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EMPIRICAL RESULTS OF TESTING
THE ALTMAN MODELS (BANK SECTORS)

Abstract. An analysis of this study shows that the classification accuracy can be significantly improved with a
country-specific assessment, especially with the use of additional variables. In some country models, the information
provided by the additional variables helps to raise the classification accuracy to a higher level. The first
multidimensional bankruptcy prediction model was developed by E.I. Altman (1968) from New York. Following this
groundbreaking work, a multivariate approach to predicting disruptions has spread around the world to researchers in
finance, banking, and credit risk. Failure forecasting models are important tools for bankers, investors, asset
managers, rating agencies, and even problem firms themselves. The banking sector as the main provider of financing
in the economy is especially interested in minimizing the level of non-performing loans in order to maximize profit
from lending activities and reduce their own default risk.

Keywords: credit risks, empirical research, result, model, banking sector.

INTRODUCTION

Empirical and research methods theoretical search there are the following groups of research
methods:

Empirical, under which the externally real interaction of the subject and the object of study.

The basis of empirical methods is sensory knowledge (sensation, perception, presentation) and
instrument data.

General classification of empirical methods:

— Observation;

— Experiment;

Chatting;

— Poll;

— Questioning.

Study the process of products activities:

— Testing;

— Evaluation.

There are no pure empirical methods in scientific knowledge, since even for simple observation,
preliminary theoretical grounds - the choice of object for observation, hypothesis formulation etc.

General scientific empirical methods include observation, experiment, measurement.

Observation is often the only method for a number of natural sciences (a classic example is
astronomy, where all research is conducted using this method, and discoveries are made based on the
improvement of surveillance technology).

The empirical stage consists of 2 steps (stages) of work:

« the first stage is the process of obtaining, obtaining and fixing facts;

* The second stage is the primary processing and evaluation of the facts in their relationship, that is, it
includes:

+ understanding and strict description of extracted facts in terms of scientific language;

* classification of facts and identification of main dependencies between them.
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During this phase, the researcher performs:

o critical assessment and verification of each fact, clearing it from random and non-essential parts; o
description of each fact in scientific language.

Today, it is necessary to change the outlook of domestic scientific and practical circles in relation to
credit risk management in general, as well as its assessment and regulation. Credit risk management is
able to create added value for the banking business for its founders, as well as provide the bank with
additional stability and competitive advantages in the market.

MAIN PART

In modern conditions, the growth rate of lending to the real sector of the economy is accompanied by
fierce competition for the client, which forces banks to pursue an aggressive policy of taking excessive
risks, including by significantly reducing lending rates, as well as providing super-large loans.

In this situation, the cost of mistakes associated with the adoption of wrong economic decisions by the
bank is especially high, and issues of effective risk management become more important. At the same
time, insufficient theoretical understanding of credit risk, as well as the insignificant experience of Russian
banks in its assessment and regulation in the market, lead to the consideration of credit risk management
as a secondary activity derivative with respect to the strategy of asset growth and profit. In practice, risk
assessment units are often perceived as constraining the development of a bank’s business, delaying
decision-making. Equally relevant is the problem of insufficient consideration of the results of risk
assessment in decision making.

A significant problem is that this will lead commercial banks to the need to adapt the credit rating
models of potential borrowers, primarily the default rating models, to the specifics of companies issuing
bond loans.

The difficulty of regulating credit risk in practice is largely associated with a significant time lag
between the moment of its acceptance (and the beginning of earning income) and the period of its most
likely realization, which, as a rule, comes later. Unrealized credit risk, remaining unrecognized, can
accumulate for a long time in bank portfolios and lead to a rapid onset of catastrophic consequences.
Opportunities for risk management at this point are usually minimal.

