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Application of financial failure prediction models to Algerian industrial
companies
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Abstract: This study intends to implement a series of financial failure
prediction models (Altman, Conan and Holder, Gordon Springs, Kida and
Sherrod) on a sample of Algerian industrial entities to assess their predictive
efficacy regarding financial collapse. This study encompassed a sample of
six medium-sized industrial entities categorized into three groups depending
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on their financial position (totally bankrupt, successful, and on the verge of
bankruptcy) according to the financial statements from 2019 to 2022.
Following the computation of financial ratios and the overall z-score for each
model, the SPSS 25 software was employed to determine the correlation
coefficient among the models utilizing the principal component analysis
(PCA) method. The study determined that the Altman model is the most
effective and suitable for predicting financial failure in Algerian industrial
institutions, followed to a lesser degree by the Gordon Springs model, as both
rely on similar financial ratios, in contrast to the Sherrod model, which was
found to be ineffective. The Kida model projected the demise of all
institutions in the three situations, which is illogical and accounts for its
adverse connection with the other models.

Keywords: Financial failure, prediction models, Algerian manufacturing
companies
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