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Abstract

KMV credit monitor model has been proposed as a potential approach to
circumvent credit risk of banking customers. This study investigates the function of
the KMV as an early warning vehicle in Taiwan’s banking industry. The empirical
analysis proceeds in two stages. First, we use KMV model to estimate the EDF of
sample companies, and then incorporate the EDF into Logit regression model to
establish an early warning system. The findings suggest that the EDF of KMV model
is significantly associated with probability of default in both 3rd and 4th quarters prior
to the financial crises of sample firms. Thus, an incorporation of KMV into the early

warning system does enhance its overall accuracy.
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R1 0.3518 0.2609 0.2203 0.1774 -6.627x % x
R2 0.4101 0.6149 0.1345 0.1414 20.671x% x
R4 0.2669 0.1501 0.2929 0.2016 -6.952x x x
R6 0.9052 0.4370 0.6774 0.2925 ~14.357x % x
R7 0.6991 0.3815 0.5257 0.2604 “12.041x % x
RS 107.8376 | 198.3442 86.9750 117.4105 11.747x x
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R10 422270 130.2913 57.9812 114.2102 12.484x x
R11 0.6805 0.1222 0.5048 0.1531 -24.743% % x
R12 1.8597 3.7114 2.6963 8.6730 3.587x % x
R13 1.1631 2.5667 1.4242 3.8731 6.033% % x
R14 1.3527 1.6298 5.8871 1.7304 1.058
R15 0.1102 0.2364 7.922E-02 | 0.1412 14.279x x
R16 0.2926 0.4124 0.2640 0.2955 5.897x % x
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R18 -18.3887 | 9.6207 78.4426 | 8.8062 8.585% x x
R19 -0.710 8.235E-02 | 0.8119 9.227E-02 | 10.460x % x
R20 -0.3802 0.1624 2.9288 0.1695 4.495% % x
R21 -10.1537 | 4.6496 53.1318 | 4.3158 6.738% % x
R22 2.18E-02 | 3.285E-02 | 5.991E-02 |2.537E-02 | 19.036x % x
R23 -0.7350 1.0555 2.1268 1.2762 15.621x x
R24 0.7340 13.1106 8.9338 21.7496 9.400% % x
R25 -453E-03 | 1.417E-02 | 5.582E-02 |0.1688 1.855x
R26 4.571E-02 | 0.4016 7.002E-02 | 1.0470 5.841% % x
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EDF 6.011553 6.891928 0.872260 0.3831
R2 -56.10330 21.71102 -2.584093 0.0098***
R10 0.095919 0.044799 2.141119 0.0323%*
R11 43.36804 17.88922 2.424256 0.0153%*
R17 0.329233 0.154317 2.133478 0.0329%*
R22 ~704.5008 296.8479 -2.373272 0.0176**
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R2 19.67498 8.883047  [2.214890 0.0268%**
RI1 12.78077 4.652929  [2.746822 0.0060%**
R15 -111.9258 40.02798  |-2.796189 0.0052%*
R16 47.10377 17.56190  |2.682157 0.0073%**
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