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It has become a canonical tenet of academic discussions of corporate reor-
ganization that Chapter 11—while not as costly as originally suspected!—is
substantially more expensive than other market driven methods of resolving a
firm’s financial distress.2 The argument that Chapter 11 is excessively expen-
sive has gained import beyond its status as an empirical observation: myriad
proposals to either dramatically revamp Chapter 11's structure, or repeal
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'E.g, Douglas G. Baird, Bankruptcy's Uncontested Axioms, 108 YALE LJ. 573, n.3 (1998) [hereinafter
“Baird (1998)"] (*Lawrence A. Weiss, Bankruptcy Resolution: Direct Costs and Violation of Priority of
Claims, 27 J. Fin. Econ. 285 (1990), showed me that the direct costs of bankruptcy were lower than I
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This observation is often paired with the claim that small debtors pay an even higher price for
reorganization under Chapter 11. This assertion, like the claims made with respect to large corporate
reorganizations, is almost exclusively based on a very small body of empirical studies. See Robert M.
Lawless & Stephen P. Ferris, Professional Fees and Other Direct Costs in Chapter 7 Business Liquidations,
75 Wasn. U. LQ. 1207 (1997); Robert M. Lawless et al, A Glimpse at Professional Fees and Other
Direct Costs in Small Firm Bankruptcies, 1994 U. ILL. L. Rev. 847, 868 (“total chapter 11 direct costs
averaged 21.55% of all unencumbered and encumbered assets reported in the petition and 14.49% of
disbursements to all creditors™).
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