
Copyright : © the author(s), publisher and licensee Technoscience Academy. This is an open-access article distributed 

under the terms of the Creative Commons Attribution Non-Commercial License, which permits unrestricted non-

commercial use, distribution, and reproduction in any medium, provided the original work is properly cited 

International Journal of Scientific Research in Science, Engineering and Technology 

Print ISSN: 2395-1990 | Online ISSN : 2394-4099 (www.ijsrset.com) 

doi :  https://doi.org/10.32628/IJSRSET207533 

 

 
161 

The Business Failure Prediction Using Statistical Approach 

Handrie Noprisson 

Faculty of Computer Science, Universitas Mercu Buana, Jakarta Barat, Indonesia 

handrie.noprisson@mercubuana.ac.id 

 

 

 

Article Info 

Volume 7 Issue 5 

Page Number: 161-168 

Publication Issue : 

September-October-2020  

 

 

 

 

 

Article History 

Accepted : 20 Sep  2020 

Published : 27 Sep 2020 

 

ABSTRACT 

 

The topic of business failure is important because it can be used as a basis for 

policy making by stakeholders in a company or government. The results of 

business failure predictions can be used as company managers to take 

preventive measures for business failure. This study aim is to study the 

literature regarding the methods and results of predicting business failure from 

various sectors and regions. We used PRISMA (preferred reporting items for 

systematic reviews and meta-analyses) for conducting this research. As the 

result, we found twelve statistical methods for business failure prediction, 

including Hybrid Failure Prediction (HFP), Altman’s Z-score Model, Data 

Envelopment Analysis (DEA), Logistic Regression (LR), Neural Networks (NN), 

Support Vector Machine (SVM), Kernel Fuzzy C-Means (KFCM), IN01, IN05, 

Ohlson Model, Cart-Based Model and Cash-Flow-Based Measures. The highest 

result obtained by using cart-based model for dataset of financial indicators of 

Slovak companies with 92,00% accuracy. 
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I. INTRODUCTION 

 

One of the important issues of companies that many 

researchers study is the prediction of business failure. 

Companies can use information about bankruptcy 

predictions as a reference in making decisions. 

Predictions of business failure can be learned from the 

experiences of other companies and the company's 

existing internal conditions. From the results of this 

study, it can be seen the possibilities that will happen 

to the company in the future [1]–[4] 

 

A company works because of the interaction between 

financial institutions, creditors, auditors, shareholders, 

employees, investors, customers and others. In other 

words, company performance is a moral and economic 

responsibility to all parties who interact with the 

company [5]–[8]. 

 

A business failure, especially at large estates, will have 

a social impact and decrease the economic 

performance of a region and even a country.  With 

knowledge of business failure predictions, top-level 

management can make specific policies to reduce 

losses to the company. In addition, knowledge about 
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predicting business failure can be used by investors to 

develop new strategies for managing investments [9]–

[12]. 

 

Due to the importance of predicting business failure, 

this study attempts to study the literature regarding 

the methods and results of predicting business failure 

from various sectors and regions. The business failure 

prediction methods, such as Logistic Regression 

(LR)[13], Neural Networks (NN) [14], Support Vector 

Machine (SVM) [15], Kernel Fuzzy C-Means (KFCM), 

Hybrid Failure Prediction (HFP), Data Envelopment 

Analysis (DEA), and so forth, will be reviewed.  

 

This research can be useful for companies as a 

consideration for making predictive models in the 

company to determine the condition of their company 

in the future. To achieve the research goal, we defined 

the research questions of this research as follow: 

 

RQ1: What is the dataset used for business failure 

prediction research? 

RQ2: What is the statistical method used for 

predicting business failure? 

RQ3: What is the method that obtained the highest 

accuracy for business failure prediction? 

 

II. METHODS AND MATERIAL 

 

This research is adapted PRISMA method which is 

introduced by Moher et al. in 2005 for review 

scientific articles [16]–[18]. The completed phases of 

research can be seen in Figure below. 

