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ABSTRACT

The determinants of German FDI to four main Latimérican economies reflect the stringent limitations
German MNCs had to export their products when thepart substitution industrialization strategy was
implemented throughout the region. To circumverg gervasive effects, they invested heavily to opgn
subsidiaries to locally produce what those highlsotected markets could not. Nowadays, German FDI as
primarily been directed to expand the market pregeaf German MNCs by modifying their operationsLatin
America in order to sell their products worldwide.
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|. INTRODUCTION

Capital flows from industrialized countries to degng ones have increased
significantly during the last decades (Chakrab&@02). After a period of financial
isolation from world private capital markets follmg the external debt crisis of
the early 1980s, Latin America witnessed a shavprsal of capital flows. Since
the beginning of the 1990s, most Latin Americanntoas were flooded with
massive amounts of foreign capital. Neither the iglax tequila crisis in 1995 nor
other external shocks that hit the region in the EB90s discouraged investors to
continue supplying funds to Latin America. The casigon of capital flows
entering the region greatly differed from what #dhpreviously experienced
(Tuman and Emmert, 2005). Back then, the majoriitgapital inflows were in the
form of syndicated bank loans to primarily finarmedget deficits. Later, portfolio
investors followed suit by adding considerable amtsuof capital into Latin
American assets. Capital inflows were encouragedl walcomed by recipient
countries because they served as a substitutedal $avings and allowed them to
finance current account deficits (Larrain, 2003).
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However, these capital inflows posed serious maomamic challenges on
Latin American economies (Ffrench-Davis, 2002)ednational trade emphasized
maintaining stable exchange rates among tradinthgrar Speculative portfolio
flows such as short-term investments caused hidhtiity that countervailed
sound monetary policies. Central Banks had to wetee in the foreign exchange
market in an attempt to keep exchange rates st#ldeording to Vial and
Cornelius (2002), Latin America explains nearly -tinied of the stock of foreign
direct investment (FDI) allocated to emerging ecoms. With an estimated
inbound FDI of almost US$ 20b, Brazil is the wosldecond most important host
country after China. Such a resurgence of capitadd to Latin America fuelled
many debates. Internal factors that influence ehpitows include intrinsic
characteristics of the recipient country such asrkeieoriented policies,
privatization efforts, and liberalization of thesapital accounts (Diamandis and
Drakos, 2005). Conversely, external ones includddmaede trends that indirectly
affect recipient countries such as globalizatioacrmeconomic performance, and
interest rates in the largest industrialized ecarsr(ECLAC, 2003).

Research carried out on FDI in Latin America haseguaturally focused on
the two largest capital providers: the United Staiad Spain. However, German
multinational companies (MNCs) have heavily invdstm the region and
contributed significantly to its growth and devaimgnt (Nunnenkamp, 2004).
Germany ranks third, behind the United States gradr5in terms of FDI stock by
taking into consideration reinvestments and invesitsivia related companies in a
third country (Rdsler, 2002). The composition ofr@an capital that enters Latin
America consists of FDI flows, new investments, éoahs. Since total FDI also
comprises reinvested local earnings and inter-compeans, the overall picture
can be deceiving when trying to look primarily a&wninvestments originating
from Germany. Thus, the underlying motives for GannMNCs to select Latin
American countries as a major destination are fiogether clear (Nunnenkamp,
2000).

This article underscores the macroeconomic andigadlielements that drive
German MNCs to supply funds in the form of FDI, nemestments, and portfolio
investment to Latin America from 1985 to 2003. Tdmalysis is important for
several reasons. First, Germany is not only threl thirgest foreign direct investor
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in Latin America via subsidiaries in third counsribut also the largest foreign
direct contributor that is not, in any form, rett® the region. In effect, Germany
is neither closely located to Latin America as thated States is nor culturally
related as Spain. Second, German FDI shows a ctetypldifferent pattern than

that of other countries as German MNCs did notigpéete in the privatization

wave that swept throughout the region in the 19908rd, German investment
concentrated in only a few yet highly capital irgiee industries. Finally, it is the
fact that some of German FDI undertaken by MNCs dizek to the beginning of
the 2d" century, long time before United States and Spawan investing in Latin

America.

The scope of this paper covers the region’s fourentistinctive economies
and major FDI recipients. In 1999, Argentina, Bka2hile, and Mexico accounted
for about 70 percent of total FDI stock in Latin Arta. It is organized as follows.
The next section summarizes the main political @adnomic events that have
occurred in these countries in the last two decables third section introduces the
German industry and the factors that promote aner dkfferent types and trends
of capital flows. Empirical results are shown irctsen four. Lastly, the final
section presents the conclusions.

Il. THE POLITICAL ECONOMY OF LATIN AMERICA

Following World War I, most Latin American courds adopted a
development strategy known as import substitutiadustrialization (ISI) to
promote economic growth by protecting themselvesnfthe rest of the world.
Several steps were vital to effectively implememi@l strategy. Tariffs, especially

on non-essential goods, were increased to levgls dniough to scare off importers.

Licensing and the creation of multiple exchangesawere used to shrink the
import bundle. Finally, government investment ity kedustries implied high entry
costs which allured private domestic investorgtidy, IS seemed to work well.
Most countries witnessed rapid economic growth eskiderable diversification
of their production structure. Politicians and amaits alike favored ISI as it
allowed their countries to deal with unreliabledgapartners and shortage of
intermediate goods. However, ISI turned out todss Isuccessful than previously
thought. According to Frieden and Stein (2001),sgomproblem was the missing
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transfer of knowledge needed to improve quality ammkure efficiencies.
Furthermore, planning necessary to prevent bottksne and resource
misallocations became difficult as domestic proslustere uncompetitive.
Governments realized too late that ISI was the grapproach to development
after their countries entered into deep recessions.

1. Argentina

The era of ISI in Argentina ended in 1976 wheduata Militar came to
power following a coup. The military regime tried thake the Argentinean
economy competitive by reducing import tariffs té@Gpercent average, supporting
the Argentinearpesq and lifting restrictions on foreign borrowing. pgte all
efforts, the military government was unable to agglish a non-inflationary
growth (Frieden and Stein, 2001). Late in 1978,e& ®conomic program was
introduced. It comprised a scheduled exchange detaluation known as the
tablita, price controls of public goods and services, asthblishing minimum
wages. The program was unsuccessful as inflatiopeggsures led to a currency
overvaluation. Foreign products kept flowing intoe tcountry and negatively
affected Argentina’s trade balance. The incomingegoement failed to stabilize a
highly inflationary economy. In 1985, the governinanroduced thélan Austral
which established a fixed exchange rate along wége and price freezes to lower
inflation. A year after inflation had declined tesk than 90 percent. Regrettably,
success was short-lived. Interest groups forcedytivernment to refrain from the
Plan Austral In the late 1980s, economic conditions deterastaand Argentina
was in crisis again. By mid-1989, a new governmimok office to implement
wide-ranging economic reforms to fight inflationdacut the accumulated foreign
debt. Its first actions included the privatizatiohlarge state-owned enterprises,
reduction of trade barriers, and financial deregoite(ECLAC, 2003).

Another weapon to combat hyperinflation was intrgtliin 1991 with the
approval of a Convertibility Plan that pegged thgextineanpesoone-to-one to
the US dollar. The Central Bank served as a cuyrdmmard responsible for
maintaining the peg and ensuring full convertiilkmong currencies. These
changes showed an immediate impact. Between 1991384, Argentinean GDP
grew, on average, about 8 percent annually comparad?2 percent between 1986
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and 1990. Inflation went down from four digits to average of about 30 percent
reaching 3.9 percent in 1994 and budget deficit rebsed noticeably.
Unemployment became a serious problem reachingoadigit levels in 1994
where it has since then remained (Ffrench-Davi8220

In January 1995, MERCOSUR entered into force argkatina suffered the
Tequila Crisis effects. Policy-makers found themwsglscrambling to defend the
currency board after bank deposits dropped by t@epeand US$ 5.5b flew out of
the country. That year, the Argentinean economgrdsd another GDP drop which
bounced back the following year. In 1997 and 199@entina’s authorities were
challenged by the Asian crises and the Russia'aldation and later default. These
events did not affect Argentina significantly as @DP continued to grow and
inflation remained low (ECLAC, 2003). However, ttievaluation of the Brazilian
real in early 1999 hit the Argentinean economy hardhg aloubts were raised
guestioning the sustainability of its convertilyilplan. By 1999, Argentina became
the biggest borrower among the emerging econonhieseased risk premiums
pushed debt-servicing costs to critical levels andebt default on bonds worth
US$ 95b became inevitable. In 2001, the countryoanoed the largest default in
world’s history despite the support of the IMF tatain access to new funds (Wise
and Roett, 2000).

2. Brazil

The oil shock of 1973 caused a dramatic declinBrail’'s terms of trade to
strike a negative trade balance since 80 percenitsobil consumption was
imported (Baumann, 2002). Instead of accepting eon@mic slowdown by
reducing oil consumption, the Brazilian governmenntinued importing oil at
higher prices. Foreign debt increased as it wad teséinance the current account
deficit. In 1979, Brazil walked into a democracytiwserious economic problems.
A second oil shock that year brought about anotieterioration of the country’s
terms of trade. In addition, rising world intereates increased the debt burden
since most of the country’s external debt was ewilfle interest rates (Stevens,
2000). In early 1986, the government introducedAtae Cruzaddo freeze prices,
wages, and the nominal exchange rate in an attémiring down inflation
(ECLAC, 2003).
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However, the situation worsened and the governnsson shifted to a
crawling peg exchange rate with daily devaluatidnhslid not take long until next
stabilization plans were imposed. The initially segsful Bresser Plan of 1987
failed at curving down inflation. The so-called Riand Beans Plan was passed in
1988 but inflation remained high (James and Velene003). The Summer Plan,
introduced in 1989, called for yet another freeteprices and wages but also
proved a failure. By late 1989, inflation had reagthinprecedented levels. In turn,
70 percent of private monetary and financial asset® frozen and the exchange
rate was floated. In 1991, the government frozenagaces and wages, devalued
the currency, and increased interest rates. loflatcontinued growing and
accusations of corruption erupted right after atsthmp in 1991 (Font, 2003).

