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ABSTRACT

The objective of this study was to construct a model of insolvency prediction
for the commercial banking system in Thailand, to find out the risk factors, and policy
recommendations for bankruptcies prevention in Thai commercial bank systems.

Data and sample size for purpose of the study was secondary data which mostly
in terms of financial ratios, such as liquidity ratios, asset quality ratios, capital adequacy
ratios, and profitability ratios, were collected from fifteen Thai commercial banks during
1988 to 2000. These financial ratios were used to analyze and find out the risk factors of
bankruptcy in Thai commercial bank systems through  logit model and multiple
discriminant analysis.

The research result from logit model showed statistically significant in three risk
factors, namely, sharcholder's equity and total assets ratio which indicate the adequacy of
funds , non-interest income and ftotal income ratio which indicate the ability to generate
profits, and the provision possible loan losses and total loans ratio which indicate the
quality of assets.

The research result from multiple discriminant analysis showed the significant in

other two additional risk factors , namely, the provision possible loan losses and total



income ratio which indicate the ability to generate profits, and the total deposits and total
assets ratio which indicate the adequacy of funds.

Policy recommendation obtained from this study are that the commercial banks
should implement policy or measures to prevent bankruptcy by adjusting the means of
shareholder's equity and total assets ratio which indicate adequacy of funds equal to 6.93
or higher, the total deposits and total assets ratio which indicate adequacy of funds equal
to 76.61 or higher, the non-interest income and total income ratio which indicate ability to
generate profits equal to 10.02 or higher, Morcover, the commercial bank have to keep the
provision possible loan losses and total income ratio which indicate the ability to generate
profits equal to 0.08 or higher, and the provision possible loan losses and total loans ratio
which indicate the quality of assets equal to 2.64 or higher, meanwhile keeping the

deviation of such mentioned ratios at the lowest level as possible.