 

Figure 1:  Research phase of this study 

To complete phase of research, we find out the articles 

from, Science Direct, Google Scholar, IEEE Xplore and 

Wiley Online Library and ProQuest by using keyword 

“business failure prediction. The final data of this 

research after we conducted inclusion criteria phase 

can be seen in Table 1 below. 

TABLE I 

DATA COLLECTION 

Title Publication Source 

Developing a 

business failure 

prediction model 

via RST, GRA 

and CBR 

Expert Systems 

with 

Applications 

[19] 

Business failure 

prediction for 

publicly listed 

companies in 

china 

Journal of 

Business & 

Management 

[20] 

Prediction of 

agricultural 

enterprises 

distress using 

data 

envelopment 

analysis 

Proceedings of 

the 11th 

International 

Scientific 

Conference 

European 

Financial 

Systems 

[21] 

Financial ratio 

selection for 

business failure 

prediction using 

soft set theory 

Knowledge-

Based Systems 
[22] 

Business failure 

prediction using 

Fuzzy C-Means 

with kernel 

method 

DEStech 

Transactions on 

Social Science, 

Education and 

Human Science 

[23] 

 Identification
n = 765

Screening
= 80

Eligibility
= 20

Inclusion 
Criteria 

n = 8
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Title Publication Source 

Predictive 

potential and 

risks of selected 

bankruptcy 

prediction 

models in the 

Slovak business 

environment 

Journal of 

Business 

Economics and 

Management 

[24] 

Business failure 

prediction using 

cart-based 

model: A case of 

Slovak 

companies 

Ekonomicko-

manazerske 

spektrum 

[25] 

A comparison: 

accrual versus 

cash flow based 

financial 

measures’ 

performance in 

predicting 

business failure 

Journal of 

Accounting and 

Finance 

[26] 

 

 

III. RESULTS AND DISCUSSION  

 

To answer research questions as the result of this 

research, we elaborated it into three section, including 

dataset, statistical method and comparison of 

prediction result. 

A. Dataset 

In 2009, Lin et al. (2009) used dataset form Taiwan 

Stock Exchange Corporation (TSEC) for predicting 

corporate failure. Wang et al. (2010) used Chinese 

publicly listed companies for the period of September 

2000-September 2008 for predicting corporate failure.  

 

Bányiová et al. (2014) utilized dataset of Slovak 

agricultural companies from Ministry of Agriculture 

and Rural Development of the Slovak Republic. Xu et 

al. (2014) used data sets from Chinese listed firms 

from the Shenzhen Stock Exchange and Shanghai 

Stock Exchange in China.  

 

Moreover, Lu et al. (2016) used dataset from Shenzhen 

and Shanghai Stock Exchange, Gavurova et al. (2017) 

used CRIBIS (CRIF – Slovak Credit Bureau, s.r.o.) and 

Böhm et al. (2017) utilized Mattermark Dataset. 

Durica et al. (2019) used dataset of financial indicators 

of Slovak companies, and Bhandari et al. (2019) used 

COMPUSTAT dataset for prediction business failure. 

The completed list of dataset can be seen in Table 

below. 

 

TABLE II 

DATASET OF BUSINESS FAILURE PREDICTION 

 

Year Data Location Source 

2009 
Taiwan Stock Exchange 

Corporation (TSEC) 
Taiwan 

[19] 

 

2010 

Dataset of  delisted firms 

and matching non-

delisted firms in China. 

China 
[20] 

 

2014 

Ministry of Agriculture 

and Rural Development 

of the Slovak Republic 

Slovak 

Republic 

 

[21] 

2014 

Shenzhen Stock 

Exchange and Shanghai 

Stock Exchange 

China [22] 

2016 
Shenzhen and Shanghai 

Stock Exchange 
China 

[23] 

 

2017 
CRIBIS (CRIF – Slovak 

Credit Bureau, s.r.o.) 
Slovak [24] 

2017 Mattermark Dataset USA [27] 

2019 

Dataset of financial 

indicators of more  than  

100,000 Slovak  

companies 

Slovak [25] 

2019 COMPUSTAT  Global 
[26] 
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B. Statistical Method 

Based on research result, we found twelve statistical 

methods that is implemented for predicting business 

failure as can be seen in Table below. 