In 1993, an austerity plan called Immediate ActiBlan was presented.
Government spending was cut by US$ 6b and taxatmle was tightened. Later
that year, a new stabilization program known asRl@ Realwas in place. It
comprised further fiscal adjustment measures (AnwathBaer, 2003). Moreover,
an indexing system was introduced according to lwhicices, wages, and
exchange rates were linked to a reference valledddhidade Real de Valorn
1994, thereal replaced theruzeiroas the official currency. A new government in
1995 re-established economic stability and fostepexivth. State controls were
reduced and many government-owned enterprises pvefaized. Restrictions on
foreign ownership were eliminated to attract foneigvestment at the time that
several reforms aimed at cutting public expendguteflation was brought under
control averaging less than 10 percent and the diudgficit was drastically
reduced (James and Veltmeyer, 2003).

Late in 1997, the Asian Crisis affected Brazil. Tdwantry’s current account
deficit along with an overvalued currency madenitadtractive target for currency
speculation (Baumann, 2002). In order to defendre¢hé the Central Bank spent
an estimated US$ 7b. By 1998, budget and currertumt deficits were both a
major concern. When the Russian economy collapsedhé summer 1998,
investors panicked fearing the crisis could spreaer and rapidly pulled their
money out of Brazil. A month later, Brazil receivadJS$ 41.5b rescue package
supported by the IMF. In January 1999, the CerfBahk realized it could no
longer maintain the exchange rate peg. Téw was floated which led to an



German Foreign Investment in Emerging Latin Amaribtarkets

49

immediate devaluation. Tighter fiscal and monetaglicies combined with
external financial support enabled the Braziliapremmy to recover quickly and
resume growing (Font, 2003).

3. Chile

Until late 1973, Chile pursued an inward-lookinyelepment strategy based
on ISI. Average tariffs of around 100 percent amdassortment of differential
exchange rates discouraged imports and preventptistoated goods and
technologies from entering the country (Benaveeteal 2003). The military
regime lowered fiscal deficit from 24.6 to 2.6 pent of the GDP through an
aggressive cut in government expenditures. The eurob exchange rates was
initially reduced from six to three and later toot@s devaluation took place. The
government privatized previously nationalized gmtises leaving 34 out of 500
under public control. Furthermore, trade barrieeyavgradually lifted to regain
competitiveness. All those measures led to an enanieecovery in 1975. Prices of
copper, the country’s main export commodity, soaaed offset an increased
spending on oil imports. In 1976, Chile withdrewrfr the Andean Pact to pursue
far-reaching expansionary efforts. It gained grearzess to foreign capital and
private businesses made use of newly availablesfuhee to its open market
approach. The external debt grew from US$ 4.7b3& W6.8b between 1976 and
1982. Policy-makers fixed the currency at 39 Chilgasosper US dollar to reduce
inflation. Trade protection was further lifted aaderage import tariffs went from
27 percent to a uniform 10 percent rate for alldpicts except for automobiles and
certain agricultural products (ECLAC, 2003).

The economic crisis that erupted in 1982 was meverg in Chile than in any
other Latin American country. The entire privatetese went bankrupt and external
capital came to a sudden halt due to large prileateowing. Inflation averaging
about 30 percent since 1977 caused an acute owatical of the Chileampeso
Terms of trade worsened as world interest rates. il these factors led to a 14
percent plunge in GDP. Despite major protests,ntiiéary regime remained in
power owing support to the largely diversified clumgerates known agrupos
econdmicosin 1977, a crawling-peg was abolished, reinstaaed then replaced
with a band that allowed the Chilepasoto move within a 4 percent range which
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was later widened. Rising discontent about thetipaliand economic situation
often ended in mass protests. Producers demandategprotection from foreign
competitors and subsidies to settle their debedrly 1983, tariffs were raised to
20 percent and “productive debtors” were grantedlipudebt relief. Moreover, a
preferential exchange rate was obtainable for tlvagle external liabilities. The
crisis eased in 1985 and a sustained recoverynsatyiear after. The following
years witnessed an increase in aggregate demantb dueombined expansion in
money supply, tax reductions, import liberalizatiand exchange rate appreciation,
which made imported products cheaper (Biglaiser@eidouen. (2006).

An improvement of the terms of trade caused bgein copper prices further
fueled economic recovery. In 1988, the country rre¢d to democracy and
continued its free-market approach avoiding a edddeparture from existing
policies. A sound macroeconomic framework was dlyem place and minor
adjustments were occasionally undertaken (Benaventa, 2003). During the
1990s, the Chilean economy experienced a remarkabbmomic prosperity
growing at an annual rate of 7 percent with inflaticontinuing its descending
trend. Lately, Chile has focused on further intégrainto the world economy and
transforming itself to a regional trade-hub (ECLAZD03). An agreement with the
European Union was signed in 2003 while other frade agreements with the
United States and South Korea followed suit in 2004

4. Mexico

ISI was widely encouraged in Mexico. In 1970s, Mexican government
increased the number of state enterprises to aifs&iwdown in economic growth
(Larrain, 2003). Over time, public spending ledatoising fiscal deficit that was
financed with external borrowing. In 1976, the goweent repealed the Mexican
pesaedollar peg when capital flights started to oc@urecession did not last as new
oil reserves were discovered which gave Mexico ssée cheap foreign borrowing.
Oil prices continued to rise and so did public exgiires that led to further
economic growth at the cost of exacerbating thegbudieficit. By mid-1981,
authorities realized they had made a mistake. That®n worsened in 1982 when
almost half of Mexico’s outstanding external deatio be repaid or, alternatively,
refinanced.
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Nevertheless, Mexico could no longer meet its ggeipayments on foreign
debt. Capital was leaving the country at an alagmiate. In response, the
government froze funds, nationalized the bankingfesy, and introduced a dual
exchange rate. In 1982, when foreign debt reach®@ ®1b, Mexico signed a
stand-by agreement with the IMF that provided tbentry with a US$ 4b loan.
The conditionality package outlined a cut in pulsipgending, a devaluation of the
Mexican peso combined with a stable money supply, and the priggon of
state-owned enterprises. Bank nationalizationsccaot be reversed as they were
part of the constitution but all non-financial asseere sold back to the private
sector. The government followed austerity measanesundertook privatization on
a large scale to meet foreign debt obligationswBeh 1982 and 1990, over 800
previously state-owned enterprises had been sdliktprivate sector (Frieden and
Stein, 2001).

Mexico’s entry into the GATT in 1986 was seen asmportant step towards
integration into world economy. The administratiattempted to stabilize the
economy by coordinating prices and wages with essiieaders and labor union
representatives. The government guaranteed toefudit its budget deficit and
tighten money supply (Stevens, 2000). By 1988 eit@nomy was recovering and
foreigners were allowed to hold a 100 percent stakeompanies within the
tourism sector and imaquiladoras In early 1990, Mexico signed the Brady Plan
to decrease its foreign debt burden by swappingez0-zero coupon bonds with a
lower face value. A privatized banking system fartrstrengthened foreign
confidence. Late in 1992, Mexico signed NAFTA. Hae it ignored a widening
trade gap as a result of an overvalued Mexipaso and overall conditions
deteriorated by 1994. The Central Bank interveres/lty in the foreign exchange
market to maintain the peg with the US dollar (EQL,A003).

An even further pressure on the Mexiqaasowas exercised when investors
withdrew their money right after interest ratestie United States climbed up.
Foreign exchange reserves went down from US$ 25088 6b. In 1994, the
Central Bank floated thpesocausing an immediate and drastic devaluation. This
event marked the country’s worst economic crisisl ecame known as the
Tequila Crisis due to its wide-spreading consegeerall over Latin America. In
early 1995, Mexican authorities negotiated with tbeited States a financial
package under strict conditions to bring down tidla, reduce the external deficit,
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and keep the exchange rate stable. A new governsigamdled the end of 71 years
of the most traditional political party and incredsconfidence in Mexico’s
democratic system. Since then, free-market poligas creation, and balanced
budgets have been on top of its political agenda.

IIl. GERMAN MULTINATIONAL COMPANIES

Manufacturing is the most important economic sectoGermany being the
automobile industry its single most important oBbemicals are another relevant
industry that mainly provides for basic and intedmé goods to other industries.
Engineering which can be further broken down intechanical, electrical, and
precision engineering ranks third. Consequentlynta FDI participation in Latin
America is a reflection of its own industrial lacdge. Its industries account for as
much as 91 percent of sales and 83 percent of gmplat in German
manufacturing affiliates in Latin America (Vodus&Q01). In 1998, six German
MNCs were among the fifty largest worldwide corgamas in the region. They
made their first investments in Latin America abautentury ago running car
production facilities, chemicals, health care anttitton products, telephone lines,
and power distribution. Chiefly among them are Walkgen, DaimlerChrysler,
Siemens, BASF, Hoechst, and Bayer. These MNCs lasteground in the last
years as other global companies pushed their opesan Latin America but still
find themselves among the top 50 in terms of S@ebleset al, 2002).

Privatization played an important role in recentl Ri2nds (Watsoret al,
2005). A large number of previously nationalizeteeprises in Latin America were
privatized since the debt crisis, especially inre¢emmunication, utilities, and
financial services. However, German involvemenepalhen compared to Spanish
and American MNCs which are more active playershm battle for privatized
enterprises. Based on Nunnenkamp (2001), the niglgligarticipation of German
investors in utility services is because many aénthwere provided by the
governments. Thus, German MNCs lacked the experiemsuccessfully manage
those enterprises.

