective	of	winning	or	losing	when	
there	are	alternatives,	and	both	of	them	are	risky.	Entrepreneurs	don't	pay	attention	to	other	
elements	of	bankruptcy	law,	and	some	aspects	of	bankruptcy	law	that	benefit	debtors	explain	
what	is	most	important	to	entrepreneurs.	Other	elements	of	the	code	have	other	influences	on	
an	entrepreneur's	financial	choice,	which	in	turn	affects	the	capital	structure.	[5]	We	want	to	
understand	how	personal	and	corporate	bankruptcy	laws	affect	entrepreneurs'	perceptions	of	
risk	when	they	come	in,	and	therefore	affect	the	choice	of	capital	structure.	Plus,	when	expected	
utility	theory	measures	the	possible	utility	of	actions	when	the	result	is	uncertain.	This	shows	
that	rational	choice	is	to	choose	the	action	with	the	highest	expected	utility.	The	theory	in	this	
paper	 is	 a	 lens	 to	 understand	 how	 entrepreneurs	 deal	 with	 bankruptcy	 risks.	 As	 a	 result,	
financing	choice	of	capital	structure	under	certain	bankruptcy	code	is	concerned.	[6]	
I	still	 think	the	very	 important	theoretical	paper	 is	A	Theory	of	Workouts	and	the	Effects	of	
Reorganization	Law	by	Gartner,	R.	 and	D.	 Scharfstein.	 In	his	 article,	 he	 shows	what	 kind	of	
financial	structure	Chapter	11	can	increase	investment	efficiency,	and	very	flexible	use	of	Coase	
theorem.	Coase	 theorem	mostly	means	 that	as	 long	as	 the	property	rights	are	clear	and	the	
transaction	cost	is	few	or	very	small,	then	no	matter	who	the	property	rights	are	assigned	at	
the	beginning,	the	final	result	of	market	equilibrium	will	be	efficient,	and	the	Pareto	to	achieve	
resource	allocation	is	the	best.	The	paper	is	important	because	it	shows	a	theory	model	whose	
elements	 contributes	 options	 of	 financing.	 Also,	 the	 theory	 paper	 estimates	 the	 impact	 of	
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reorganization	 law	 on	 firm’s	 investment,	 which	 in	 turn	 forms	 the	 important	 result	 of	 our	
discussion.	[7]	

3. Empirical	Literature	Summaries	

Based	on	what	we	have	found	out,	we	select	several	crucial	papers	to	be	demonstrated	in	our	
survey	paper.	They	literally	provide	the	basis	for	our	understanding	of	insolvency	code’s	role.	
On	the	Capital‐Structure	Implications	of	Bankruptcy	Codes	by	Viral	V.	Acharya	Rangarajan	K.	
Sundaram	Kose	John.is	the	first	empirical	paper	we	are	more	likely	to	present.		In	fact,	it	offers	
a	theoretical	model	which	is	related	to	our	topic:	a	model	of	choosing	which	capitalization	is	
performed	in	an	intermediate	operation	by	a	bankruptcy	code	operated	by	a	firm.	On	the	other	
hand,	it	shows	that	bankruptcy	code	varies	from	place	to	place,	which	forms	the	basis	for	our	
discussion:	we	have	to	differentiate	different	countries’	code	and	realize	their	distinct	features.	
Equity‐friendly	bankruptcy	 code	 is	 the	homestead	 exemption	provision	 in	US,	 debt‐friendly	
code	 is	 the	bankruptcy	 system	 in	UK.	 In	US,	 control	 rights	 are	 attributed	 to	 equity	holders,	
whereas	control	rights	are	transferred	into	debtors	in	UK,	based	on	the	reason	that	both	of	this	
provision	 has	 their	 own	 preferences,	 which	 in	 turn	 causes	 special	 outcomes.	 The	 paper	
compares	EFS’s	outcome	and	DFS’s	outcome	 to	 further	 the	 connection	between	bankruptcy	
codes	and	capital‐structures	and	to	identify	factors	that	influence	this	connection.	[8]	
According	to	the	paper	Cross‐Country	Variations	in	Capital	Structures:	The	Role	of	Bankruptcy	
Codes,	author	also	develops	a	model	to	relate	a	firm’s	capital	structure	to	bankruptcy	code,	and	
strongly	 emphasize	 the	 role	 of	 bankruptcy	 code	 under	 different	 countries’	 cases,	 which	 is	
similar	 to	 the	 previous	paper.	 The	main	 result	 is	 impressive	 for	 our	 topic:	 relatively	 stock‐
friendly	 bankruptcy	 laws	 use	more	 debt	 than	 debt‐friendly	 bankruptcy	 laws,	 but	when	 the	
liquidation	value	is	high,	the	opposite	is	true.	As	the	liquidation	value	increases,	the	difference	
in	debt	levels	between	the	stock‐friendly	bankruptcy	law	and	the	debt‐friendly	bankruptcy	law	
decreases.	[9]	
Another	 imperative	 empirical	 paper	 is	 the	 impact	 of	 bankruptcy	 code	 on	 the	 value	 of	 the	
auditor's	 going‐concern	 opinion	 to	 investors	 by	 A	 Kausar,	 R	 Taffler,	 C	 Tan.	 The	 paper	 is	
extremely	necessary	because	it	explores	How	would	bankruptcy	law	play	a	role	in	determining	
creditor	and	debtors’	choice	under	financial	distress,	which	also	 is	the	 implication	of	capital	
structure	choice.	US	paid	more	attention	on	the	right	of	debtors,	and	thus	preservation	of	the	
firm	as	a	going‐concern	is	a	priority.	UK	is	biased	more	on	creditor	rights,	which	leads	to	a	more	
likely	event	of	premature	liquidation.	Therefore,	UK	are	more	reluctant	to	have	going	concern	
opinion.	By	viewing	mentioned	conclusion,	we	are	confident	 that	 this	paper	 is	basic	 for	our	
survey.	[10]	

