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Abstract

Financial distress precedes bankruptcy. Most financial distress models actually

rely on bankruptcy data, which is easier to obtain. We obtained a dataset of

financially distressed but not yet bankrupt companies supplying a major auto

manufacturer. An early warning model successfully discriminated between these

distressed companies and a second group of similar but healthy companies.

Previous researchers argue the matched-sample design, on which some earlier

models were built, causes bias. To test for bias, the dataset was partitioned into

smaller samples that approach equal groupings. We statistically confirm the

presence of a bias and describe its impact on estimated classification rates.
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