TABLE III 

STATISTICAL METHODS 

Method Source 

Hybrid Failure Prediction (HFP) [19] 

Altman’s Z-score Model [20] 

Data Envelopment Analysis (DEA) [21] 

Logistic Regression (LR) [22] 

Neural Networks (NN) [22] 

Support Vector Machine (SVM) [22], [27] 

Kernel Fuzzy C-Means (KFCM) [23] 

IN01 [24] 

IN05 [24] 

Ohlson Model [24] 

Cart-Based Model [25] 

Cash-Flow-Based (CF-Based) 

Measures 
[26] 

 

In 2009, Lin et al. proposed Hybrid Failure Prediction 

(HFP) for prediction business failure. The research 

used Rough Set Theory (RST) as a data pre-processor 

for Case Based-Reasoning (CBR), and that CBR 

utilized attribute weights derived from the Grey 

Relational Analysis (GRA), which showed the good 

performance in business failure prediction.  

TABLE IV 

RESULT OF HYBRID FAILURE PREDICTION 

Original data 

Testing data 

0 (Healthy 

firms) 

1 

(Management 

firms) 

0 (Healthy firms) 9 1 

1 (Management 

firms) 
4 16 

The average accuracy is 83.3% 

Source: [19] 

 

In 2010, the research by Wang et al. predicted failure 

of Chinese companies using Altman's Z-score model. 

In 2014, Bányiová et al. proposed Data Envelopment 

Analysis (DEA) as new approach for corporate failure 

prediction in agriculture enterprises which is focused 

to efficiency of decision-making units.  

 

DEA is a mathematical method based on linear 

programming that aims to analyse homogeneous 

subject groups in terms of the efficiency of the 

decision-making unit. In general, DEA can be done by 

calculating the technical efficiency of the decision 

making unit or the percentage of inputs that have 

been converted into outputs [21]. 

 

Moreover, Xu et al. (2014) conducted used three 

forecasting methods, including Logistic Regression 

(LR), Neural Networks (NN) and Support Vector 

Machine (SVM) to evaluate the corporate failure 

prediction performance.  

 

The research using SVM also conducted by Böhm et al. 

(2017) to classify business model based on their 

performance using data  mining techniques, Support  

Vector  Machines (SVM) [27]. This research 

identifying the survival of business model with an 

accuracy of 83.6 % using SVM with detail in Figure 

below. 

 

Figure 2:  Result of prediction using SVM 
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In 2016, Lu et al. proposed and found Kernel Fuzzy C-

Means (KFCM) with the polynomial kernel function 

obtained better performance than others. The other 

kernel that is used in this study are Gaussian, 

Polynomial, Sigmoid kernel function as elaborated 

below. 

(1) Gaussian  

𝐾(𝑥, 𝑦) = exp (
−‖𝑥 − 𝑦‖2

2𝜎2 ) 

(2) Polynomial 

𝐾(𝑥, 𝑦) = (𝑎 ∙ 〈𝑥, 𝑦〉 + 𝐶)𝑛 

(3) Sigmoid 

𝐾(𝑥, 𝑦) = (tanh(𝑎 ∙ 〈𝑥, 𝑦〉 + 𝐶) 

The result of data processing using Kernel Fuzzy C-

Means (KFCM) by using three kernel above is 

elaborated in Table below. 

TABLE V 

RESULT OF KERNEL FUZZY C-MEANS (KFCM) 

Group 
Kernel 

function 

Prediction accuracy (%) 

Normal ST Total 

1 Gaussian 93.87 61.61 77.74 

2 Polynomial 93.24 65.84 79.54 

3 Sigmoid 93.87 59.92 76.90 

Source: [23] 

 

In 2017, Gavurova et al. completed the research of 

bankruptcy prediction for Slovak business 

environment based on its predictive potential and risk 

by using IN01, IN05 and Ohlson Model. In 2019, 

Durica et al. also completed research regarding 

business failure in Slovak companies by using cart-

based model.  

