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Motivation
- April 2019: adoption by the EP of the EU directive on preventive

restructuring frameworks. Member States have 2 years to
implement the propositions into their national law.

- France has had a preventive procedure, the "Sauvegarde" procedure,
since January 2006.

⇒ After 10 years, what can we learn from the outcome of the Sauvegarde
that can be useful for the implementation of the EU directive?
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Motivation

- Sauvegarde : high rates of success in debt restructuring and survival

- RJ : low rates of success in debt restructuring and survival
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Motivation

- Why is the Sauvegarde outcome so much better than that of the RJ?
- 3 possible (non-exclusive) explanations:

1. Firms entering Sauvegarde are in a better �nancial situation that �rms
�ling for RJ

2. The two procedures are di�erent
3. Stakeholders di�erentiate between the two procedures

⇒ We are going to use an identi�cation strategy that gets ride of initial
di�erences in �nancial situation (1.) to measure whether explanation
3. is part of the story behind the better outcome of the Sauvegarde
procedure.
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Motivation
Our identi�cation strategy relies on:

- The large heterogeneity in Commercial Courts' conversion rates of
Sauvegarde to RJ. Hypothesis: it re�ects heterogeneity in the
interpretation of the insolvency state.

- Original dataset: almost all bankruptcy �lings in France 2010 - 2016.
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Main Results

- Using heterogeneity in Commercial Courts conversion rate, we show
that being converted from Sauvegarde to RJ decreases from 47% to

76% the �rm chances to reach a debt restructuring agreement with
its creditors (for the marginal �rm)

- Given creditors recovery rate (75% in continuation, 28% in liquidation,
see Blazy et al., 2018), this translates to an indirect costs of 20% to

30% of the �rm total book asset

- Once the agreement is reached, the survival rate does not depend on
the procedure anymore
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Dataset
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Identi�cation strategy

We are interested in the impact of conversion to RJ on the probability of
restructuring the �rm's debt with its creditors.

Yi ,j ,t′ = α + β · Conversioni ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′

Conversion is endogenous : we need an instrument.

Court × Year instrument: share of cases converted by the Court j in a
given year t ′, excluding the current case i :

φi ,j ,t′ =
#conversionj ,t′ − 1(convertedi ,t′ = 1)

#casesj ,t′ − 1

This type of instrument is used by Bernstein et al. (JoF 2016, JoFE 2018),
Maestas et al. (AER 2015).

Epaulard, Zapha (Dauphine, France Stratégie)Costs of Bankruptcy and Preventive Procedure December 12, 2019 10 / 32



Identi�cation strategy

We are interested in the impact of conversion to RJ on the probability of
restructuring the �rm's debt with its creditors.

Yi ,j ,t′ = α + β · Conversioni ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′

Conversion is endogenous : we need an instrument.

Court × Year instrument: share of cases converted by the Court j in a
given year t ′, excluding the current case i :

φi ,j ,t′ =
#conversionj ,t′ − 1(convertedi ,t′ = 1)

#casesj ,t′ − 1

This type of instrument is used by Bernstein et al. (JoF 2016, JoFE 2018),
Maestas et al. (AER 2015).

Epaulard, Zapha (Dauphine, France Stratégie)Costs of Bankruptcy and Preventive Procedure December 12, 2019 10 / 32



Identi�cation strategy

We are interested in the impact of conversion to RJ on the probability of
restructuring the �rm's debt with its creditors.

Yi ,j ,t′ = α + β · Conversioni ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′

Conversion is endogenous : we need an instrument.

Court × Year instrument: share of cases converted by the Court j in a
given year t ′, excluding the current case i :

φi ,j ,t′ =
#conversionj ,t′ − 1(convertedi ,t′ = 1)

#casesj ,t′ − 1

This type of instrument is used by Bernstein et al. (JoF 2016, JoFE 2018),
Maestas et al. (AER 2015).

