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The objective of this study is to find the factors that influence on the soundness of 

financial institutions. To obtain these factors, financial ratios could be tested whether they 

can discriminate between closed firms and non-closed firms. After the crisis in 1997, the 

remaining financial institutions were divided into 3 categories consist of the state-owned 

institutions, majority-owned by foreigners and majority-owned by Thais. To go further on 

finding factors that separate these 3 groups out of each other, financial ratios were tested 

again. The sample were used in this study comprises 106 financial institutions in Thailand 

in 1994-1996 by using pooled data and Logit model.

According to the result, the important factors effect stability of financial institutions 

which make them to be closed are non-performing loans, low profitability and too small size 

of firm. Lending carelessly before 1997 became non-performing loans which increase the 

financial institutions’ cost immensely and led them closed finally. Low competitive ability 

relatives with size of firm makes them offer higher interest rates and have no advantage 

from economy of scale so they can’t have high profitability, For the difference between 3 

groups of the remaining institutions found that the majority-owned by foreigners have 

smaller size than those majority-owned by Thais but have higher profitability. And majority- 

owned by Thais compared with state-owned institutions have all better financial ratios 

including capital adequacy ratio, profitability ratio, asset quality ratio and liquidity ratio,
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