Recently, the majority of FDI undertaken by GermNCs in Latin America
went onto the expansion of their own facilities,lldowed by green-field
investments, and the acquisition of existing pevehterprises. Drivers of capital
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flows, particularly FDI and portfolio investmentseacategorized in different ways.
Looking at the industries in which the majority@eérman MNCs operate leads to
the assumption that exploiting a natural resourmo@ment base is irrelevant. In
contrast, investors from other European nationgelsas the United States put a
much higher emphasis on natural resources (We@2@8)2 Market seeking motives
are more obvious. Mexico and Brazil both offer ghhidomestic demand in
addition to a net of well-established trade linksng to trade agreements.

With a GDP of over US$ 800b, MERCOSUR accountsafmund 45 percent
of Latin America’s GDP, which makes it an importagéstination for FDI.
According to Vodusek (2001) some German FDI wouwddelfficiency seeking in
order to conquer other markets. Especially in mactufing where potential for
cost reduction exist by either taking advantagataefndant production factors or by
achieving economies of scale. Argentina, Brazilil€Ctand Mexico offer cheaper
labor when compared to industrialized countrieslagter productivity levels than
other developing countries (Nunnenkamp, 2001). @wsely, strategic asset
seeking FDI does not seem to be relevant in the chsGerman investment in
Latin America either as many economies have undergoajor changes in an
attempt to attract foreign capital (Wezel, 2003)eiiefore, MNCs do not have to
fear the risk of expropriation anymore with theiatr of democracy in Latin
American countries to achieve long-term corpor#fedives.

V. TRENDS OF GERMAN CAPITAL
ENTERING LATIN AMERICA

Capital flows are categorized as FDI, portfolio @stment, and other flows
that consist primarily of bank loans. FDI typicaligs a long-term connotation and
investors require an effective voice in managendegdisions (Diamandis and
Drakos, 2005). Therefore, they need to hold a sbamvnership larger than a 10
percent threshold. Otherwise, it is consideredrd@m investment. An investment
can be made either by acquiring existing assetgffir cross-border mergers and
acquisitions or by investing in new assets alsonknas green-field investments.
Additionally, FDI covers all subsequent investmeb&ng made to maintain or
expand existing facilities using equity capitatemacompany loans, and reinvested
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earnings. Portfolio investment is split into equégcurities and debt securities
(Mortimer, 2000).

Equity securities such as common stock can alsoskd for an acquisition
which would be considered FDI. Other investments aresidual category that
includes financial transactions not covered in direnvestment, portfolio
investment, or reserve assets. Items falling irtat tcategory include loans,
short-term trade credits, currency deposits, ahe@roassets and liabilities. Often
times, loans by themselves count as the third nggjmup and all remaining flows
are gathered into a fourth category.

1. Argentina

Argentina experienced a constant decrease of Gerazinand portfolio
investments since the late 1990s. Both reached pleaks in 1996 and 1997, they
then followed a sharp downturn from which they seéon recover. New
investments and liquidations climbed and becameenvalatile since the early
1990s. After 1995, total FDI resumed growing budrged a few years later when
it went down and so did new investments. Duringl#te 1990s, new investments
followed the same pattern as liquidations, just aofhigher magnitude. The
underlying assumption is that existing facilitiesere sold and immediately
replaced by new ones. Despite an overall slumpDh Rew investments reached
an all-time high of €353m in 2002. Portfolio flowsclined dramatically when the
Asian Crisis erupted in 1997. They hit another tiggamark in 2001 when the
government defaulted on its debt service. This detm the assumption that
portfolio investment which, compared to FDI, is aky of short-term, speculative
nature, is more reactive to economic crisis. Pwebaand sales of Argentinean
securities reached extremely high levels betwee®b18nd 2002. Presumably,
investors became more wary after the Tequila Casesportfolios were managed
more actively afterwards.

2. Brazil

There were some similarities regarding the trendi @mposition of capital
flows between Brazil and Argentina. FDI and poitidllows increased strongly
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during the 1990s. The quantity of FDI was by fagéa than in Argentina though.
German new investments and liquidations in Brazintvmostly hand in hand.
Between 1996 and 2000, liquidations remained lowd dar behind new
investments which led to a high of overall FDI id0®. Portfolio flows showed a
tremendous increase in trading volume in 1997 &®B1Undoubtedly, this also
was a result of the Asian currency crisis. Anottir@p followed in 1999 and 2001
when overall portfolio investments showed a negatwalue. Trading activity
decreased in 2002 when the Braziliseal became extremely unpredictable.
Obviously, investors rather allocated their furmlsafer investments.

3. Chile

Chile attracted by far less FDI and portfolio invesnts than Argentina and
Brazil. Large quantities of loans entering the doursignaled a much greater
confidence from the international financial comnmynt his can be ascribed to the
country’s economic stability. The lack in portfolimvestment is somehow
surprising. The pattern of German FDI in Chile &dhto retrace as it has been
both low and volatile. Surprisingly, recent FDI Vle have remained negative
despite various trade agreement negotiations wéticlild enhance Chile’s export
opportunities. Portfolio flows also followed a difent trend than in Argentina and
Brazil. They skyrocketed in 1999 to approximatelyp@€m after averaging around
zero between 1985 and 1998. The following yeartf@ay investment plummeted
and the balance was negative. A recovery set ickbuwnhich led to an extremely
high trading volume in 2002, the actual inflow rénea lower than in 2000,
though. It seems that investors relocated theiitalaffom elsewhere, including
other Latin American countries to Chile in searth safer economic environment.

4. Mexico

An extremely large quantity of German portfolio @stments had already
entered Mexico in 1990. Another peak of about @aes height followed in 1996
in the aftermath of the Tequila Crisis. There wasdecline in loans during the
following years unlike in Argentina or Brazil. PHeting Chile, this can be
attributed to Mexico’s sound financial system. Aft®90, FDI was on the decrease
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until it hit the negative mark in 1994. Thereaftsubstantial quantities of FDI
poured into Mexico. In 1995, when the Mexicgeso experienced a severe
devaluation, new investments and overall FDI redahew heights. Investments
resumed growing after a drop in 1996. FDI soaredri@ll-time high of over €1b

in 1997. Since then, it averaged around €300m diyntrathe late 1990s, portfolio

flows followed a series of ups and downs that camllly be attributed to economic
or political events.

V. EMPIRICAL EVIDENCE

Macroeconomic and political factors undoubtedlyeetfffforeign investment
decisions. Currency crises, even if from anothemawy, spill over Latin American
economies. However, fluctuations of foreign investincan not be exclusively
explained by them. Usually, only those investmemlisch are of short-term and
speculative nature can be traced back to unexpeetemts. A quantitative
approach using a pooled time-series cross-sectiondilvariate regression model
allows further analyzing the drivers of long-temmréstment decisions. It examines
the determinants of German capital flows betweeB8518nd 2003. Following
scholarly works by Oliva and Rivera-Batiz (2002) wasgll as Biglaiser and
DeRouen (2006) the econometric model presentedvibedtps to measure by how
much key macroeconomic and political variablesuiefice individual capital flows.
Its theoretical underpinnings are based on the mse$tctive set of relevant
explanatory approaches discussed by Tuman and Bm@@05) and Asiedu
(2006). Consequently, the empirical model used Wwhiccorporate both set of
variables is stated as:

Yij = Bo + B1j AGDP1 + B2j AEXR + B3 AIR + Baij INF.1 + B5; DIR + B Cl
+ Brij Y+ g

Where Yj represents total FDI, new investments, or totaktfplio
investments normalized by each country’'s GDP totrobrfor differences in
economic size and, ultimately, mitigate potentieienoscedasticity problems. The
independent variables represent yearly changesOR, GGDP, changes in the
domestic real exchange rate with respect to theo,ENEXR interest rate
differential between the local real interest ratd the LIBOR rateAIR; inflation
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rate lagged one yealNF,; a direct investment risk index, DIR; a corruption
perception indexCl; the own dependent variable lagged one yegy,t address
the presence of error autocorrelation over timel, @m error term is denoted by
Subscripts are years while subscrigtgre countries.

The rationale for using the same set of independeaniables to predict
changes in new investments as well as total partiovestments was based on
their lack of verifiably convincing explanationsrass Latin American countries.
Other potentially relevant variables listed in tmest standard literature on FDI
such as labor market conditions and tax rate sirestwere also tested but
rendered inconclusive results and were, therefefieput of the analysis. Statistics
were electronically obtained from the Germd@undesbankdatabase and
complemented with country specific information déa&en form each country’s
Central Bank. Loans were excluded from the analgsishey are often used by
governments to finance their budget deficits. It fathey correspond to a
demand-driven type of capital flow. Hence, thesav8 fail to explain the intrinsic
motives of corporate, institutional, or individualestors.

GDP growth is used as an indicator of future dem@aneconomic prosperity.
A growing GDP would mean that households have nioceme available to
increase their consumption. MNCs would respond kyaeding their existing
facilities or establishing new ones to satisfy aeptially growing demand. This
would indicate a positive relationship between G@Bwth and FDI as well as
portfolio investments. Inflation is the most preaatl enemy of almost every Latin
American economy and its rate is used as a mea$unacroeconomic instability.
Rising inflation causes uncertainty about futurdcgs for consumers and
corporations alike. It is then reasonable to asstina¢ FDI activities would
decrease during times of higher inflation. Accogiyn the same negative
association is expected for portfolio flows.

Interest rates have a strong impact on total pastftows and FDI. However,
predicting their impact is troublesome since a bigtisk needs to be compensated
with a higher rate of return. If Latin Americanengst rates reached levels as low
as those in industrialized countries, investorsldiwvest in the latter due to lower
risks associated with similar returns. In termsF@fl, the relationship would be
negative as higher local real interest rates rbm@owing costs. Nevertheless,
MNCs could circumvent high domestic interest ralgs financing investment
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projects out of cash flows or with money borrowadheir home country. Thus,

interest rates would have an ambiguous effect. &xgh rates affect the behavior
of foreign investors. In the case of portfolio istreents, the purchase of foreign
assets such as stocks or bonds would take place mhestors’ currency is rather

overvalued compared to the foreign currency. Caelgr a sale would occur when
these values reverse each other. FDI flows woulbviothe same pattern for

similar reasons. Capital flows would enter a copatr different times as investors
can neither foresee the length of a currency apgirec nor when an exchange rate
would hit rock bottom. Overall, it is reasonableebgpect a negative relationship
between both variables.

