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Abstract

The Neuro-Logit is simply one layer Artificial Neural Network (ANN), acts as Logistic Regression
Analysis (Logit) and consists of two neurons (the first neuron is assessing financial distress occurrence
probability and the second neuron is measuring the competence probability). Neuro-Logit model reduces
most of ANN and Logit limitations. ANN and Logit are widely used as modeling methods in many
business applications, particularly corporate failure prediction (Early Warning); as the last decades
witnessed continuous financial crises outcropping. The sample in this research has been drawn from the
available financial statements (Financial Ratio-Based Model) which belonged to most active non-
financial firms in Egyptian stock markets. The observations are quarterly basis, covering six-year time
span (2004-2009). The overall results show that Neuro-Logit model has superior outcome comparing to
legacy Logit model; whereas the overall correct classification accuracy rate is almost 87% with Type |
error rate (costly error) 10% and Type | error rate reaches 0% in classification test. But in prediction test
the legacy Logit is still powerful (81.58% correct classification rate with sensitivity rate 89.47%). The
research is presenting empirically an innovative modeling approach; where the ANN is used as statistical
tool.
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