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		Eastern Airlines' bankruptcy illustrates the devastating effect of court-sponsored asset stripping-using creditors' collateral to invest in negative net present value "lottery ticket" investments-on firm value. During bankruptcy, Eastern's value dropped over 50%. We show that a substantial portion of this value decline occurred because an over- protective court insulated Eastern from market forces and allowed value-destroying operations to continue long after it was clear Eastern should be shut down. The failure of Eastern's bankruptcy demonstrates the importance of the court's role in protecting a distressed firm's assets, not only from a run by creditors, but also from overly optimistic managers. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: G32, G33, G34, J51, J52

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Weiss,  Lawrence A. and Wruck,  Karen H., Information Problems, Conflicts of Interest and Asset Stripping: Chapter 11's Failure in the Case of Eastern Airlines (November 8, 1997). Harvard Business School Working Paper No. 97-013, and/or INSEAD Working Paper 96/48/AC,  Available at SSRN: https://ssrn.com/abstract=60064 or http://dx.doi.org/10.2139/ssrn.60064 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lawrence A. Weiss

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				MIT  ( email )

			

			
			
				
				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Karen H. Wruck (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Ohio State University - Fisher College of Business, Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Ohio State University - Fisher College of Business, Department of Finance  ( email )

			

			
			
				
				
				
					2100 Neil Avenue
Columbus, OH  43210-1144
United States
614-292-4330 (Phone)
614-292-2418 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://https://fisher.osu.edu/people/wruck.1
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,233

			

		
		
		
			Abstract Views

			   14,666

		

		
		 
		
			Rank

			   31,293

		

		
	


	
		
            
            	       47 Citations
		

	

	
		
			
				       17 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Ohio State University, Fisher College of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Ohio State University, Fisher College of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,942

                                    

                                    
                                        PAPERS

                                              597

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Darren T. Roulstone at Ohio State University (OSU) - Fisher College of Business, Kewei Hou at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Bankruptcy, Reorganization & Creditors eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Bankruptcy, Reorganization & Creditors eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,440

                                    

                                    
                                        PAPERS

                                            5,371

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Barry E. Adler at New York University School of Law

                                    

                                
                            

                        

                    

                
	
                    Transportation, Economy & Society eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Transportation, Economy & Society eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               57

                                    

                                    
                                        PAPERS

                                            3,011

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Debt Enforcement Around the World

                        
                            By
                                
                                
                                    
                                    Simeon Djankov, 
                                    
                                
                                    
                                    Oliver Hart, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Debt Enforcement Around the World

                        
                            By
                                
                                
                                    
                                    Simeon Djankov, 
                                    
                                
                                    
                                    Oliver Hart, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Costs of Bankruptcy

                        
                            By
                                
                                
                                    
                                    Arturo Bris, 
                                    
                                
                                    
                                    Ivo Welch, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Valuation of Bankrupt Firms

                            
                                By
                                    
                                    
                                        
                                        Stuart C. Gilson, 
                                        
                                    
                                        
                                        Edith S. Hotchkiss, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A New Approach to Corporate Reorganizations

                            
                                By
                                    
                                    
                                        
                                        Lucian A. Bebchuk
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Efficiency and Reallocation Decisions of Bankrupt Firms

                            
                                By
                                    
                                    
                                        
                                        Vojislav Maksimovic
                                         and 
                                    
                                        
                                        Gordon M. Phillips
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy Around the World: Explanations of its Relative Use

                            
                                By
                                    
                                    
                                        
                                        Stijn Claessens
                                         and 
                                    
                                        
                                        Leora F. Klapper
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Bankruptcy Codes Matter? A Study of Defaults in France, Germany and the UK

                            
                                By
                                    
                                    
                                        
                                        Sergei Davydenko
                                         and 
                                    
                                        
                                        Julian R. Franks
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Vulture Investors and the Market for Control of Distressed Firms

                            
                                By
                                    
                                    
                                        
                                        Edith S. Hotchkiss
                                         and 
                                    
                                        
                                        Robert M. Mooradian
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Costs of Conflict Resolution and Financial Distress:  Evidence from the Texaco-Pennzoil Litigation

                            
                                By
                                    
                                    
                                        
                                        David M. Cutler
                                         and 
                                    
                                        
                                        Lawrence H. Summers
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