 

Moreover, Bhandari et al (2019) conducted study 

regarding accrual versus cash flow based financial 

measures’ performance in predicting business failure. 

In this study stated that CF-based measures are a 

better than the accrual-accounting-based measures for 

business failure predictor.  

C. Comparison of Prediction Result 

Based on research data, Hybrid Failure Prediction 

(HFP) obtained accuracy 83,30%. The Altman’s Z-

score Model gained accuracy 87,50%. The Data 

Envelopment Analysis (DEA) achieved accuracy 

69,77%. The Logistic Regression (LR) obtained 

accuracy 83,13%. 

 

Moreover, Neural Networks (NN) obtained accuracy 

84,30%. Support Vector Machine (SVM) gained 

accuracy 86,80%. Kernel Fuzzy C-Means (KFCM) 

achieved accuracy 77,74%. Altman’s Z-score Model 

obtained accuracy 68,86%.  

 

The IN01 achieved accuracy 70.00%. The IN05 

achieved accuracy 66,57%. Ohlson Model gained 

accuracy 84,43%, Cart-Based Model gained accuracy 

92,00%. The Cash-Flow-Based (CF-Based) Measures 

gained accuracy 82,17%.  

 

The highest result obtained by using cart-based model 

for dataset of financial indicators of Slovak companies 

with 92,00% accuracy. 

 

TABLE VI 

ACCURACY OF CART-BASED MODEL 

 

Sample Observed 
Predicted % 

Correct No Yes 

Training No 61,845 3,099 95,2% 

 Yes 3,395 14,968 81,5% 

 Overall  78,3% 21,7% 92,2% 

Test No 15,177 799 95,0% 

 Yes 834 3,724 81,7% 

 Overall  78,0% 22,0% 92,0% 

Source: [25] 
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Figure 3:  Result of business failure prediction  

IV.  CONCLUSION 

 

In this research, we adapted PRISMA (preferred 

reporting items for systematic reviews and meta-

analyses) for completing this research. As the result, 

we identified twelve statistical methods for business 

failure prediction, including Hybrid Failure 

Prediction (HFP), Altman’s Z-score Model, Data 

Envelopment Analysis (DEA), Logistic Regression 

(LR), Neural Networks (NN), Support Vector Machine 

(SVM), Kernel Fuzzy C-Means (KFCM), IN01, IN05, 

Ohlson Model, Cart-Based Model and Cash-Flow-

Based Measures. The highest result obtained by using 

cart-based model for dataset of financial indicators of 

Slovak companies with 92,00% accuracy. 

 

V. REFERENCES 

[1] S. Mayr, C. Mitter, A. Kücher, and C. Duller, 

“Entrepreneur characteristics and differences in 

reasons for business failure: evidence from 

bankrupt Austrian SMEs , pp..,” J. Small Bus. 
Entrep., pp. 1–20, 2020. 

[2] S. Mukwarami, J. Mukwarami, and R. K. Tengeh, 

“Local economic development and small business 

failure: the case of a local municipality in South 

Africa,” Int. J. Bus. Glob., vol. 25, no. 4, pp. 489–

502, 2020. 

[3] N. Boso, I. Adeleye, F. Donbesuur, and M. 

Gyensare, “Do entrepreneurs always benefit from 

business failure experience?,” J. Bus. Res., vol. 98, 

pp. 370–379, 2019. 

[4] S. M. Sadatrasoul, O. and Ebadati, and R. Saedi, 

“A Hybrid Business Success Versus Failure 

Classification Prediction Model: A Case of 

Iranian Accelerated Start-ups,” J. AI Data Min., 
vol. 8, no. 2, pp. 279–287, 2020. 

[5] N. Muñoz-Izquierdo, M. J. Segovia-Vargas, and D. 

