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Abstract : In this paper, the discrete-time model (Allison, 1982) is applied to predict financial distress
using industry effects (Chava and Jarrow, 2004), market-driven variables (Shumway, 2001), and
financial ratios for companies listed in Taiwan Stock Exchange. The maximum likelihood method is



employed to estimate the values of parameters of the discrete-time financial distress model. The
resulting estimates are analyzed through their asymptotic normal distributions. Empirical studies
demonstrate that our strategy developed from the discrete-time financial distress model can yield more
accurate out-of-sample forecasts than alternatives based on the logit model of Ohlson (1980) and the
probit model of Zmijewski (1984).
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