The direct investment risk index comparatively nueas the risks facing
foreign investment in wholly owned subsidiariesnjoentures, and other forms of
direct ownership of assets or equities in a hosnhty. It is published under the
International Country Risk Guidey thePolitical Risk Services Groufd he index
considers the following equally weighted factorsclsuas turmoil, equity
restrictions, local operations restrictions, teomtidiscrimination, repatriation
restrictions, exchange controls, and labor costsdébermine business and
investments risks around the world. The corruppernception index was obtained
from Transparency Internationahnd measures the different forms of corruption
among bureaucrats and politicians. It extractsrmédgion out of 16 surveys from
eight independent institutions to captures the raie subjectivity of different
forms of national corruption across countries. Tihgdex was inversely rescaled in
order to facilitate the results interpretation. IBahdexes are expected to be
inversely related to each one of the independamives.

Table 1 shows the econometric estimates for tofal. Hhe explanatory
variables account on average for about 40 perderdra@tion in the total FDI flow
and have all the expected signs. In addition,Risgatistics are significant at least
the 10 percent level. Economic literature is ambiguin terms of the role currency
appreciation in propelling capital inflows. Resudt#tained show that total German
FDI targeting Latin America moves in opposite dif@es with variations in the
real exchange rates. Their influence on total FDstatistically significant in all
cases. On the other hand, lagged inflation confitmsiegative relationship with
total FDI flows. Its influence on total FDI for theggregate as well individual
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countries is always statistically significant. Eoonc expansion reflected by GDP
growth indicates the existence of a positive aatisically significant relationship
across countries. These results are consistent thigh greater weight these
countries carry in terms of the long-term connotatf FDI. Adjusted variation in
local real interest rates manifest their negatimenotation at explaining total FDI
and their estimated coefficients proved to be stia#lly significant as well. This
finding is not surprising as high interest rategally increase investment-financing
costs to a point of making it unfeasible. The diretvestment risk and the
corruption perception indexes have all the predictiegative signs and are highly
significant.

Table 2 depicts the estimated parameters on nexgtiments. Broadly speaking,
they serve as a relatively good indicator of hown@a MNCs perceive the foreign
investment climate. The independent variables @xga average goodness-of-fit
of 38 percent in the flow of new investments wittstatistics still falling within
acceptable statistical levels. Interestingly, \#ores in the domestic real exchange
rates yield non-significant results for ArgentinadaBrazil suggesting that higher
exchange rate volatility actually does not necdgsafluence either the magnitude
or the timing of new investments. Presumably, tragieeements or the like play a
larger role or MNCs use methods to hedge unwantegricy development at the
time they need to undertake an investment. Thdiceets for lagged inflation turn
out to be significant with the expected negatigmsi The change in GDP turns out
to be negative and statistically significant foe thooled regression as investors
increasingly searched for opportunities in otheurtoes of the region when
economic situation deteriorates. Adjusted rearasterates return similar results as
in the case of total FDI with mildly significant @megatively correlated results with
new investments. Apparently, new investments arte gesponsive to price changes
of investment assets. Consistent with previous svtink direct investment risk and
the corruption perception indexes show their nggatnpact on new investments.
However, the latter shows a much stronger stadissignificance for all countries
analyzed than the former.

Table 3 portrays the regression results for thefgiar investments. The
explanatory variables account, on average, for g&@ent fit in the portfolio
investment flow. Furthermore, tHe-statistics are significant at least at the 10
percent level. Once again, results maintain a sterdi relationship with variations
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in domestic exchange rates as portfolio investm&otdd increase in proportion to a
currency depreciation. Lagged inflation shows égative and significant results in
the net flow of portfolio investments as expectéde model yields a statistically
high and significant coefficient for GDP changesha case of portfolio investments
into Latin America. These usually temporary distuntes of economic crises
unambiguously explain portfolio investments withtistically significant results in
all four cases. Interestingly, the relationshiphwihanges in adjusted real interest
rates is positive but not always statistically gigant. This finding is somehow
counterintuitive as German investors would be et by high nominal exchange
rates without considering possible devaluation$ waispect to the German mark or
the Euro. After all, currency devaluation was, nafsthe time, higher than nominal
interest rates on Latin American assets yieldingptiee returns. The results for the
direct investment risk and the corruption perceptindexes are qualitatively
similar to the other specifications in terms of tbdheir sign and statistical
significance.

VI. CONCLUSIONS

Latin America is an important strategic location @erman FDI. Its presence
goes back to the first half of the "2@entury mainly in the automobile and
chemicals industries as well as various enginedi@ids. Brazil stands out as the
main destination with an accumulated stock equntale 43 percent of the total
German FDI. Around 1,200 German MNCs have beenbkstad in Brazil,
followed by Mexico and Argentina, leaving Chile féehind. The nineties
witnessed fundamental variations in the investnmatives among German FDI.
Firstly, investment risk reduced significantly agell conditions in most Latin
American countries improved. Secondly, far-reachinggional integration
agreements created new opportunities that evolwed an efficiency-seeking
export platform for larger and more sophisticatedrkats. Lastly, corruption
becomes another decisive factor as least corruptedtries are more prone to
experience far more German FDI than more corruptess. Decision criteria for
portfolio investment seemed similar insofar reducgidect investment risk
combined with high nominal interest rates attractedestors. Whenever an
economic crisis erupted, German portfolio invess@emed concerned given their
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large trading volume. However, they did not refriiom investing in the region.
Instead, they began selling old assets and purghasiw ones more often causing
trading volume to increase significantly.

Latin American economies are still perceived asritaweak legal institutions,
poor enforcement mechanisms, intricate laws andiladgns, and excessive
discretionary power at various levels of governmditiese increase the cost of
doing business. Argentina, Brazil, and Mexico, amtjgular, need a major overhaul.
Solving it would entice foreign investors put mamphasis on Latin America.
Whether or not German FDI in Latin America will okesimilar or greater levels as
in the mid-to-late nineties depends on several wgwpecific factors. For instance,
Argentina needs to recover in such a way that debtructuring gets special
attention to regain trust from the financial comitynBrazil will always play a
major role since it is the world’s second largaskersging economy and the main
recipient of German FDI. Whether or not Chile wilé able to attract further
German capital would depend on the impact of thddragreements it has signed
with its trade partners. Finally, Mexico will likelcontinue to be the focus of
attention for most foreign investment in the regiprimarily due to its proximity
to the United States.

The extent of the political and economic integnatiagreements may
potentially have a positive impact on ArgentinagaBk and Chile. Despite its
geographic advantage over neighboring nations, &téxifuture would be
uncertain as most of the benefits it currently gajirom NAFTA may fade out
along with the need to forfeit portions of its imgainvestment. Ultimately,
however, it will depend on the alternatives avdédaioth inside and outside such a
regional trade integration area. Other countrieg @come increasingly attractive
to German FDI because of their low-wages and largeket opportunities or their
geographical proximity to target markets and welktfied labor like in China and
Eastern Europe, respectively. Therefore, Latin Acaer policy-makers urgently
need to work out the social, legal, economic, palif and technological aspects
that discourage foreign investment and better coenfoe attracting German FDI.
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Table 1. OLS Estimates Dependent Variable: Tel

All Argentina Brazil Chile Mexico

Intercent 1.31 -1.23 -0.75%* 1.78 -1.67*

P (1.28) (-1.66) (-1.94) (1.52) (-1.70)

A GDP 2.95% 2.31* 1.22% 2.47% 2..34*

(2.10) (1.82) (1.96) (1.99) (1.83)
. -2.34* -3.33% -1.20%+ -3.11* -2.48%+

A Domestic Exchange Rate (-1.85) (-1.90) (-2.52) (-1.95) (-2.38)

A Interest Rate 0.77* 0.20* 0.47* 0.64 0.70
(2.11) (1.79) (2.14) (1.29) (1.07)

Inflation Rate -1.29* -1.73% -2.00%+ -1.66* -1.98%*

'1 (-1.76) (-1.85) (-2.02) (-1.93) (-1.93)

. . -2.12* -2.19%* -2.20%* -2.01* -1.70*
Direct Investment Risk Index (-1.76) (-2.05) (-1.89) (-1.72) (-1.77)
Corruption Perception Index -1.21™ -2.23™% | -2.70% -1.02 -2.08™
P P (-1.99) (-2.45) (-2.62) (-1.20) (-2.53)
1.22%%+ 1.33%+ 1.70%* 1.10%* 1.66%+

Total FDI -, @76 | @35 | (42 | (233 (2.53)

Adjusted R? 0.40 0.42 0.34 0.39 0.41

F-statistics 2.21* 2.38* 1.71 2.53% 1.85

Note: p-values are in parentheses based on Cook-Weisberg test for heteroscedasticity while

**x % and * indicate significance at 0.01, 0.05, and 0.10 levels respectively.

Table 2. OLS Estimates Dependent Variable: Nexgdtments
All Argentina Brazil Chile Mexico
Intercent 0.83* 0.97 0.44* 1.50* 0.32%
P (1.77) (1.67) (1.80) (1.88) (1.93)
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A GDP 1.84* 2.64** 1.42* 3.00** 2.01*
(1.72) (2.19) (1.86) (1.90) (1.80)
. -2.60* -2.31 -1.03 -2.38* -2.41%*
A Domestic Exchange Rate | (1 7o) | (122) | (-140) | (-162) | (-2.29)
A Interest Rate 0.74* 0.76** 0.22** -0.27 -0.36
(1.79) (2.05) (2.15) (-1.90) (-0.82)
Inflation Rate -1.71%* -1.88** -1.64** -1.75* -1.04*
ot (-1.91) (-2.12) (-2.03) (-1.83) (-1.78)
. ) -2.86* -2.22% -2.29* -2.67* -2.70*
Direct Investment Risk Index (-1.91) (-1.75) (-1.82) (-2.13) (-1.73)
. . -2.21* -1.23** -2.02%** -1.89* -2.44%%*
Corruption Perception Index (-1.76) (-1.87) (-2.56) (-1.90) (-2.53)
1.48%+* 1.13%* 1.37%* 1.17%* 1.51%*
New Investments .., (2.49) (2.64) (2.78) (2.58) (2.61)
Adjusted R? 0.38 0.36 0.42 0.46 0.36
F-statistics 1.92% 1.35 1.83* 1.40 2.37*

