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Financial Factors of Banks’ Failure: Evidence from American Banking Industry under Sub-prime Crisis
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Abstract: The recent financial crisis triggered by subprime crisis has caused hundreds of commercial banks
to be closed in the USA. This provides an ideal opportunity for studying the bankruptcy of banks. This
paper collects the sample of closed banks in the USA and their counterparts of normal banks to study the
impact of financial factors on the banks’ bankruptcy. Based on the univariate analysis to test the effective-
ness of financial ratios, we construct a weighted Logit model and use contribution indices obtained from the
model to analyze financial ratios” effect. The empirical results show that not only ROA, capital adequacy.
ratio of net loans to asset and financial derivatives have significant influence on bankruptcy, but also the
change of ROA and of ratio of net loans to asset do. Especially, although financial derivatives have been
regarded as one of the main causes of this financial crisis, our empirical results indicate that it has a posi-
tive impact on the banks’ stability.

Key words: bank failure; return of asset; ratio of net loans to asset; financial derivatives



