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ABSTRACT

USING FINANCIAL RATIOS IN PREDICTING FAILURE
OF THE JORDANIAN PUBLIC COMPANIES
USING DISCRIMINANT AND LOGISTIC ANALYSIS

MOHAMED TAYSIR A. AL-RAJABI

Kuwait University

The study examines the importance of using the financial ratios to predict
the failure of the public companies listed in Amman Stock Exchange. It uses a
sample of 26 pairs of failing and non-failing companies from the 1991 to 2002
period with 25 financial ratios and two statistical techniques which are: linear
discriminant analysis and logistic regression. The financial ratios cover solvency,
profitability, leverage and activity. The results indicate that the classification
accuracy of discriminant analysis and logistic regression is 96.2%. This implies
that the statistical models can be used to predict failure in Jordan as well as in
foreign countries but with using different financial ratios. Using Jacknife
technique to test for the external validation of the results indicates that these
models are reasonably accurate. However, the accuracy of these models
decreases when they are used to predict corporate failure during the second to
the fifth year before failure.
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