3.1. Hypotheses	
When	we	were	doing	researching,	we	figured	out	that	some	hypotheses	are	often	tested,	which	
seems	 to	 prove	 the	 importance	 of	 these	 hypotheses	 to	 bankruptcy	 code’s	 role	 on	 capital	
structure.	 And	 the	 following	 3	 hypotheses	 appear	 most	 frequently:	 (1)	 Different	 states	 or	
different	 countries	 have	 various	 bankruptcy	 codes.	 (2)	 There	 is	 not	 absolute	 priority.	 (3)A	
relatively	equity‐friendly	system	will	use	more	debt	than	one	that	is	more	debt‐friendly.	But	as	
liquidation	values	increase,	lower	deadweight	losses	and	higher	leverage	ratio	under	debtor‐
friendly	system.	(4)	Observed	different	leverage	ratio	under	a	relatively	equity‐friendly	code	
and	 that	 observed	 firm’s	 leverage	 under	 a	 more	 debt‐friendly	 one	 should	 decrease	 in	
liquidation	values.	Admittedly,	there	are	few	hypotheses	in	our	chosen	papers	that	are	tested	
less	 often	 are	 contradicted	 by	 following	 data	 and	 analysis.	 Nevertheless,	 the	 majority	 of	
hypotheses	are	supported	by	data	provided	in	the	mentioned	cases,	which	we	will	explain	in	
next	section.	
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3.2. Definitions	of	the	Variables	
It	is	common	that	different	papers	employ	similar	or	same	variable	to	describe	numbers.	We	
also	find	out	one	variable	that	appears	in	papers	for	many	times:	too	many.	(1)	“The	EFS	leads	
to	too	many	continuations:	that	is,	the	firm	may	be	continued	even	when	there	is	greater	value	
in	 terminating	 it”.	 “Too	many”	means	more	 cases	 of	 continuations	 in	 companies.	 (2)	 “Most	
studies	start	from	the	premise	that	too	many	firms	reorganize	in	bankruptcy	under	current	law.”		
“Too	many”	means	numbers.	We	can	basically	summarize	that	the	definition	of	“too	many”	in	
these	2	distinct	papers	is	consistent.	

3.3. Methodology	
When	 the	 theory	 appears	 in	 the	 paper,	 the	 researcher	 has	 to	 process	 and	 test	 it,	 then	 the	
empirical	test	appears	in	the	article.	Four	preferred	test	options	are	crucially	involved	in	papers:	
(1)	Regression	analysis.	(2)	Questionnaire	and	Sample.	(3)	Hazard	rate	model.	(4).	Bulow	and	
Shoven	model.	 (5)	Non‐Parametric	 “Matching”	 Tests.	 These	 5	models	 or	 analysis	 proves	 or	
reject	all	author’s	hypothesis,	which	in	turn	enhance	rationality	of	papers.	[11]	