Pascual-Ezama, “Explaining the causes of 

business failure using audit report disclosures,” J. 
Bus. Res., vol. 98, pp. 403–414, 2019. 

[6] A. Ratnasari, D. Fitrianah, and W. H. Haji, 

“BPTrends Redesign Methodology (BPRM) for 

the Development Disaster Management 

Prevention Information System,” in Proceedings 
of the 2020 2nd Asia Pacific Information 
Technology Conference, 2020, pp. 113–117. 

[7] A. A. Pratama, D. I. Sensuse, and H. Noprisson, 

“A systematic literature review of business 

process improvement,” in 2017 International 
Conference on Information Technology Systems 
and Innovation, ICITSI 2017 - Proceedings, 2017, 

vol. 2018-Janua, pp. 26–31. 

[8] N. N. Annisa, D. I. Sensuse, and H. Noprisson, “A 

HFP Altman DEA LR NN SVM KFCM IN01 IN05 Ohlson
Cart-
Based

CF-Based

Accuracy 83.30% 87.50% 69.77% 83.13% 84.30% 86.80% 77.74% 70.00% 66.57% 84.43% 92.00% 82.17%

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%

60.00%

70.00%

80.00%

90.00%

100.00%

A
cc

u
ra

cy

Accuracy of Business Failure Prediction

http://www.ijsrset.com/


International Journal of Scientific Research in Science, Engineering and Technology | www.ijsrset.com | Vol 7 | Issue 5 

Handrie Noprisson  Int J Sci Res Sci Eng & Technol. September-October-2020; 7 (5) : 161-168 

 

 167 

systematic literature review of enterprise 

information systems implementation,” in 2017 
International Conference on Information 
Technology Systems and Innovation, ICITSI 2017 
- Proceedings, 2017, pp. 291–296. 

[9] M. F. Dzulfikar, D. I. Sensuse, and H. Noprisson, 

“A systematic literature review of information 

system adoption model applied to enterprise 2.0,” 

in International Conference on Information 
Technology Systems and Innovation (ICITSI), 
2017, pp. 14–19. 

[10] M. G. Martinez, F. Zouaghi, T. G. Marco, and C. 

Robinson, “What drives business failure? 

Exploring the role of internal and external 

knowledge capabilities during the global 

financial crisis,” J. Bus. Res., vol. 98, pp. 441–449, 

2019. 

[11] V. Scherger, A. Terceño, and H. Vigier, “A 

systematic overview of the prediction of business 

failure,” Int. J. Technol. Policy Manag., vol. 19, 

no. 2, pp. 196–211, 2019. 

[12] J. H. Brito, J. M. Pereira, A. F. da Silva, M. J. 

Angélico, A. Abreu, and S. Teixeira, “Machine 

Learning for Prediction of Business Company 

Failure in Hospitality Sector,” Adv. Tour. 
Technol. Smart Syst., pp. 307–317, 2020. 

[13] H. Wang, R. Zhu, and P. Ma, “Optimal 

Subsampling for Large Sample Logistic 

Regression,” J. Am. Stat. Assoc., vol. 113, no. 522, 

pp. 829–844, 2018. 

[14] M. Garcia, C. Valverde, M. I. Lopez, J. Poza, and 

R. Hornero, “Comparison of logistic regression 

and neural network classifiers in the detection of 

hard exudates in retinal images,” in Proceedings 
of the Annual International Conference of the 
IEEE Engineering in Medicine and Biology 
Society, EMBS, 2013, pp. 5891–5894. 

[15] D. Ramayanti and U. Salamah, “Complaint 

Classification Using Support Vector Machine for 

Indonesian Text Dataset,” Int. J. Sci. Res. Comput. 
Sci. Eng. Inf. Technol., vol. 3, no. 7, pp. 179–184, 

2018. 

[16] A. Liberati et al., “The PRISMA statement for 

reporting systematic reviews and meta-analyses 

of studies that evaluate health care interventions: 

explanation and elaboration,” J. Clin. Epidemiol., 
vol. 62, no. 10, pp. e1-34, 2009. 

