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ABSTRACT

This paper proposes a hybrid approach that predicts the failure of firms based on the past
business data, combining rough set approach and worst practice data envelopment analysis
(DEA). The worst practice DEA-can identify-worst performers (in quantitative financial data)
by placing them on the frontier-while the rules developed by rough set uses non-financial
information to predict the characteristics of failed firms. Both DEA and rough set are
commonly used in practice. However, they‘also have limitations. The hybrid model rough set
DEA takes the best of both models, by avoiding the pitfalls of each. For the experiment, the
financial data of 427 Taiwan firms from the electronic industry during the period 2002-2003
were selected. The results show that the hybrid approach is a promising alternative to the

conventional methods for failure prediction.

Keywords: Rough Set Theory, Data Envelopment Analysis, Firm Performance, Technical
Efficiency
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