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Applying Grey Relational Analysis and Back-Propagation Neural
Network to Establish an Early Warning Model for Financial Crisis
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Abstract

Based on grey relational analysis and back-propagation neutral network, this study
was proposed to examine if it is possible to use less information to obtain a better early
warming model for financial crisis. It will assist business corporations to effectively
forecast their financial issues before causing tremendous loss.

A total of 37 corporations having crises happened during 2009 to 2012 were
randomly sampled from the data base of Taiwan Economics Journal. Research results
showed that 6 financial indicators and 1 corporate governance indicator are identified as
the key factors and Model I, with a correctness of 92.6%, has a higher prediction level
than Models II, III, and IV. This study reached a conclusion that it is not really necessary
to use numerous data to build an early warning model, gray relational analysis and neural
network can be applied to improve the efficiency and effectiveness of model building
process.
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