[17] D. Moher, A. Liberati, J. Tetzlaff, and D. G. 

Altman, “Systematic Reviews and Meta-Analyses: 

The PRISMA Statement,” Annu. Intern. Med., 
vol. 151, no. 4, pp. 264–269, 2009. 

[18] R. Mohamed, M. Ghazali, and M. A. Samsudin, 

“A Systematic Review on Mathematical 

Language Learning Using PRISMA in Scopus 

Database,” Eurasia J. Math. Sci. Technol. Educ., 
vol. 16, no. 8, p. em1868, 2020. 

[19] R. H. Lin, Y. T. Wang, C. H. Wu, and C. L. 

Chuang, “Developing a business failure 

prediction model via RST, GRA and CBR,” 

Expert Syst. Appl., vol. 36, no. 2, pp. 1593–1600, 

2009. 

[20] Y. Wang and M. Campbell, “Business Failure 

Prediction for Publicly Listed Companies in 

China,” J. Bus. Manag., vol. 16, no. 1, 2010. 

[21] T. Bányiová, T. Bieliková, and A. Piterková, 

“Prediction of agricultural enterprises distress 

using data envelopment analysis,” in Proceedings 
of the 11th International Scientific Conference 
European Financial Systems, 2014, pp. 18–25. 

[22] W. Xu, Z. Xiao, X. Dang, D. Yang, and X. Yang, 

“Financial ratio selection for business failure 

prediction using soft set theory,” Knowledge-
Based Syst., vol. 63, pp. 59–67, 2014. 

[23] W. Lu, W. Qing, and W. Chong, “Business 

Failure Prediction using Fuzzy C-Means with 

Kernel Method,” in DEStech Transactions on 
Social Science, Education and Human Science, 

2016. 

[24] B. Gavurova, M. Packova, M. Misankova, and L. 

Smrcka, “Predictive potential and risks of 

selected bankruptcy prediction models in the 

Slovak business environment,” J. Bus. Econ. 
Manag., vol. 18, no. 6, pp. 1156–1173, 2017. 

[25] M. Durica, I. Podhorska, and P. Durana, 

“Business failure prediction using cart-based 

model: A case of Slovak companies,” Ekon. 
spektrum, vol. 13, no. 1, pp. 51–61, 2019. 

[26] S. Bhandari, V. Showers, and A. J. Johnson-

Snyder, “A Comparison: Accrual Versus Cash 

Flow Based Financial Measures’ Performance in 

Predicting Business Failure,” J. Account. Financ., 
vol. 19, no. 6, 2019. 

[27] M. . Böhm, J. . Weking, F. . Fortunat, S. . Müller, 

I. . Welpe, and H. Krcmar, “The Business Model 

DNA: Towards an Approach for Predicting 

Business Model Success,” in Proceedings der 13. 
Internationalen Tagung Wirtschaftsinformatik, 

2017, pp. 1006–1020. 

http://www.ijsrset.com/


International Journal of Scientific Research in Science, Engineering and Technology | www.ijsrset.com | Vol 7 | Issue 5 

Handrie Noprisson  Int J Sci Res Sci Eng & Technol. September-October-2020; 7 (5) : 161-168 

 

 168 

 

Cite this article as: 

 

Handrie Noprisson, "The Business Failure Prediction 

Using Statistical Approach", International Journal of 

Scientific Research in Science, Engineering and 

Technology (IJSRSET), Online ISSN : 2394-4099, 

Print ISSN : 2395-1990, Volume 7 Issue 5, pp. 161-168, 

September-October 2020. Available at 

doi : https://doi.org/10.32628/IJSRSET207533           

Journal URL : http://ijsrset.com/IJSRSET207533 

http://www.ijsrset.com/
https://doi.org/10.32628/IJSRSET207533
https://search.crossref.org/?q=10.32628/IJSRSET207533
http://ijsrset.com/IJSRSET207533

