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2.3.2 ROC (Receiver Operating Characteristic) Hif
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The Study of Sample Selection Bias in
Corporate Financial Distress Prediction Model:
An Example of Taiwan Listed Companies

Lin, Yu-Ling, Ta-Cheng Chang and
Shin-Pin Huang

Abstract

Traditionally, most scholars use the sample of accepted applicants
in building financial distress prediction models and neglect the sample
of rejected applicants. These models cannot reflect the variation of
population and the interactive effects among all variables, and do not
consider the problem of sample selection bias. Therefore, the fitness
and prediction ability of the models would be affected. In this paper,
the reject inference technology is considered in the financial distress
prediction as building the modified Heckman two-stage sample
selection model. Using the modified model and Taiwan’s listed
companies as examples, we could find that the application and the
default stages are highly correlated in distress prediction. In other
words, if the modified model is not used, the sample selection bias
would result. After observing the fitness and prediction ability of our
modified Heckman two-stage sample selection model relative to
traditional financial distress prediction models, we discover that the
prediction performance of the former is superior.
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