Note: p-values are in parentheses based on Cook-Weisberg test for heteroscedasticity while

**x % and * indicate significance at 0.01, 0.05, and 0.10 levels respectively.

Table 3. OLS Estimates Dependent Variable: Plostfovestments
All Argentina Brazil Chile Mexico
Intercent 0.24* 0.27 0.94* 0.14 0.36**
P (1.75) (1.21) (1.84) | (1.11) (2.49)
A GDP 1.33* 1.21 1.46* 1.43%* 1.34%+*
2.77) (0.94) (1.82) (2.66) (2.46)
. -2.48 -2.42%%* -2.30%** -2.27* -2.56
A Domestic Exchange Rate | 1753y | (562) | (-239) | (-186) | (-1.45)
A Interest Rate 0.15* 0.27 0.18* 0.12 0.16*
(1.80) (1.39) (1.81) (1.57) (1.92)
Inflation Rate 1.89* 1.39%* 1.69* 1.43* 1.93*
ot (2.22) (2.07) (2.05) (1.87) (2.36)
. . -1.41* -2.23* -2.32% -2.02%% | -2.77%**
Direct Investment Risk Index (-1.86) (-1.88) (-1.90) (-1.93) (-2.53)
Corruption Perception Index ~2.00" 211 -2.aam -2.02 ~2.53"
(-1.88) (-2.05) (-2.29) (-1.33) (-1.83)
Portfolio Investments 1,557 1.66™ 141+ 1.21m 1.04™
-t (2.56) (2.22) (1.94) (2.73) (2.01)
Adjusted R? 0.39 0.38 0.37 0.45 0.41
F-statistics 2.02* 1.61 2.41* 2.24* 1.93

Note: p-values are in parentheses based on Cook-Weisberg test for heteroscedasticity while
**x % and * indicate significance at 0.01, 0.05, and 0.10 levels respectively.
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2 20054 AF ST A F] 5 -

60

50

40

ER:

30
20

10

01098 1999 2000 2001 2002 2003 2004 %

m EESIR STHRARIZRE | 24 | 29 | 25 | 24 | 45| 52 | 35 |

BRI AR
— BEBEEIASTRRIRHK

k—  KBIRBEE AT B ST 85

FE | LEAREEFETY | BIAREEFETY | BRI ST AR

1998 1337.29 412.42 24
1999 1463.83 438.08 29
2000 1998.04 623.69 25

2001 2046.31 612.96 24
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2002 1635.76 480.28 45
2003 1536.19 423.90 52
2004 1555.55 395.31 35
2005 1212.04 292.63 28

BRI © B SRR A

FHASHRIREPEISA - TR A Al RERS et B B e 25 ST

J& - i B BRI B TR R e BB A R SUE B R it =] 2
BT (2003) R ST & AJEORHME LA SEFF S e M TH TR 2%
A PRIEFAERS S e R S TR S N 3R - R R S R e BRI A 755
TR A B RAHRE — HBHSEIAN R - (SRR S B e —
RIS [FIVE ORGSR - RS S B RGN E I E R fa e L 3
Hia = e R Sati e Bl S R B R N A IR L 5 i e it s 2
PR KRR B ERCEE L ~ A RREEE B RaE AN e s
B2 s s BN HE e e B e e LB S RO PR g 5 - BT~ 5=
B[k (2002) #83E EiiARIMCE SR ST AR iRt & mseE - B
B AR A 7 SERE SRR » & SR T R A R
F o kR (2004) TERAERS RN A S - AEREH ST ARHE FAEIHE
IEH AT REM BB E A ER BTSSR - [RIFFAEFIZ LAY ~ Tobin Q- AR]HT
SHE(E ~ AR MR —ErIERINE - Rt (2002) AE @A
BREIRG > DTSR LS AP B PR - R I e A R T PRI
S NIGE R ARG BB IR e B A - AR EalihAt o B (ki 5 e 5
fifi ~ BB R R ML e SR A FlTRER RS > SR DGHEAS T ) 3 i Ry e 3
Al 5 &5 25 TH FREET T R e B M Fe e D B R E DI
el o AR R N L SRR > 2 B A R P S e

AT > BRZJE e T ERAE TR U AHRBIIA ST « R e TR 7E — E2 5
FEVENEE > BINETEEE R IR RINHT T ~ It dl - Bk
Al EREI R R T E AL - FEV BT B AR S R T - FHEH
Beaver (1966)r el At Bifta /R ACHES TEEEIT - Dl— KM RIRCH
(7] S H AR IR A R e B S B B s LR - (HE
TRASERIA B IR DR - FR L — RS LR PIET S A5 R s B £ 8 AL
(EAEE M 2 e B LR B HAE s G I BHEAR - TRl SRk
M2 JEA] > IR TR RS B AR AT /512 - Altman (1968) /& EStir %
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WIoEREFR FtwEE=H RE9F9A

JCIEBI5347 (Multiple Discriminate Analysis, MDA T/ iTHIEE » DL
1946-1965F iR AFH] » AN 33 R KA F]EE 33 KIEH A F] LA L1FCE -
AERFIERIRETT (profitability) ~ JREHME (liquidity) ~ M5 HEIF2RE (leverage)
{H{ERES] (solvency) Bl=iERE ) (activity) Tofljgmmtt 22 (@l wB5EEE - FII
W 5 M i B THIHIBE ) & Tl d - A s s (Z-SCORE 5
) -

SRIMAEFIH 26 el B AT RS - ERF & R IR - 2 U
FFEZIUEREAC - MRS 2L 0 — TR AR ] - B B A AR
PR SR RN R ML AR Tl e R e
T MERERLE T ar ek - (ERZEERNIA B SRS HRII R - #E 2
Fif ! logit £AY - logit FE AU H] DU DL gt M is Al » eS8 (i HEv4 HH(0,1)
i FETAORR AN 5 B e B R ETRE - B logit F5 AU b B BN ERF S 20T
RESMIL - AT DUMEEHI SR AR R 2o s R I | ATt -

Martin (1977) &5l 1] logit fAUERESRT THA S TREARAY - LISl ue
TR E BIITIERERA - SR 25 (75 LhoR Al - FHAIIE R
91.3%- Ohlson (1980)f% ] logit FEAVEERERA S TEE RS » ) 1970 % 1976
FERTER} - BERHh 1055k M/ mIBH 204852 IR H /A R ERA » LU UEH
SRR AR — (A RIS » & 1] (R39S 96.12% 95.55% 92.84% Gentry
et al. (1987) DUFH -l S B F R it - AKERTE B i
R - HAPTE ] 2B 04T ~ Probit Al logit 2 ELEEAN AT AR
TERHIAAFTRG SR - 11 B RS A SRR logit B i FERYTHIIGE ) HIEMER R 77%
—83%Z[H] - Qui (1991) ¥RH 189042 19854FH] 21 ZLAN Al 2 TEH /A H]
BASCHN FIVR ST B RS LA B R BB e R B R A
fefeesct g - (M7 logit A8, FEERERE 170 T7s 81%—90% - Wu and He (2000}
19984F-F 199947t 41 A [FIhlE & (HH A BB A FITE BRI IT. L B2 1%
A SEH] logit AR TG L. B{EEEEK « EPS B i B fe s Thi
FITHIIGES) - Foreman (2003)DASEE] At FE (5 A SR IE 5 » DL 199945
077 ZEBIAMFEEF AT HE 14 07 63K IEE - L logit fRAU S
TG 53y SR AT HE ik SRR A5 A R EE B A -

BEA - FERZEMBTHE AT - BT Fatms) » AAEREFIA Cox 45
FE AL (survival model) ~ CUSUM (Cumulative Sum)fs 20 ~ K 1 £ 4 1%
(Artificial Neuro Network) FEAUSEFTFEIIZAT © R E AT TE - s
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EATEN R Sarane JIrY) AL - RIEEASC LA logit regressiorfs iR AUEERERY /7
% e

FEFA S 25 SRR HH G B S PR IR B 2 PR B B R 22 | SRR
ZEHREAE ~ BENI R - BUEPHBURREBRITEE « 10 RS v REEHEFR I I HARE
M1 BRESORBEE - ST R AR A R A - THESAIER ) - =R
fFR AR EF /i - Corcoran (197 3y 1K nl RIIEEIE R N T&E IR HE
PR - TR AE FRBR R AN R 7 P 5 SRR » DU Sl e S (R s TR RE ES IR IR
R& » FIFS AR & RN B AR EE  E TR EERIIUIRTE
PR - BREMET (1980) B aAF IS rI RIS M HEUIR KA S B TS T
SKE R FRISURIBCR » B ] DA T AR B AR S ] J IR TG N BB
SEHYIRFRE S A » IR AR IR B AR » MRS IR AR B S A — (5 A
ISR ISR - 2 (1996) #5 S w] SRR AR TR S AT
CESEIHEE SRt 5 5 A% HHN B R IR AR Al R - S7Fit
185 5 A R ER BB FR AR T » AR HE IR SR IRTE - DUHEE &1
it S B IR FE AR A T T R 2 L -

