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Operating Efficiency Analysis of Taiwan’s
Banks During Asian Financial Crisis

Chu-Fen Li

Assistant Professor, Department of Finance, National Formosa University

Abstract

This study attempts to explore the impact of Asia financial crisis on
operational efficiency in banking using nonparametric Malmquist-index
Analysis. Based on a sample of banks operating in Taiwan during 1996-2003,
the main results show that the Asian Financial Crisis exerted no significant
influence on the foreign banks. They had been enjoying the highest efficiency
level and also achieved a high pace of productivity progress. Such rapid
productivity growth was found to primarily result from technology advance
rather than efficiency improvement. As for domestic banks, the patterns of
efficiency changes from old banks and new banks seemed to be quite similar.
In the initial stage of the financial turmoil, there existed some evidences of a
turnaround within both bank groups. However, their efficiencies declined at a
great rate for the five years after the turmoil. In this respect, changes in scale
efficiency were found to provide the major sources of the efficiency changes.
Furthermore, the results reveal that on average the productivity of both

domestic banks diminished slightly during the period.

Key Words : Banking, Efficiency, Productivity, Asian Financial Crisis,
Malmquist Index
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