
STHE INSOLVENCY and 
Bankruptcy Code (IBC) co- 
mpletes 10years,one criti- 
cism continues to domi- 
nate the public discourse. 

Toomany companies,the argument goes, 
are goinginto liquidation. Thecriticism is 
emotionally appealing. A system that lig- 
uidates more firms than it rescues appe- 
ars,at firstglance,to have failed in preser- 
vingbusinessesandjobs.But the criticism 
misunderstands the insolvency law. 

In many cases, liquidation is evidence 
of the framework functioning exactly as 
intended.Amodern insolvencyregimehas 
two equally legitimate outcomes. It must 
rescueviablefirmsthroughrestructuring. 
Butitmustalso close unviable ones swiftly 
sothat capital,labour,land,and entrepren- 

eurial energy move to more productive 
uses.Economies grow not merelyby prese- 
rving firms, but by continuouslyreallocat- 
ingresources away frominefficiententer- 
prises towards more competitive ones. 

Economists havelong recognised that 
productivity growth in dynamic econo- 
mies arises from “creative destruction”, 

where inefficientfirms exitand resources 
migrate towards more productive enterp- 
rises. An insolvency framework that 
systematically discourages exit risks 
weakening productivity growth itself. A 
market economy requires not only the 
freedom to succeed, but also an orderly 
mechanism to fail. 

The IBC was enacted precisely to 
enablethis transition.Before 2016,India’s 
insolvencyregimewasexcessively preser- 

vation-oriented. Laws such as the Sick 
Industrial Companies Act trapped firms 
in prolonged rehabilitation attempts, 
even where there was little prospect of 
revival.Capital remainedlocked in unpro- 
ductive enterprises, bad loans accumu- 
lated,and both corporate and bankingbal- 
ancesheets weakened. 

The IBC introduced a fundamentally 
different philosophy:atime-bound,mar- 
ket-driven process where creditors and 
investors determine whether a business 
deservesrevival or exit.It recognised that 
failure is inherent in a competitive mar- 
ket economy.Competition displaces inef- 
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ficientfirms,innovation displaces the old 
order,and resources must continuously 
move towards more productive uses. 

Yet India appears to have over-inter- 
nalised the case for rescue, but under- 

internalised the legitimacy of exit.Insti- 
tutional practice increasingly displays a 
preference for revival over liquidation. 
Successive amendments have progres- 
sively widened the rescue window, while 
judicialapproachesoften treatliquidation 
assomethingtobeavoided exceptasalast 
resort.This risksweakening the economic 
logicof insolvencylaw. 

The purpose of insolvencylawis notto 
preserve companies at all 
costs,buttoresolve financial 

distress efficiently. Where a 
business remainsviable, res- 
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The IBC's success 

must be measured 

viability, not from institutional discom- 
fortwithliquidation. If creditorsand mar- 
ketsbelieve thata company retains going 
concern value, they will produce a credi- 
bleresolution plan.Iftheydonot,liquida- 
tion should follow swiftly and efficiently. 

The perception that India liquidates 
excessively is unsupported by compara- 
tive evidence. As of March 2025,4,422 

companies had completed the corporate 
insolvency resolution process. Of these, 
1,419 endedinapproved resolution plans 
while 3,003 proceeded to liquidation. 
These numbers are not unusual. Mature 
insolvency jurisdictions such as the US, 

the UK,and Australia report 
similar, and in some cases 

even higher,proportions of 
liquidations within formal 

cue creates value because insolvency systems. 
the firm possesses “going by whether the This is because formal 
concern surplus”, the addi- system efficiently insolvency everywhere 
tional value from keeping preserves viable deals primarily with the 
assets,employees,customer 

relationships, and orga- 
nisational systems together. 
But where this surplus no 
longer exists, liquidation 
becomes economically desirable. Repea- 
ted attempts to revive unviable firms 
destroyvalue,delayresourcereallocation, 
weaken credit discipline,and createenter- 
prises that survive without competitive- 
ness.Thereisalsoamoralhazard concern. 
If markets begin tobelieve thatinsolvency 
law will systematically prioritise preser- 
vation over exit, the disciplining effect of 
insolvency weakens. Credit allocation 
becomesless efficient,lenders growmore 
cautious,and viable firmsultimatelybear 
the costthrough tightercredit conditions 
and higher capital constraints. Rescue 
should emerge from genuine economic 

businesses and 

closes unviable ones 
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most distressed subset of 
firms. Most financially 
troubled companiesresolve 
distress outside court 
through refinancing, res- 

tructuring, asset sales, or negotiated set- 
tlements.Firms that eventually enter for- 
mal insolvency are usually those where 
private rescue efforts have already failed, 
and economicviabilityis seriously doubt- 
ful. Consequently, liquidation rates are 
naturally highacross jurisdictions. 

The condition of firms entering the 
IBCisthereforecritical. Alarge proportion 
of firms proceeding to liquidation were 
already defunct before entering insol- 
vency.Onaverage,thevalueof theirassets 
was barely 5% of the claims against them. 
Four-fifths had ceased operations years 
carlier,possessed negligible going concern 

value, and had little prospect of revival. 
Expecting such firms to be revived 
throughinsolvencyresolution isamisun- 
derstanding of both economicsand com- 
mercial reality. In such cases, continued 
attempts at revival only delayvalue reali- 
sation, increase costs, and trap scarce 

resources in unproductive enterprises. 

The effects of the rescue orientation 
arenowbecomingvisible.Liquidationrat- 
es havemoderated inrecent years. Howe- 
ver,thisappearstohave comeat the costof 
bothtimelyresolutionandvalue preserv- 
ation.The average time to arriveatareso- 
lutionplanin 2025-26was 886 days.Sim- 
ilarly, the value realised under resolution 
plans during January-March 2026 was 
only 23% of admitted claims. The trend 
underscores animportantreality: noteve- 
ry distressed company s capable of rescue. 

Asthe system matures,Indiamaynow 
be ready for differentiated insolvency 
pathways. At present, every corporate 

debtor must first undergo the resolution 
process, and liquidation follows only if it 
ends up with noapproved resolution plan. 
But many firms are manifestly beyond 
rescuefrom themoment theyenterinsol- 
vency. Requiring such firms to undergoa 
full resolution process merely delays the 
inevitable, erodes value, increases costs, 
and burdens institutional capacity. 

Several mature jurisdictions, includ- 
ingthe US, permit direct liquidation proc- 
eedings whererescueis commerciallyun- 
realistic.Indiashould seriously considera 
similar framework. Allowing creditors or 
adjudicatingauthorities to place evidently 
unviable firms directly into liquidation 
would preserve value,accelerate resource 
reallocation, reduce process costs, and 

allow the insolvency system to focus its 
energies on genuinely viable businesses. 

The success of the IBC should not be 
measured by how many firms are kept 
alive. It should be measured by whether 
the system efficiently preserves viable 
businesses and closes unviable ones.Res- 
cue should emerge from genuine eco- 
nomic viability, not from policy anxiety 
aboutclosure.Liquidationis notapathol- 
ogyofinsolvency law,but anintegral part 
of market efficiency.