Kijima (1998) #I| ] Markov absorbing chaif& G &7 HFFESE A R E
WAVRENEIE - (hEZFFHAL KM - Mariano and Abiad (20005
Markov- switching modelRiff5e(E] KA FEE B4 ~ TGRS E) - RRIER iR
TEVESE JTTH AR R ERE 53 5 AN RIS RS A] R ABUAS BRSEER » A
RS EIRRE oo Bo & A ThaRg L - Pfeifer and Carraway (200G %
ARG B s B R A BT =] DR B 2 R B R S
HAEEE R AN - I HEFR LTV (Lifetime Value) - FHAEA]
R W B8 s — # SR 5 7U (probabilistic model) DA 1L w] D PR 1 A B
(algebraic solution)fEfiE R[] E - Clark and McCracken (200 2§} A& TH
HIZATRS  BlATE SRR - FI AR SR — R RS FE BORMFEA » FoAR
DU AR FAR SRR - Mitchell (2001) PEEAEAN RIS HIES F - =5 2 A1)
SRAERTR » AFFS P RS AE B B RE I B A > FIRSE IR © 8050
%% (2005) LAVHFREREEE ~ RS AT Bl — A e FilizE 40%LL FREE: ~ i
(B EREEL ~ 2 TLRORE ISR Bz WS B P 15 fe bl 1 s B PR » LA
R RIS EEE B F T EAER S A B T B RSB I S AP I AE I -

8- WMRRGIRLE
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W% P oA E =8 RE9F9A4

—, MErsHEREHEE

(—) Bz 2R

ASLZ W TEE R T TR R R (Special Treatment) » fifH
ST % > {E LIBAIGRYIREACHTAE |8 < S EisiRl T - A R HEE L Fs
THZ 9.2.181 9.3 18 L HIEHE - B R A AR LR IR - i
HAURS STk - #A S B et mIRE SR - A4 Bt E—1H P
BN STHIAF] > RASLL BT -

(SR E M

LRI T BRI SE T FETR BRI - ER
SR BRI » HOR S B2 (R R AR ASE TS » (B (IR
ECREB ST » %70 S S A RS BRI - 3% TRESS (8
S - 0 QLT ~ FETEY BRI ST B A A T
R - PSR IRRAIIRT ) AR SR W5 SEHUERE
SCh ST=UZARIET > DUSIR ST I —AENIREIERS y=1 B
AR ST/ RIER y=1 B8 » 435I R A MR al— &0k}
PURD s 5 HmkEE (stepwise logistic regressionfEf7LLER - 5 9#51H » 2003
WSS ST A A ARA R S 2 FIE FREU & B TEMESR - B HAAR A
HR > 8 H B EER 2 WIS EOR (panel data)siidd W - DLE B8R
WHUES ST HilZ ZAFHIEORER AR - A5 R AT E % AR AR - Hl&
TETESR AR - (5 ART— T RERRIRE - o e S AR R E ) B 2
Wi B = ER A BRI KIF IR BSOS SRR e 2 R e
BT o R EORANS - (AR BRI NI R e i R R - R
THPA BB AGEAE e v I B 20 /S BEEE B A 8 PR R e B AR S
Sl - ARG NI B S S SV U B R R T
PR e E R R -

A RATEA TR AR AN — - AHBAE S EEI N — T EEE AT

2 s (S e A IR EEHEE) ¢ http//www.cninfo.com.cn/fifg/fifg.html
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TR T AR A T T et

!
it ZIN I EHEE -2 e
1. e e ST(y=1).Z #8H
2. 0R5E HEHERHI 2 1] panel data BiHA
3. PRTE AR 2 A
A GUE A BEER A

!

THFR4EE © 1998~2005 4F

|
v v

A FHZE A i
AR » B RS ARG B

20034 2 f5

B B L EhEE

LIRS ST f& ) = DI —EEH) ST 73
FIHRIER y=1 188, BIPERS y=1 (8

v

$S24% 2003 4E ST {F
5 y=1 Y

|
y '

B ESEIRIT 5 ST HT.Z B ESEIRS 5 ST
%41 panel data Hj—4 & data

LI s e

5 2008 SF5 s e
i (A
i

R 8% A 7 BT (R0 5 S B
7R 0 FIfA %S Hipanel data
AT > A
Eff > HEIERERD
15 o (R ART—F B EIBRH
TSI A T S B AR
REJ B2 BRSO 25

[ E A R A R il
BN o R EORE MR o IR SRR
1K FATRRR R =R » - IaR s
BRI A RS IR S R EEE E
SRS PR RSSO R T Wl i > R
1R bl 7S T A e s 1 PO B

y

DA R SRR e - Slf2

e e TH 5 S
S U IEREE I S
B SO AR =)
DA s A 3T
2003 R HTHE R

B A[EA R R
& A EREHR

BRI © AR

O HETTE > n AR A A I )]
o W F sl B K HEAEE T R il
St A R R RS AR R 2K
HEEmB e i/ a3 A - BELL
BB RR - HMFE S 2 R P
TS AR AT I S e TR B R
i

-~ PARARAMRERRAE

—_—
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(S)RBEAS RRRARY

SELER AT — R &R - B I RE SO A S A AR U 7S
FERERTAIIRDL - BITRIAE ~ B =4FFL R AT VUAE - & KR PR 1S e R s ARl AT
RENEHA 5 A A S B AR A A st (g B o T et A i 22 A B
ek} - DL panel dataly /5 =0 L TE B - (HAS SR SRR, (gl 1]
AN BAR WA SR A R 5 e AR Al — AR R 7 A8 » 1L 2003
FIEFEAFEL ST ARIRERA » (HHIH 2002 2 B E R TAA - 7EREAR
Fic¥ )7 - Beaver (1966) Altman (1968) i 5t Ll—Z R A # R ZESE H.
RUBAHUTIY IR H 22 7] > 22 )LER T Binary dependent variable B35 /515 Z T -
IR HFERERE ST I - Dl— b —Bd8 5% - 411 Martin (1977)~ Ohlson
(1980)~ West (1985) Gentry et al. (1987) Lee & Urrutia (1996)% » s ILfE
Bl 7 25 5 OB I Rk (over sampling) i i SR + 7 4 U (R
(choice-based sample biases) (i jzE A4 FE 88 (-l 7220 55 - Lane et al. (1986)
B E I TR IR R A — 583 RN — L = 2 B U7 =0 kR
HHEMAGHE AU AR HAFE] 130 5 e ERIFESEIRTTH 334 KR H IR
TTHETTHOAS « FOASC L RETHIFS SRR » PRI — L =H0 5 U S HA I 5
NBERIFTE BRI A - R TEE -

(P9) T 5o 4 BT HY
1. sy -
AL EBEIR i LIRSt A/ — ST AF] - O fURIEH
AT -
(1) -

R EEEIU AT » 2% Martin (1977)~ Ohlson (1980) Foreman (2003)
BRBEELERIG T (2000)~ sR#GASE (2002)~ 2JJ5%5 (2002) Z=ii 3 Bl 7 i fif
(2003) feid £ (2004) 55 BIASMI TR B e BT E R AHBA 208K - R4S
AT TR RN Y T = B R HL R AR B TERS A Sl WIha
SRR - A0 RS ERIRE D] ~ TR ~ ESERET] ~ MBI - TRED
PETLRRSIA] » Hrp I FERE ARSI ~ IR ~ ek - KEBZE
BB E/EFA - BRSNS - REERER - MEEER - 2=t
% AP - R GRBIEE - MBI « BETHE « SR
1 S e e S 13 (Al RER et i > G DAL AR T P B A SE S R T AR
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F%5; (independent variableSiEFHL| F£— -

k= AARBREGBEE R
BEs | Wi | AR AT
T
faEE | s+ | e ARERE B A e LA S ORI - AR
H (%) FIESH | e (REEEE ST - TSI
Q) Vg | B - B RIS FIE i -
PR
% |l | (Raner- | SRR - R AR RERE
EJ Fil (X2) FAIAE) | R K o ARSI PR - i e A
5 IR | DA R AR AT R R -
EN
SRR | BRI | SRR TR AR - A B R P -
(Xa) SEAEIMNII
B
REEEE | ROBEE | IWELRREESEE BT ES DR i E
BeiE | BReE | EEEEDFEAVRSTAR - IWELEEE T %
g | BESA | B | WOATEESEEBTRR SR AL -
4 | (Xa)
| GREeR | REEEE | BERPREEEE SR RS ARG S
& (X BIRGTE | D R RN TSR S R S
IR | RS -
B
EEEEE | BRI | I8 PUNEE - LS A TALEH SN E I
& | (Xe) B | A IEA SR B SR T -
L g
Y | BEETE | BREE | BRREN B ERIE - LR R A
(X7) SWOGHE | BRBOSE S R  EEERRE R -
BEEER | BREAE | 155 —BAARE - TIBATAES DIERKA -
o |0 HEIFRE | R T E A A S S R EICH R -
| ettt | sefies | e e L) - SRR R S
g (Xo) I3 SRSLEATEL - ORI A AR R A -
EfEhRE | Mafes | ieree s RSt E] - FR 1 R EE A
(X10) i NEEES - MR - R Bk -
WEERT | REBaR | e - BAREEE T E S R B A - e
B B (BRI R ER B - BRI
| () B - IR - R &
5 ERCATARBBBIRI S - L AT SRR 25
i W - SIS B A KR -
Bt | BT | SRR FLIR A i E e A A (U B A A L
(X12) Bl SR - EHERER - A TSR AR B -
e | AR FRA RIS ST AR 5 — I8 SR i F
B | tIPFlsH EREHE AT R P B AR ATRS 1
B ey HABEEES O -
%Z (X13)

BRI © AR
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W% P oA E =8 REH9F9A

