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This reserach would like to show the financial stress (liquidity crisis)
prediction model using binomial logit approach. A dummy variable (where 1 indicates a large company with
1 billion dollar or more in assets is in default and O indicates a non-default company) is used as the
dependent variable. The final explanatory variables are "Corp Bond Spread (Lag 24)" and "Stock market
Crash (Lag 12)". The liquidity crisis probability predicted by this model has strong predictive power of
public listed companies default number. The model is more precise in predicting financial stress on the
basis of defaults than the financial stress index given by the Federal Reserve Bank of Cleveland (CFSI).
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