4. Analysis&Test	

Individual	 papers	 are	 likely	 to	 play	 roles	 in	 determining	 the	 result	 of	 our	 topic.	 Based	 on	
selected	papers,	few	summaries	for	those	empirical	papers	are	got	involved.	Best	options	for	
researcher	to	testing	choice	of	leverage	theory	are	UK	and	US.	They	have	similar	market	but	
sharply	different	 system	of	bankruptcy	code	which	has	 its	own	preferences.	 In	comparison,	
UK’s	code	is	slightly	more	debtor‐friendly	than	US,	and	firms	with	leverage	are	chose	in	papers	
for	the	purpose	of	measuring	debt	levels	under	DFS	or	EFS.	[12]	
As	for	On	the	Capital‐Structure	Implications	of	Bankruptcy	Codes,	the	arbitrary	cash	flow	firms	
of	 date	 1	 denotes	 x,	 and	 x	 ∼	 U	 [0,	 H].Assume	 that	 all	 creditor	 payments	 come	 from	 the	
company's	cash	 flow,	and	at	due	day	1,	 face	value	 is	F.	Also,	τ	 is	 the	 firm’s	 tax	rate,	p	 is	 the	
possibility.	 The	 author	 first	 and	 foremost	 uses	 the	 approach	 to	 figure	 out	 optimal	 capital	
structure	under	creditor‐friendly	system,	and	sets	F	as	random.	Bankruptcy	regime	functions	
when	x	<	F,	and	owners	must	determine	whether	to	liquid	or	not.	Hence,	under	debtor‐friendly	
bankruptcy	 codes,	 firms	 that	have	value	as	going	 concerns	may	get	 liquidated	 (x	∈	 [x∗,	 F)).	
Under	DFS,	optimal	capital	structure	choice	greatly	increases	expected	value	of	the	firm	at	date	
0,	and	more	debts	can	provide	larger	tax	shields	at	date	1.	Provided	a,	the	best	choice	of	leverage	
must	be:	
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Under	DFS,	 firms	prefer	 to	 get	 a	 lower	 level	 of	 leverage	 for	 inducing	 the	 chance	 of	 default,	
because	 corporate	 now	believes	 that	 as	 liquidation	 increases	 inefficiency	 and	 loss	 of	 value,	
bankruptcy	 laws	 that	 favor	 creditors	 will	 be	 expensive.	 On	 the	 other	 hand,	 analysis	 of	
bankruptcy	 code	 that	 favors	 shareholders	are	 included.	 It	 is	 in	 the	 similar	 situation	as	DFS.	
When	x	≥	F,	firms	will	not	get	defaulted,	and	equity	holders	own	rights.	However,	when	x	<	F,	
firms	get	defaulted,	payoff	that	are	attributed	to	shareholders:	
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By	summarizing	the	whole	article,	we	could	conclude	that	under	EFS	(equity‐friendly	system),	
in	 order	 to	 avoid	 inefficiency	 of	 continuations,	 firms	 had	 batter	 choose	 less	 risky	 financing	
choice	and	get	a	lower	level	of	debts.	Hence,	DFS	and	EFS’s	different	level	of	debts	should	be	
related	to	the	company’s	expected	increase	in	liquidation	costs.	The	impact	of	the	bankruptcy	
law	on	the	capital	structure	must	interact	with	the	characteristics	of	the	company’s	asset,	which	
means	asset‐specificity.	Furthermore,	both	codes	have	proxy	issues	that	lead	to	inefficiencies	
in	continuing	to	work;	Since	the	deadweight	losses	under	the	two	codes	are	endogenous	and	
stem	from	different	sources	(too	many	continuations	vs.	too	many	liquidations),	the	optimal	
capital	structure	chosen	under	the	two	systems	will	also	differ.	(Viral	V.	Acharya	Rangarajan	K.	
Sundaram	Kose	John,	2004).	Plus,	more	deadweight	losses	continuations	under	DFS	and	fewer	
deadweight	losses	from	excessive	continuations	under	an	EFS	are	resulted	from	increasing	high	
liquidation	values.	
Cross‐Country	 Variations	 in	 Capital	 Structures:	 The	 Role	 of	 Bankruptcy	 Codes	 is	 another	
brilliant	paper	in	our	researching,	which	make	great	efforts	for	our	results.	It	almost	employs	
the	same	regression	analysis	as	the	previous	paper.	In	this	paper,	writer	implements	both	panel	
estimation	as	well	as	Fama	MacBeth	method.	Clearly,	it	is	researched	about	firms	across	UK	and	
US	 covered	 by	Worldscope	 from	 1990‐2002.	 From	 the	 overall	 tables	 we	 can	 see	 that	 US’s	
average	 leverage	 level	 is	 higher	 than	 UK.	 The	 result	 shows	 a	 linear	 correlation	 between	
liquidation	agents	and	leverage.	As	shown	in	Figure	1	