=, STRARATHRMESTHFHFEHRE M

AL LIHZNES ST N AN EAEE TN iRy RIS ST /YA FISHHE
BEAS > SR SERTRA P (SR R L S A~ B~ C~ D~ E T - HH1
A BEESAE 2003 F-4AEs ST AYAF] - BEEHARIREAR S AT RBL N B AL
YRy ST it » AHA RIS E R R R AT - HUE B E R R ST » A0k
HYIS ARE 1 E R ICATRCE SO NMERG IR ST YA F] HAE 20034484
fatrs ik ETHYAE o BT REATER ARG RS SGIRTE 5 111 B ~ C~ D =HERIF
WUIRTE » ASRF ST A FIE 28 R AERISUIRTE -

FERS ST HIFEE R E R 7B & Ry B AL —FEH R - E A
AR ERGENT - BRI R e A FAMEHE b ST » s NI AR A
SRR » AR R AH R - B e HEhIL ST HRIES
IEHAF B BN EIRRG RS ST L1k » REUAAN T - BIa]RE
BRI A T > MUAFEIHE S ST HUIRAE - BIRRIGIREE - HAmIRE
R A B E REMEEIRIOIRGE » A LA E A FEE I Fir (i E TR L R
IRFEAHER R RS > 735’ ST AR5 E B~ C» D =§f » & AHY LA
HENGGR - Bl CREAT R EXED 2 B ~ B2 AR > JRA]RER NP 255 D
B REEHER-

A B R T R B 25 R SOTRRE LA /2 BT TR RIRUIR B i
TR N5 R IBGR A IRRE - 5 DR P (TR R R R A -
transition matrix) 21~ (1)={ :

|t
b

o |5 rxr (R BRARRRE > EHSOIRRE RN SOIRTE » AR —HE AR
BHADIRTE = v 555 rxs YZERARE > FRon HIRBGIRRE IS 2 TR GIRREAE A FTRESE
AR Ry sxr RO AASRHIEIRBOIRTEIERRS R UPUIRRE Z R - Q 1% sxs
o ISR » AR FH R SRR Re R 28 J R RSORS00 F ] SRR
SEFEETT n KEHES ATARARIRATT

"la el ol lo-om < @
R QJ[R o] |0+QR @
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Pn:{ 2I ni ¢n:| ©)
1+Q+Q°+...+Q"™R Q

Hh Q"Fr#& n R4 - FERBUIRREE FE BB RIBE R AE
b RIS Q FStRIGNE > FTDIE Q APy —EUTRE/ MY 1 KWIEEE n
RKIR > FEREEEBIT R ZE AR © 5

[+Q+ Q% +...+Q" = =(-Q)* (4)

1
I-Q

Ll 5
(I-Q°R ¢

rF=(1- Q)" FsANE (fundamental matrix) [H: S AN AT ffER 2 7H
[ - H—H IR SOIRRERRAA S R R FEBSOIRAE < PR HIR] - ] AR
Ml F oz R ARE o« R AIERIGIRRE A EE ROIRRE P TR &
IRFfE] aliRs i > Bl F ARk A2 I o = FIRRSGIRTERR A
—IRIGIRREN S BERRSART > FTLURIFE B AR > BILLB=FR R

AT SEEACHERRY - SAKEM 2 2O RIEERAEHERT STIIRERTS
R AR ATAC R (85) R8> W EIEREIIR] - IR EEmE AR
[ LARISERE (B=FR) 515 ST AR]#E4: I ivaifsh ST ZnREffR(E - A
SRR L RGP AP S A T

(6)

©
[l
1
ASS
[
[l
1
=2
|
_---
_ 1
= |
1
1
1
= 1
1
1
1
= 1
1

R Q

| %5 2x2 JHpd > FoRiEs STHRREEL MrfiRRE > th 0~ 1 ZB(TRfEFR L
TPHIEL A S B ORI o v [ 2x3 ISRHEE > FoRE T iiRRE Z RISGIRAEE RS
EAFEE L IERIMOIRFEFEA ATREFE A » R 8 3%2 ZIRISUHERE » KEf 2 23517351
7R B~ C k¢ D =Hf ST ARFAEMFEN ST B iniRiE ZBRE - QR 3x3.2
FERIARE > RSB AFREIRE Z RS L BERAE By - ILREREE AR 1
H RAFEEEL Q Rafe 2 A A IR BERAEATL S 1 -
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BEAE > 8 1 B IRISGIRRE R R AHARR IR RaSAE — R EBOIRTE
S, AR IR OIRREBA AR RS R BLAGEIBOIREE s, > m] DUG2]— {7
R ISLEESE - (HIER TSR E R AR > SRR IGIRRE R AR BGE LA - 5 A
S A S IRRE U EIRER TS p o RGOS § —FRUIRTE - s; IR IRIBGIRTE -
fL 5B SRS (outcome function) TR A ISR AT ET /K -

Pr=(f,=5|B-= Prj<';rj:<2>“ B Pr pt, :Prﬁi QIJD(E: i3 @

A bl | N =y A=Y
P = 2uP g b, REREIFBHGIRFEH R B BOIRFE IR K S,
b
i

P, ARERAEML P IeR » AU - & =1 R > AIf#kED, =1 Ak

{51 {EEPRAEIRE Q = HQH » [IBE n Al (3” =H'Q"H » AIHE{H IR
AT

F=H(1+Q+Q?.....)H = HFH )

H 5 /7 IEAIE + H e TR B AR 2 TIA R - SurL
JeE P o O A B P B AN D o SRR PR ML AR F
Fo(1-Q)" » LB S AR - 5 EL A R O AUREE | TR
BT - BISLATRE F v 7eE £, TTRZAEIRGE | oo sy - it
G HAENL Y 4 TE % HI— A SR & BT 8 (155
TR AR R TIRE - 31 B4 5 R A R R AR 2 7

o B
3

NN
pui}
)
HO
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B WEIHn

—. BXYHER - B —FERSFHMRERE

Rl B — A7 1 K 26 A B AN 8 A s i T I 1 R e ReRe )
TR 19984 4 20054 [ B 4% 15y ST /A Al 30 LA FiZ 1% » 4371
£5 2002~ 2003}z 20044 » i Fafe =4 ST AN EREA I » S HELRT—F 0
BHRE BRI IR AR - R A 8 ° 8% » SRR R S R DAk
BN TERE T « ASREUR - BRI T - 2003 FEHS
1 A TETfE# 5 88.5% {EA 200441 87.9%K, 20024EH) 85.4%> H EH =
FIFIE 7% 0.685> JMEH =FIIFIE S HAN @A IERESR 86. 1905 FIlE ¥
0.555 AN THERAY i H ST A Al SRR IR F AR T $53R8 77
Tl > 200340 1 $E285 28.8% 5 {KHA 20044E 1) 34.3%K, 20024E1] 39.0% >
IMEFA ZAENIRERAHEA 37.5% * [KILASC B IR 20034 2 Bk TR
BT SR R - GHIIR)

K= MHAKRBERAUDELSBEAANEEEREL

EZN | T R

EMAFIERER | EHAFIERER | BEETRE | R® | BiYE
AR 61.0% 93.5% 85.4% 0515 | 05
2002 4 (16/41)* (8/123)**
AR 71.2% 94.2% 88.5% 0.685 | 05
2003 4 (13/47) (5/141)**
AR 65.7% 95.2% 87.9% 0.659 | 05
2004 4 (12/35)* (5/105)**
=4 62.5% 94.0% 86.1% 0555 | 05
2002~2004 4 (47/123)* (23/369)**

it T MESRAFORL T EER - Bl ST A AMGRAIRIE R A FHG 28 ST ARLZILH] stz
SR GRS  BIER A FHERPIRS ST A aME = IE R A FZLLE] -
BRI © AH9E

* [ 20024 STARIZGIVEMERIBEIS - Bk —BEOLLUEEE - (ERAINLRI - &
FEEE TR RIS -
4R T 4R RS 10096 T FITFRER -
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WP P wWEFE = RH9E9A

=, BxEXgER

(—) R RPN RURHERT RS R EMME

KV R R A HIERMEEA - ERATEAR STAREA L SulrEfET
EHZR I8 e - FMER SN X BSERBURE » S NINA ARG R mE
o {EARE M L RS A R A AERIIRE R W RS S R B B
SRS > i FIERIS Mann-Whitney U a1 &M0E 5 255 E T RS2 5

ResiC B R HOES - AUEEH] t A - IR = Al AIER A EELRIL - HbRse
BRI LR A B 2 S R R
Mann-Whitney U4t t8A67E ©

g T

&k AEARZAHR G E

gty BESAFRAY | RME | BAME | PEE | RS
TR (X0) 188 -0.6925 | 0.2033 | -0.0122 | 0.1311
FERTFILRF] (X2) 188 -2.0600 | 1.5800 | 0.0269 | 0.5186
R (Xa) 188 -2.0600 | 1.0500 | -0.0180 | 0.4830

% HVEE I SR RS2 (Xa) 188 -21.2225 | 17.8233 | -0.0278 | 3.0992
ST R (Xs) 188 -1.0700 | 1.9500 | 0.2238 | 0.4046
HALFE AR (Xe) 188 0.0084 | 2.1600 | 0.4479 | 0.3940
BEEHE (X9) 188 0.0043 | 75.3970( 1.2490 | 5.9652
TFESERSE (Xe) 188 0.0093 | 4.3200 | 0.8434 | 0.7943
EfEEE (Xo) 188 0.0528 | 1.0735 | 0.4252 | 0.2050
EfEEELE (Xio) 188 -14.6021 | 79.7706 | 1.3733 | 5.9671
mENEEREIERE (Xu) 188 0.1061 | 5.3619 | 1.0513 | 0.8730
THEPEEER (X12) 188 0.0865 | 9.4224 | 1.3023 | 1.3365

TERTIIE R A F] 8L ST A FIHYF ARG T S 8k e ] DL R - IEH
INFEIER STAE] > fEamEIERIRET V5T ~ B /i ~ ERe I /oA ~ s
FEAT ST ~ VBN ST B AR FORHRIKAE AR - £E5ER]
eI ST AE A FERRIR ~ FRRTE ORI IR ES © - AL IaEr i e T3
BLEH 2 FIESARAERY ST 24F] > FoniyIRs ST YA FHEAERIRE 5T » &
BRI H A ] AR S R T > 125 A AR 2R R S B RAR

