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rm characteristics. Similar to most emerging countries, liquidations in China represent the vast
majority—83% of bankruptcy cases—while reorganizations represent only 17% of cases. In terms
of rm size, 73% of bankrupt rms have fewer than 50 employees, 24% have between 50 and 499
employees, and the remaining 3% have 500 or more employees. In terms of rm ownership, only
6.5% of bankrupt rms are registered as state owned; the remaining are privately owned. Finally,
in terms of sector composition, almost half of the cases recorded in the online platform are of rms
operating in the manufacturing sector, followed by construction and real estate and wholesale and
retail trade.

Figure 7 presents the number of cases led each year between 2011 and 2020 by case and rm
characteristics. The composition of cases by type is relatively stable over time, with liquidations
consistently representing the vast majority in all years. However, some clear trends emerge in
the composition of cases by rm size, sector, and ownership. In particular, bankruptcies of small
rms have become a larger fraction of cases over time, increasing from 60% in 2011 to 85% in
2020. Relatedly, the share of bankruptcies of SOEs—which tend to be larger rms—has declined
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The second friction is the duration of the bankruptcy proceedings. Time is of the essence if in-
solvency resolution is to achieve the successful reorganization of a distressed rm or the repayment
of creditors using the assets of a liquidated rm. Several studies in both developed and developing
countries have documented that courts in charge of bankruptcy cases are often slow at process-
ing cases. Lengthy bankruptcy proceedings negatively affect recovery rates for creditors, which in
turn undermines the ex ante ability of rms to access external nancePpnticelli & Alencar 2016;
Rodano, Serrano-Velarde & Tarantino 2016 Iverson 2017 Fonseca & Van Doornik 2022).

Finally, the decision to close or reorganize a business can be politically sensitive, especially
because this process implies the layoff of workers. Thus, the judicial system can be subject to
direct and indirect political in uence from local or central governments. This speci c friction
is likely to be more prominent in China, relative to other emerging economies. Local courts in
China often operate under the in uence of local governments when dealing with bankruptcy cases
(Henderson 2007 Fan, Huang & Zhu 2013; Li & Ponticelli 2022 ).

5. CONCLUSIONS AND OPEN RESEARCH QUESTIONS

This article reviews the literature on the growth of corporate debt in China, which accelerated
after the 2008-2009 global nancial crisis and was followed by a widespread increase in defaults
in recent years. We present a set of stylized facts on the evolution of defaults in the bond market,
NPLs, and bankruptcy lings. We also describe recent reforms in China's bankruptcy law along
with the main challenges that China is facing in their implementation. Throughout the article, we
emphasize several potential avenues for future research, which can be summarized in two broad
areas.

First, we highlight that an important area for future research is the collection of new micro
data that can inform the empirical research in banking and corporate nance in China. For ex-
ample, as discussed in Section 4, there is a scarcity of detailed micro data on bankruptcy cases
in China, including information on the decisions taken by judges adjudicating different stages
of the process and the recovery rates obtained by creditors. The disclosure and digitization of
existing court documents will gradually make available to researchers high-quality micro data en-
abling much needed empirical work in this area. In this respect, it is worth underlining that the
Supreme People's Court has led an effort to upload judicial decisions by all Chinese courts on a
centralized online platform starting in 20142 We believe this platform can be a valuable resource
for researchers interested in the functioning of the Chinese judicial system and its effects on the
economy, including when it comes to bankruptcy resolution. Still, as discussed bigbman et al.
(2020)andLiu et al. (2022), disclosure rates in this platform differ substantially across courts and
may be in uenced by political factors.

Second, in this article, we list several questions that are still unanswered in the area of debt
default and bankruptcy in China. Such questions includea) the consequences of the recent sharp
increase in bond defaults and NPLs on the stability of the Chinese nancial systenh)the nancial
and real effects of the 2006 bankruptcy law reform, and)(the reasons behind the limited use of
formal insolvency by Chinese rms. Let us also emphasize that, in this article, we do not discuss
the issue of personal bankruptcy. However, we think of this as a particularly relevant topic for
future research in light of the fast increase in household debt over GDP in China and the lack of
a personal bankruptcy law.

8The online platform China Judgements Online is available atttps://wenshu.court.gov.cn/ .
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