 
Figure	1.	Clearing	agent	and	leverage	diagram	



Volume	2	Issue	11,	2021	

DOI:	10.6981/FEM.202111_2(11).0039	

291	

Frontiers	in	Economics	and	Management	

ISSN:	2692‐7608	

In	other	words,	we	can	obtain	that	a	descending	function	as	degree	of	liquidation	values	should	
be	 difference	 between	 optimal	 capital	 structure	 under	 equity‐friendly	 system	 and	 debtor‐
friendly	system.	Compared	to	a	stock‐friendly	system,	it	uses	more	debt	than	a	debt‐friendly	
system.	However,	the	higher	the	liquidation	value,	the	higher	the	weight	loss	and	leverage	ratio	
in	DFS.	
An	Empirical	Analysis	of	the	Relationship	between	Capital	Acquisition	and	Bankruptcy	Laws	
suggests	that	large	exemptions	increase	the	difficulty	of	borrowing,	distort	household	portfolio	
decisions	 and	 tempt	 households	 to	 default	 on	debts;	 but	 they	 also	 provide	 a	 crude	 form	of	
consumption	insurance.	Impact	of	Bankruptcy	Code	on	the	Value	of	the	Going‐Concern	Opinion	
to	Investors	implies	that	the	negative	market	reaction	to	the	auditor’s	going‐concern	modified	
opinion	is	greater	in	UK.	In	creditor‐friendly	code,	GCM	firms	should	suffer	a	far	more	negative	
reaction,	based	on	the	reason	that	firms	with	high	default	risk	leads	equity	holders	to	suffer	
total	 losses.	 Besides,	 we	 get	 that	 strict	 enforcement	 of	 creditor	 right	 can	 enable	 ex‐ante	
contractibility	 in	 debt	 contracts.	 Thus,	 Creditors	 are	 prior,	 there	 are	 incentives	 to	 avoid	
financial	distress.	It	is	important	that	the	court	implements	an	automatic	stay	to	prevent	loss	of	
assets	 and	 to	 oversee	 the	 collective	 clearing	 procedure	 agreed	 in	 the	 contract.	 This	makes	
clearing	more	efficient.	

5. The	Main	Result		

Based	 on	 our	 chosen	 paper,	 we	 summarized	 that	 there	 are	 several	 factors	 concerning	
determining	the	impact	of	bankruptcy	code	on	capital	structure:	(1)	Exemption.	(2)	Whether	
or	 not	 the	 code	 is	 generous.	 (3)	 Bankruptcy	 code	 is	 equity‐friendly	 or	 debt‐friendly.	 (4)	
Liquidation	 value.	 (5)	 Priority	 rule.	 All	 selected	 papers	 are	 supportable	 for	 us	 to	 explore	
relationship	between	bankruptcy	laws	and	firm’s	capital	structure	choice,	and	these	tests	back	
those	mentioned	theories,	so	that	here	are	5	factors	which	are	extremely	relevant	to	our	topic.		

5.1. Further	Study	
It	 is	 common	 believed	 that	 bankruptcy	 procedure	 is	 comprised	 of	 reorganization	 and	
liquidations,	but	we	did	not	correctly	and	clearly	differentiate	effects	of	these	2	procedures.	We	
are	 jubilant	 to	 see	 more	 how	 reorganization	 and	 liquidation	 would	 differ	 in	 determining	
manager’s	incentive	on	choice	of	capital	structure	or	leverage.	