® 20034F. LB R AR TR -
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Fa L RS R T AR EIEEET)  AEREIE G - (EH A FAHE
[y ST AFMEEEIFRENE - FRBltiE R R B mrae ) I 2T &
{8 > 4 ST A FIHRRITRF RIS E(EEERE T ARSI E R © ik -
{EESEB RS > ST ARMFEREEMILR > For ST ArfeaR ==
FI o BEIEEESRT K » AIREE B ST I - A RN A 522 -

kB EFHAREST NS XM R PGB mT

% i NEPER | RS | RME | RAE | P | R Z{#

IEHAH 141 -0.3874 0.2033 | 0.0401 | 0.0658

X1 | MEEEREE -8.937*+
ST /AH] 47 -0.6925 | 0.0791 | -0.1690 | 0.1521
o EFEAR | 141 -1.2800 | 1.5800 | 0.2346 | 0.2994

Xo | FRATERIFEH] -8.766***
ST /Al 47 -2.0600 | 0.5200 | -0.5966 | 0.5396
EEAR | 141 -1.2800 | 1.0500 | 0.1845 | 0.2552

X FRRER -9.425%*+
ST /AH] 47 -2.0600 | 0.3400 | -0.6257 | 0.4969

g4 | EFAR | 141 | -21.2225 | 2.6824 | -0.1801 | 2.3242

O -1.824*
ULl EER ST /A H] 47 -11.0516 | 17.8233 | 0.4292 | 4.7245
) EFEAF | 141 -1.0700 | 1.9500 | 0.2822 | 0.4033

Xs | BEEReRE -4.966***
ST /AH] 47 -0.9900 | 1.2700 | 0.0485 | 0.3588
o EEAR | 141 0.0100 | 2.1600 | 0.5215 | 0.4072

Xe | MEEEEE -5.313%*

ST AH] 47 0.0084 1.2100 | 0.2272 0.2448

EFEAR | 141 0.0043 | 6.9546 | 0.2484 | 0.6508
X7 BEERAR -6.453%*+
ST /4] 47 0.0174 | 75.3970 | 4.2510 | 11.4495

o E#EAR | 141 0.0100 | 4.3200 | 0.9301 | 0.8265
Xg TRHEEE R -3.201%**
ST /AH] 47 0.0093 | 2.4600 | 05832 | 0.6271

EFEAF | 141 0.0528 | 0.7166 | 0.3634 | 0.1682
Xo Aafitbsx -8.389%*+
ST /A H] 47 0.0767 | 1.0735 | 0.6107 | 0.1945

EEAF | 141 0.0558 | 2.5286 | 0.7029 | 0.5298
X1o AffEtt -6.331%*+
ST /AH] 47 -14.6020 | 79.7706 | 3.3847 | 11.7637

wEham | EHAF | 141 | 01061 | 50917 | 0.8706 | 0.6898 P

I B STAH 47 0.1127 | 53619 | 15935 | 1.1177

\ EFEAR | 141 0.1430 | 9.4224 | 1.4439 | 1.3340
X1z HEHILLER -4.047%*
ST /AH] 47 0.0865 | 8.8429 | 0.8774 | 1.2644
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YRy ST AFIRSS 1 IEFAFRSS 0) - A RIE MR/ NG B3 - ek

H, : AFEESBEANTRAFRGHIIR ST HHE
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RUERGRAERIS > A RIEERE A/ NBEOE A > TR AT EERR
RINEA N IR ASHEIRS ST M2 » S DU Rl B MU R PO METE » B
e T E AN AN A 2 -

A NAKERBEY

18 ki Wald HHE P-value
BEHE In -0.14143 0.439367 0.103621 1 0.747527
Y -0.25896 2.611521 0.009833 1 0.921012
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EHEAIEEE R 10 fOsHIES 0) » R ilfa T E R Ry T =0 - REES e TR
PRIIRH & Bl e - SECARRA R TR » (R BEE TR 13 B A R A 8
HEA TR o R » AR IR T DY LSRG A G E A e F st 8 27
HhE] BRI IS THERRA - DUAFIR SR ST AR IERE (IR
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(Bas Lo O R T E RE RAGR T USRS e 18 < R s - MR
FEMR ~ BRILR IR B MERoRR Rt Lt et 8y
Ko BEREORER - i R R A A BRI GR o BRI S 2 -

Rt BSUBRBEBABE

fEREsA Y ER fEvese | wald | EHRE P-value
TR (X0) -12.8490| 5.6762 | 5.1242 1 0.0236**
BREHISREEIEMA (X) | 0.5280 | 0.2833 | 3.4743 1 0.0623*
BEfEELER (Xo) 6.4748 | 2.8944 | 5.0040 1 0.0253**
BHELEAE (X9) 0.5774 | 0.3337 | 2.9942 1 0.0836*

ST SRR (Xs) 6.8559 | 2.3197 | 8.7347 1 0.0031***
L -6.0998 | 1.6444 |13.7605 1 0.0002***

B HE o 0.1 FHRE - E @ =0.05 FHEE - *E @ =0.01 [HE
R | AW

ZN MEBRERAVEHFE X

Y= -6.0998-12.8490 X, +0.5281 X, +6.4748 X, +0.5774 X, +6.8558 X,
TEHIE
IE# 0 ST1
N IE# 0 140 1 99.29%
#izE
ST 1 6 41 87.23%
RS e AR 96.28%
BT R® = 87.33% S =
Hosmer-Lemeshow p-value = 0.8389 Chi-Square = 4.1973

#HA © Hosmer-Lemeshow & & EE © p-value=0.8389>0.05 » HEfE Hy » FiEAE BT
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k+ B RyB_armBEREEH R
PaR
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HiltZ| A B C D E [FI/DEH] A B C D E |BI/NET
A 7 0 0 0 0 7 7 0 0 0 0 7
B 2 0 3 1 0 6 3 0 1 3 0 7
C 9 12 9 4 2 36 8 7 3 7 1 26
D 1 1 1 1 1 1 6 1 4 2 14
E 0 0 0 0 3 3 0 0 0 0 3 3
%

Jep| 1@ 13 | 13 6 6 57 19 13 5 14 6 57
Hilk| A B C D E |#Ef| A B c D E [
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B (03333 0 |05][01667| O 1 |o0.4286 0 [0.1429(04286| o© 1
C | 0.25 |0.3333(0.25/0.1111|0.0556| 1 |0.3077|0.2692|0.1154 |0.2692 (0.0385| 1
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1 0' o0 0 o0
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0

0 0.1429 0.428
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1
0.0714 01429
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fig - R EBURICARIE - FIEZ & 510533127 B~ C B D =R STATITAMES ST
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I ST AR T 2l T RMEHIERS - EISS I — PR
]+ ST TSR R L BT — K (T S R AR 2 S ek T
) » FILAG AR ST AT AR ST R It TSR - LUB TR
R 1 » F PSR FT 1 JRS TS — e - 1 BSHERS 2 it
SR 7 » TR —MEBTELLARRT (FR) - St F 5
ARAENE » AR % TE RIS  FIRRCR BB A T R IR
CTH IR o Tl = Fe= ALK QAN - FHELELAEN - £ F(10)
(12)s -
(5] (58]
14545 1.0909 0.45 1.5394 0.3333 1.04E
(12)

F =/0.7273 1.9301 0.41 0.7732 1.3333 0.96

0.5455 0.7552 1.46 1.0010 0.3333 2.12

R =
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B30 F RS SN0 - BIFRRI B BOIRRE B A 2 =2 R GIRRE T
YIRS < IFTR] SRS R > DL B ERBT - o SUIIRRERAEARAGE AR ST
o MTRTERITRNRAE - F#E C -~ D F/RrAIHAEGCEHEE . - Fallat s
Ryl e A AR R IR > TR ZERRE T R B A Z IR - WiiAE
(EENCSER =S T AT NN SR L Je danlic VS IE -k T

R I EROIRTEBAIAHCR. — R BOIREIR L B8R - I B=FR JH[EHfS
A1 DAy RE—(I3)z0rT RN 73 JH R B B RS2 B BHAUBERR(K - & 15.15
% > C FHEEl E RIUMER 19.11% & D HHERE] E IR 2
33.57%: FHEHHREE A BEZHCREIEKTR B ~ C ke D B /0 (14
FIEEh > B B HEREE] E FAVRERE 16.2700 - C FfREE] E BfAURERE
18.93% iz D HFERSE] E RRTURERE 31.66% T HANEMSIEE A i ZH%
K&K B~ C e D B - BT E RIS RET ST A H] L TR EmRR5E 2
RFE -

(734—1 Cop g
0.8485  0.151 0.8373  0.162

B, ={0.8088  0.191: B, =/0.8107  0.189:
0.6643  0.33§1 o 06834 0314
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TR RS FERIBGIRFERAR B ZARIR] - 73Rt B RERE. oAl (R
ST ZHFR) 1t (MHZHEER) LT > BB R —IEEA AR ITER - il
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A Study on Financial Distress and Risk
Duration of Shanghai and Shenzhen
Special Treatment Companies in China

Pai-Lung CHOU , Yu-Jing CHEN, Jia-Jun LIN :

ABSTRACT

The research constructs prediction model with ltigisegression and estimates enterprises distreisattbn
with Markov absorbing chain, using the companies tbé A-share in the stock market of Shanghai and
Shenzhen as a sample. The empirical result findimaf there are five explanatory variables signifidg, and
uses special treatment companies of 2004 and 2003est predictable ability of model. The first, the
discriminate rates of 2004 and 2005 are 84.38% a6®29% respectively by logistic regression. Secgndhe
enterprises distress duration estimated by Markbsoabing chain could provide exactly approximatidrefore
to rescind special treatment or to drop out frora gtock market.

Keywords: financial distress, special treatment company, financial distress, markov absorbing chain
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