The most common model for assessing the risk of a company’s default using the multiple
discriminant analysis method is the Altman model. In his work “Financial ratios. Discriminant analysis,
and the prediction of corporate bankruptcy, he investigated 66 American manufacturing companies from
1946 to 1965 and brought out a Z-discriminant, which allows companies to be classified as bankrupt or
not bankrupt. The advantage of multiple discriminant analysis is that it considers the entire profile of the
parameters inherent in the firm, as well as their interaction. The discriminant function converts the value
of variables into one discriminant score, or Z value, which is then used to classify companies. The
function obtained by Altman is as follows:

Z = 12X, + 14X, + 3,3X5 + 0,6X, + 0,999X:

Where Z is the resulting discriminant value, X1 is the share of net working capital in total assets, X2
is the share of retained earnings in total assets, X3 is the share of profit before interest and taxes in assets,
X4 is the ratio of equity to liabilities, X5 share of revenue in total assets. Thus, the variables represent five
categories of standard ratios, including liquidity, profitability, leverage, financial sustainability and
turnover.

Based on the value of Z-score, Altman concluded that there was a risk of a company default. If the
discriminant value Z> 2.9, then the company enters the zone of financial stability and the probability of
bankruptcy is extremely small. If the resulting value is in the range from 1.8 to 2.9, then it is not possible
to accurately determine the company in any group, this is the so-called gray zone. Finally, a company
belongs to the group of potential bankrupts if its Z-discriminant value is less than 1.8.

A huge advantage of the Altman model is its high prediction accuracy (up to 70% of correctly
predicted defaults over five years).

In this subclass of models, it is also advisable to consider the model of D. Chessser, which is aimed
not only at identifying a potential default, but also of any deviations from the contract between the lender
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and the borrower. Chesser investigated 74 bank loans, an equal number of which belonged to groups of
good and bad borrowers, that is, those who fully and not fully complied with the terms of the contract,

respectively. Based on the analysis of financial statements, the author derived the following model.
1

Zchesser = 1+e7

Y = —2,0432 - 5,24X, + 0,0053X, — 6,6507X3 + 4,4009X, — 0,0791X5 — 0,122X,

Where X1 - (Cash + Marketable Securities) / Total Assets, X2 - Net Sales / (Cash + Marketable
Securities), X3 - Gross Income / Aggregate Assets, X4 - Total Debt / Total Assets, X5 - Principal capital /
Net assets, X6 - Working capital / Net sales.

Moreover, if the discriminant value Z Chesser > 0.5, then the company is referred to as bad
borrowers and vice versa. The Altman model assesses the threat of bankruptcy of the company, while the
Chesser model aims to identify the risk of any deviation from the initial arrangements of the bank and the
borrower, that most of the significant variables in these models are different. These models allow, without
much time and computational effort, to analyze a large number of companies and identify problems at an
early stage of their occurrence.

Finally, the third type of model based on financial reporting indicators is the binary choice models,
logit and probit models, which are based on logistic regression, not linear. The differences are in different
distributions of the probability of default and in the types of functional dependence characteristic for the
company indicators and the risk of default. Within the framework of these models, at the first stage,
important indicators of the creditworthiness of the borrowing company are identified, and at the second
stage, the probability of bankruptcy is estimated. Thus, binary choice models imply two types of variables:
a combination of independent indicators and a dependent variable indicating which group the borrower
should be assigned to.

There are some differences between these models and models based on multiplicative discriminant
analysis, for example, from the Altman model. Logit-models suggest obtaining an accurate estimate of the
probability of default, which belongs to the interval from 0 to 1. However, as in the models of
discriminant analysis, logistic models consider bankruptcy as an event that occurs all at once, and not
during a certain time. It is important to remember here that the logistic model is sensitive to
multicollinearity, that is, to the presence of a linear relationship between explanatory factors, and the
results can be distorted.

So, Altman in his research work showed that the discriminant analysis proposed by him based on
financial indicators makes it possible to assess the risk of default more accurately than a model based on
neural networks.

The main advantages and disadvantages of the credit risk assessment models described above are
summarized in summary table 1.

Table 1 - Advantages and disadvantages of default assessment models

Market-based models Models based on fundamental indicators Modern models

Macroeconomic Models based on Models used by rating
models accounting and agencies
financial reporting
indicators
High predictive power; | Accounting for the Availability of High predictive High predictive
Availability of cyclical economy; information; power; power;
information on the Application in High accuracy of the Ease of settlement. Accounting for non-
market. cross-analysis. results. parametric quantities.

The need to fulfill the
hypothesis of market
efficiency;

The need for a large
array of data.

The difficulty of
defining cycles;
The difficulty of
determining the risk
of default of a
particular borrower.