Epaulard, Zapha (Dauphine, France Stratégie)Costs of Bankruptcy and Preventive Procedure December 12, 2019 10 / 32



Heterogeneity in Commercial Court conversion rates
Between-Court heterogeneity

Figure: Commercial Courts' average
conversion rate over 2010 - 2018

Within-Court heterogeneity

Figure: Coe�cient of variation of the
Commercial Courts' conversion rate
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Heterogeneity in Commercial Court conversion rates

- This between- and within-Courts heterogeneity may come from:
I The lay Judges (elected amongst entrepreneurial leaders and executive)
I Their high turnover (elected every year, 2-year mandate renewable for

4-year mandates up to 14 years)

- Hypothesis: the large heterogeneity in conversion rates re�ects re�ects
heterogeneity in interpretation of the insolvency state

- Assignment to Courts is not random but based on the �rm's
headquarters location

I The good point is that there is no "forum shopping"
I We can consider that there is no "time-shopping" either Proof

⇒ We are close to a random assignment.
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Identi�cation Strategy

First stage:

Conversioni ,j ,t′ = ρ+ π · φi ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′

Second stage:

Yi ,j ,t′ = α + β · ̂Conversioni ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′

- We use �rm-level control variables Xi ,t , local-level control variables
Ωj ,t′ , time �xed e�ect µt , and, importantly, Court �xed e�ects µj .

- If the instrument is valid, then β captures the causal e�ect of RJ
conversion on the �rm's probability of debt restructuring

- This e�ect is a LATE (Angrist et al., 1996)
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First-stage results

There is 23% of
marginal �rms. More
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Exclusion Restriction

- Court's conversion rate must have no impact on the probability of
debt restructuring other than the one that goes through conversion

- Di�cult to test

- Our strategy: checking if for �rms that initially �lled for RJ (i.e. using
an outside sample), Court's conversion rate has no impact on the
probability of a successful debt renegotiation

- Reduced form on the sample of RJ �ling �rms:

Yi ,j ,t′ = α + π · φi ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′
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Exclusion Restriction
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Main Results: Debt Restructuration
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Robustness Checks

Robustness tests:
- Using di�erent samples Go to test

I excluding Sauvegarde cases liquidated under 3 months
I excluding Sauvegarde cases liquidated under 6 months
I excluding the 50% smallest Courts

- Assigned Court VS closest Court Go to test

Placebo test: 10,000 regressions using a randomly assigned instrument
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Placebo
10,000 placebo �rst stages where the instrument is randomly assigned
within the sample.

Conversioni ,j ,t′ = ρ+ π · φi ,j ,t′ + γ1Xi ,t + γ2Ωj ,t′ + µt + µj + εi ,j ,t′
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Main Results: Survival after Debt Restructuration
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Main results

- Using heterogeneity in Commercial Court conversion rate, we measure
the impact of being converted from Sauvegarde to RJ

- For a marginal �rm, being converted from Sauvegarde to RJ
decreases from 47% to 76% its chances to reach a debt
restructuring agreement with its creditors

- Given creditors recovery rate (75% in continuation, 28% in liquidation,
see Blazy et al., 2018), this translates to an indirect cost of 20% to

30% of the �rm total book asset

- Once the agreement is reached, the survival rate does not depend on
the procedure anymore
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Conclusion

- The indirect cost attached to RJ is substantial, part of it could come
from the bad track-record of the procedure and self-ful�lling e�ects.

- Choosing a di�erent name for the Sauvegarde procedure in 2006 was a
good idea: it allows �nancial stakeholders to di�erentiate �rms from
the average �rm �ling for bankrupty.

- The "best" �rms among RJ �lers could be encouraged to �ll for
Sauvegarde:

I By better informing �rms and their creditors of the existence of the
Sauvegarde procedure and its good results.

I By increasing the attractiveness of Sauvegarde, e.g. shorter observation
period in Sauvegarde than in RJ.

- Implementation of the EU directive on preventive procedure into the
French commercial law could help di�erentiate the two procedure.
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Thank you!
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The probability of �ling for Sauvegarde does not depend on the Court's
past or current conversion rate

Back
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The share of Sauvegarde �lings does not depend on the Court's past or
current conversion rate

Back
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Robustness

Using di�erent subsamples

Back
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Robustness

We consider �rms for which the assigned Court is not the closest one.
CC = 1 if the assigned Court is the closest one, 0 otherwise.

Back
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Figure: French Commercial Courts
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Marginal �rm

Firms ranked from the most �nancially healthy to the less �nancially
healthy:

Back
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Calculation of the indirect cost

A 55 pp loss in probability of continuation corresponds to an indirect cost
of 29% (= 0, 55× (0, 75− 0, 22)) of total book asset value of the �rm

Share in Recovery rate
total asset in continuation in liquidation

Secured creditors 60% 76% 35%
Insecured creditors 20% 73% 5%

Shareholders 20% 73% 0%
Total 100% 75% 22%
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