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Abstract

This paper examines how India’s Insolvency and Bankruptcy Code, 2016 (IBC) reshaped
firms’ financing, investment, and efficiency of installed capital. The reform unified a
fragmented regime, strengthened financial creditors, and critically empowered operational
creditors to trigger resolution. Using firm-level panel data and a difference-in-differences
design based on pre-reform reliance on operational credit, I compare firms differentially
exposed to the IBC. Exposed firms reduced bank borrowing and curtailed fixed investment
after the reform, yet their capital productivity rose, consistent with tighter enforcement
shifting behavior from expansion to more disciplined asset use. Placebo exercises (a
faux reform date; randomized treatment) and robustness checks (quartile- and tertile-based
exposure) support a causal interpretation. The results highlight a demand-side channel
often under-emphasized in law-and-finance: when the threat of loss of control is credible,
stronger creditor rights can discipline the demand for credit and improve capital efficiency,
not merely expand credit supply.
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