Analysis of historical
data;

The possibility of
inaccurate reporting.

Rating review is not
permanent.

High temporal and
physical costs.
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According to the results of the analysis of models for assessing the financial stability of companies,
the Altman model based on the MDA method and financial reporting indicators was chosen as the base
model. The selected model is characterized by high predictive power, and is also attractive due to the
availability of information on the financial performance of the analyzed companies. It is often used in
research in both Western developed markets and emerging markets in Asia.

Recall that according to the Altman model, the higher the value of the resulting factor, the lower the
probability of bankruptcy.

We can argue that the value of the credit risk of issuing companies, calculated using the Altman
model, is higher than the corresponding level for companies that have not issued bonds. Thus, the first
hypothesis is confirmed.

Table 2 - Descriptive Variable Statistics

The average SKO Minimum Maximum
X, 0.147635828 0.144176101 -0.348446567 0.639274294
X, 0.117852828 0.653566039 -6.016205016 1.612845732
X5 0.091206011 0.084531972 -0.26560057 0.43921012
X4 0.516731903 0.493546697 -0.571806294 3.404594468
Xs 1.112915585 0.839535811 0.118466409 4.336328801
YLD 5.193924051 12.45066287 -121 93
NUM 1.638618093 1.101220349 0 5.087596335
AMT 0.804289933 2.048587107 0.019037015 23.91882093
RTG 11.04968944 3.377871449 0 21

Further, an econometric study was based solely on bond companies. Table 8 provides descriptive
statistics for both the variables of the base model and the proposed new variables related to the
characteristics of the bond issue.

Then a correlation matrix was constructed in order for the inclusion of new variables in the model to
be statistically justified. The obtained values of the sample correlation coefficients were less than 0.7 in
absolute value, which indicates the absence of a strong correlation between the explanatory factors. This
allows us to proceed to the next step of building a regression model.

CONCLUSION

As a result, a model was chosen to conduct further research to determine whether there is a
relationship between the bond issues of the company and its credit risk. Also, it is important to note that in
a statistical study, credit ratings assigned by rating agencies were used as a dependent variable. Since
credit ratings are based on estimates of the probability of default, expected losses and some qualitative
indicators of a borrowing company, ratings can be included in the model as indicators of a company's
credit risk.

The paper tested and proved the hypothesis about the applicability of the model of E. Altman in the
Russian market. The accuracy of the assessment was set at 93%, and the high probability of bankruptcy
for Russian companies was reduced to Z = 1.23 compared with 1.8, proposed by Altman directly.

Thus, the Altman model was chosen for further research, since it allows determining the risk of
default with high accuracy using available information on the financial performance of companies.

A.Il. Cannna

K.CornaeBa atsiHnarsl Kazak YITTHIK TEXHHKAIBIK TEXHHKAIBIK YHHBEPCHTETI,
D.A. TypebaeBa aTeIHIAFHI K0OaMapAbl OACKapy HHCTUTYTHI

ALTMAN MOJAEJBAEPIH TECTUIEYAIH SMIINPUKAJIBIK HOTUXEJEPI (BAHK CEKTOPBI)
Annoranusi. OCbl 3epTTEYAiH TalAaybl, dcipece KOChIMIIA aiHBIMAIbl MOHIEP/I KOJIAHY apKbUIbI, CIIIiH