6. Conclusion	

The	purpose	of	this	paper	is	to	examine	the	three	bankruptcy	mechanisms	currently	available	
in	China	for	creditors	and	debtors	Behavior	and	benefit.	To	be	more	precise,	this	paper	mainly	
discusses	 the	 new	 enterprise	 bankruptcy	 law	 in	 China	 Insolvency	 mechanisms,	 and	 in	
particular	the	impact	that	restructuring	will	have.	Default	risk	is	the	main	risk	faced	by	creditors	
of	 indebted	 enterprises	 to	 risk.	 The	 probability	 of	 default	 of	 the	 debtor	 enterprise	 and	 the	
repayment	 status	 of	 the	 creditor	 after	 the	 default	 will	 affect	 in	 advance	 potential	 bond	
investor's	evaluation	of	the	company's	bonds,	thus	leading	to	a	change	in	the	debtor's	behavior,	
the	 company	 The	 optimal	 capital	 structure	 changes	 accordingly.	 Therefore,	 this	 paper	 is	 a	
numerical	 simulation	method	 based	 on	 quantitative	 investigation	 of	 different	 bankruptcies	
Factors	 affecting	 debtors	 ‘corporate	 bond	 prices	 and	 optimal	 capital	 under	 mechanism	
expectation.	Using	case	studies	as	well	the	analysis	method,	from	the	concrete	to	the	abstract,	
analyzes	 the	 effect	 of	 each	 bankruptcy	mechanism	 on	 creditors	 and	 debtors'	 behavior	 And	
profit	factors.	In	short,	the	main	conclusions	of	the	paper	are:	
First	of	all,	this	paper	adopts	the	method	of	case	study	to	analyze	the	various	factors	that	affect	
the	behavior	and	interests	of	creditors	in	the	bankruptcy	mechanism.	By	comparing	the	typical	
cases,	 it	 is	 found	 that	 there	 is	 a	 negative	 correlation	 between	 the	 bankruptcy	 cost,	 the	
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liquidation	 duration	 and	 the	 liquidation	 rate.	 Creditors'	 compensation	 in	 bankruptcy	
liquidation	 the	 bargaining	 power	 of	 creditors	 and	 debtors	 affects	 the	 asset	 value	 of	 the	
restructured	company	and	is	the	key	factor	that	causes	the	split	between	them.	Restructuring	
and	 debt	 restructuring.	 The	 bargaining	 power	 of	 creditors	 is	 also	 an	 important	 variable	
affecting	 the	 compensation	 level	 in	 the	 process	 of	 restructuring.	 The	 two	 kinds	 of	 debt	
restructuring	have	their	own	advantages	and	disadvantages,	but	the	compensation	ratio	d	of	
ordinary	creditors	in	the	process	of	restructuring	is	higher	than	that	of	liquidation.	
Secondly,	this	paper	uses	numerical	simulation	to	analyze	the	influence	of	different	bankruptcy	
mechanisms	on	bond	prices	and	debtors'	capital	structure.	Two	modes	of	debt	restructuring:	
private	debt	restructuring	and	debt	restructuring.	Bankruptcy	also	has	distinct	characteristics.	
The	right	to	bargain	with	creditors	is,	of	course,	the	basis	for	strategic	shareholder	payments	to	
creditors.	The	cost	of	bankruptcy	is	not	the	only	reason	shareholders	have	negotiating	power.	
Another	reason	is	the	lack	of	time	for	private	debt	to	restructure.	The	main	characteristics	of	
the	 bankruptcy	 reorganization	 system	 are	 mainly	 reflected	 in	 the	 restructuring	 cost	 and	
financial	 crisis,	 both	 of	 which	 will	 have	 a	 significant	 impact	 on	 the	 bond	 price	 and	 capital	
structure.	
Thirdly,	although	bankruptcy	reorganization	and	liquidation	are	both	judicial	means	to	resolve	
the	debtor's	 financial	crisis,	 the	 two	aims	are	 fundamentally	different.	Reorganization	 is	 the	
way	of	the	debtor's	rebirth,	while	bankruptcy	liquidation	is	the	death	of	the	debtor	company.	
The	importance	of	reorganization	system	also	lies	in	the	value	of	bankruptcy	legislation	facing	
contemporary	 society.	 For	 large	 debt	 companies,	 the	 social	 impact	 of	 liquidation	 is	 much	
greater,	including	the	loss	of	large	numbers	of	workers.	And	clearing	firms	related	upstream	
and	downstream	firms	facing	the	management	risk,	this	chapter	provides	data	shows	that	in	
the	 case,	 the	 ongoing	 restructuring	 program	 compensation	 is	 higher	 than	 creditors	 in	
bankruptcy	liquidation,	this	also	means	that	the	system	restructuring	balances	the	interests	of	
creditors	and	debtors,	creditors	can	make	both	parties	toward	the	same	goal,	realize	recovery	
and	recovery.	Achieve	a	win‐win	situation	for	creditors,	debtors	and	other	stakeholders.	
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