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Alternative Financial Distress Prediction Models
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Abstract: The probability of financial distress is related to the
macroeconomic circumstances. However, previous prediction models, such as
Ohlson (1980) prediction models, failed to take account of macroeconomic
factors when differentiating distressed and non-distressed firms. Thus, this
study devises a macroeconomic discrete-time hazard model for predicting
financial distress base on data collected from Taiwanese listed firms. Five
types of auditors’ opinions are adopted in our models: going concern,
consistency, contingency, long-term investment audited by other auditors
(other auditor), and realized investment income based on non-audited financial
statements (no auditor). The results of Voung test demonstrate that
macroeconomic discrete-time hazard models perform better than single-period
Logit models. The results illustrated the usefulness of currency (M1b) supply
change ratio, one-year depositary interest rate change ratio, and consumer
price index change ratio in forecasting financial distress. In addition, we find
not only going concern but also other auditor opinions are relevant to the
likelihood of financial distress. We conclude that the predicting models, which
incorporate going concern or other auditor opinions, are more accurate. Both
macroeconomic factors and auditor opinions provide incremental information

content to enhance the accuracy of financial distress prediction.
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