HAKThl OaraJlaybIMEH KIKTCYAIH IOJIITIH alTapiblKTall jkakcapTyra OOJIATBIHABIFBIH Kepcerenmi. Keitbip en
MOJIENbJIepiHAe, KOCHIMIIA aWHBIMANBI MaTepHaiiap YCBIHATHIH aKmapaT KIKTey IONAICiH KOFapbl JCHrewre
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KeTepyre KeMmekTecemi. bipinmm kemenmemMai 0aHKpOTTHl O0opkay momemin D.W. o3ipnemi. AntMman (1968) Hero-
Mopkren. Byl aHAWIbIT KYMBICTBIH apKAChIHIA aKayJIapiblH OOKayblHA KeIl MOHAI Ke3Kapac OyKin omemse
Kapbl, OaHK *OHE HECHENIK TOyeKeN 3epTTeylIlIepiHe Tapayabsl. AKaymapabl 0oipkay MoJenbaepi OaHKupIiepre,
HHBECTOpJIapra, aKTHBTEPAl OacKapylIblIapra, PEHTHHI arcHTTIKTEPIHE OHE TINTI MPoOJieMalblK (pupMaiapra
MaHbI3/Ibl Kypajmap OoJbin TaObuiaAbl. BaHK CEKTOPHl SKOHOMHUKAHBI Kap)KbUIAHIBIPYABIH OacThl MpoBaiinepi
peTiHzie, HeCHeNiK KbI3METTEH Maija amyabl apTThIpy JKoHE e3/epiHiH AedOoNT ToyekenJepiH a3alTy MaKcaTbhIHAA
YKYMBIC ICTeMEHTIH HECHEJICPiH ACHICHiH OaphIHINa a3aiTyFa MYIIEI.
Tyiiingi ce3mep: KPEAUTTIK TOYCKEIACP, SMIMPUKANIBIK 3€PTTEYIEP, HOTHKE, MOJICIb, OAHK CEKTOPHI.

A.Il. Canuna

Kazaxckuil HallMOHANBHBIN HCCIIeI0BATENbCKIN TexHuueckui yauBepeuteT uM. K. Carnaesa,
WHCTUTYT yIpaBieHus npoekramu uM. O. A. TypkebaeBa

SMIIMPUYECKUE PE3YJIbTATBI TECTUPOBAHMSI MOJIEJIEA AJIbTMAHA
(BAHKOBCKUH CEKTOP)

AHHOTAUMA. AHAIM3 OTOrO0 WCCICJOBAHMS IMOKA3bIBAET, YTO TOYHOCTh KJIACCU(UKAIMA MOXKET OBITh
3HAYUTEBHO YIIYYIICHA C OIEHKOM 10 KOHKPETHOM CTpaHe, OCOOCHHO C HCIOJIb30BAHHEM IOIMOJHHTEIBHBIX
HepeMeHHle. B HeKOTOpI)IX MOACIAX CTpaH l/IH(bOpMaLlI/lﬂ, HpeﬂOCTaBHeHHaH JOIIOJIHUTCIIbHBIMU HepeMeHHbIMI/I,
MOMOTaeT MOMHATh TOYHOCTh Kiaccu(ukaiuu Ha OoJjiee BBICOKMH ypOBeHb. [lepBasi MHOTOMEpHas MOJICIb
POTHO3MPOBAHMA OAHKPOTCTBA Oblma paspaborana .M. Amprmanom (1968) u3 Hero-Mopka. [Tocne 3toit
HOBATOPCKOH pabOThl MHOTOBapHUAHTHBIA IMOAXO0J K MPOTHO3UPOBAHHIO COOEB PACIPOCTPAHMIICSA MO BCEMY MHUPY
cpenu MccienoBareiedl B oOnacté (pHHAHCOB, OAHKOBCKHMX W KPEAWTHBIX PHUCKOB. MOJENIH MNPOTHO3UPOBAHUS
OTKAa30B SBJIIOTCS BaXKHBIMM MHCTPYMEHTAMH /Il OAHKMPOB, HHBECTOPOB, YIIPABIIAIONIMX AKTHBAMM, PEHTHHIOBBIX
areHTCTB M JaKe /IS cCaMuX MpoOJeMHBIX (upM. BaHKOBCKHI CEKTOP KaK OCHOBHOM ITOCTABIIMK (PMHAHCHPOBAHUS B
9KOHOMHUKE OCOOCHHO 3aMHTEPECOBAH B MUHHMH3ALUHU YPOBHS HEPaOOTAMOIIMX KPEAUTOB C LENbI0 MAKCHMHU3AIMN
MpUOBLTH OT KPEAUTHOM JAEATEIBHOCTH U CHU)KEHHSI COOCTBEHHOTO pUcKa aedora.

KaroueBble ci10Ba: KpeAUTHBIC PUCKH, IMITUPUUECKHUE UCCIIEI0BAHUS, PE3YIbTAT, MOIEJIb, OAHKOBCKHIA CEKTOP.

Caejennus 00 aBTOpax:
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