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Abstract

This paper is intended to employ Cox’s retro survival analysis model to
examine whether Taiwan’s local bank may experience failure in the future that
has a non-performing loans ratio (“NPLR”) of 5% or more. Our sample
financial institutions are those which, as between June 30, 2003 and December
31, 2006 had an NPLR of over 5%, or a capital adequacy ratio (“CAR” > BIS
ratio) of less than 8%, or encountered a run. Such sample institutions were
being traced up to December 31, 2009, to see if any failure may have occurred.

This study uses the CAMEL indicators in the financial early warning
system as well as such interpretative variables as have been adopted by other
literatures, to analyze the principal reasons of the local banks’ failures. The
primary characteristics of this study: the sampling method is different from that
used by past literatures. Firstly, sampled are those local banks which were
experiencing financial crises, and, by using Cox’s retro survival model, the key
factors affecting the eventual failure or non-failure of the local banks are then
analyzed and assessed, with the concept of survival built in the operation of a
bank. A positive diagnosis suggests that the risk of failure peaked in the 12"
and 18" season after the crisis appeared; that the CAR, NPLR and total assets
during the survival of a bank in crisis are apparently interrelated; and that there
are noticeable differences between a surviving bank and a failed bank, suggesting
that the risk of failure may be lowered for those local banks which have a higher
CAR, a lower NPLR and more total assets.

Keywords: early warning system of financial institutions; survival analysis survival
time ; survival rate
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