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A Empirical Study of the Financial Crisis Warning Model
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Abstract

In recent years, with the economic globalization and liberalization, the Chinese
enterprises are facing fierce competition and challenges. In this complex and volatile
economic environment, companies can easily fall into the financial crisis, which is
directly bound up with their survival and development. Based on this, it is necessary
to help enterprises to establish a scientific and effective financial crisis warning model
to predict and resolve the financial crisis.

Financial crisis is an enduring issue in foreign countries, whether in academia or
practitioners. From the beginning of 1960s, they are continuously exploring the
establishment and application of the financial crisis warning models. However, the
study on that subject in China is relatively hysteretic. What’s more, there’re some
limitations in the modeling methods and the choice of early warning indicators in the
majority of research: using multivariate discriminant analysis method, basing on the
financial statements but overlooking cash flow and non-financial information. View of
this, drawing on the previous study, cash flow financial indicators and non-financial
indicators are brought into the financial crisis warning model in this paper, in hopes of
improving the model.

Based on the analysis of the external and internal influencing factors of financial
crisis, this article added cash flow and non-financial indicators to the model. Then, the
primary indicators were screened by the significance analysis and correlation analysis.
Next, this article used Fisher discriminatory analysis and Logistic regression
statistical to build the financial crisis warning models which were respectively on the
basis of early warning financial indicators, optimized indicators and different year
data. Finally, the models were contrasted according to the predictive results.

The results firstly showed that predicting financial crisis is feasible, and the
prediction accuracy is gradually improved with the approach of financial distress.
Secondly, early financial indicators owe obvious predictive value. Thirdly, the
improved cash flow indicators increase the model accuracy. Lastly, the non-financial

indicators also are helpful to the model accuracy.
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