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A COMPARISON OF DOMESTIC AND FOREIGN BANKEFFICIENCY: EVIDENCE FROM TAIWAN Xueming Luo, State University of New York, Fredonia Maxwell K. Hsu, Tennessee State University ABSTRACT Evaluating banks' financial situations is of critical importance not only to bank managers, but to policy makers as well. However, modern literature has not investigated the topic of bank comparison between domestic and foreign banks in terms of their efficiency measurement. We attempt to fill this gap by examining the efficiency of both domestic and foreign banks' operations in Taiwan. The inquiry into possible methods of efficiency measurement in the banking industry attracts a lot of attention in modern economics and financial literature. The use of Data Envelopment Analysis (DEA) enables us to calculate the efficiency scores for all studied banks. It is worthy to note that the present study adopts the viewpoint that banks are intermediary institutions that bridge borrowers and investors. Specifically, our analysis of commercial banks in Taiwan includes three input variables (i.e., assets, shareholder's equity, number of employees) and three output variables (i.e., deposits, loans, and after-tax profits). After obtaining the efficiency measurement from DEA, we subsequently compare the efficiency scores between domestic and foreign banks using the T-test, Mann- Whitney, and Kolmogorov-Smirnov tests. Our empirical results suggest that differences between domestic banks in Taiwan and their foreign counterparts are not statistically significant in terms of overall technical efficiency and pure technical efficiency. However, domestic banks are less efficient than Taiwan's foreign banks in terms of scale efficiency. These findings provide partial support to the commonly shared viewpoint in Taiwan that foreign banks are hypothesized to operate in a more efficient manner and thus could put competitive pressure on the domestic banks. It appears that the 1989 banking reform in Taiwan, which exposes its banking system to a greater degree of professional management and foreign participation, does produce some positive impacts on Taiwan's banking industry. Other developing countries that intend to enhance bank efficiency through the deregulation, internationalization, and liberalization could mirror Taiwan's experience and replicate Taiwan's banking reform process.
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