Journal of Financial Accounting Research Vol. 9, No.4, Ser No. (34) 2018

The Role of Managerial Ability in Financial Distress Prediction

Shokrollah Khajavi*
Professor of Accounting, Shiraz University, Shiraz, Iran
Mohammad-Hossein Ghadirian-Arani
Ph.D. Candidate of Accounting, Shiraz University, Shiraz, Iran

Abstract

As poor management is generally acknowledged as one of the most key factors of business
failures, it is expected that managerial ability to be a useful variable in predicting financial
distress. The objective of this study is to increase the accuracy of financial distress
prediction by adopting managerial ability as a predictive variable. Therefore, financial
ratio—based models, and models utilizing both financial ratio and managerial ability was
compared by using data of a sample of 201 financially distressed and non-distressed firm-
years listed in the Tehran Stock Exchange from 2005 to 2016. The study results show that
the performance of combined models is significantly more than financial ratio-based
models in the Boosting, Bagging and Rotation Forest approaches. In other words,
managerial ability improves the performance of financial ratio-based models to predict
financial distress. Also, the secondary findings of this study showed that the more the
interval between prediction years and financial distress occurrence, the more effect of
managerial ability on performance of financial distress prediction models. Consequently,
findings of present study reveal that managerial ability is indeed valuable for financial
distress prediction.

Keywords: Financial Distress, Managerial Ability, Ensemble Classifiers, Tehran Stock
Exchange.
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