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Early Warning Indicators for Forecasting Financial Crises 

Dr. Kasem Al -Naimi                                    Dr. Nesreen Khan 
 

Abstract. 

This study aims to identify how much the consolidated models of financial analysis 

being used to predict the financial crises early in banks. The study chose (5) banks 

working in KSA. The statements of financial analysis were collected from the 

consolidated financial statements disclosed by banks. In addition, a set of indicators, 

including economic indicators (such as GDP) and financial indicators (such as capital 

adequacy, asset quality, liquidity, average profits and competitiveness), were used. The 

study reached a standard model to measure the contribution of the key indicators in 

order to identify the effectiveness of Early Warning System in KSA. The general form 

of régression model : 

 
F = 0.226M2 + 0.145M3 + 0.308M4 + 0.156M6 + 0.120M6 + 0.014M8 + 0.270M9 

In addition, the logistic model was developed to assess the effect of economic changes 

in predicting the financial crises in banks before occurring, to be a criterion to the Early 

Warning System in KSA. The model was developed based on statements from the five 

banks included in the study, and the general form of general model for banks has been 

developed. 

The general form of model :    

Z = 0.2 X1 + 0.2 X2 + 0.204 X3 + 0.196 X4 + 0.194 X5 

Thus, Z = the level of financial crisis occurring, X1 = Capital Adequacy Index. X2 = 

Asset Quality Index, X3 = Liquidity Index, X4 = Average Profits and Competitiveness, 

X5 = Change Index of GDP in KSA. We can use this equation to assess the level of 

financial crisis occurring at any of the banks included in the study. 

 

Keywords : Early, Warning, Indicators, Forecasting, Financial, Crises. 
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