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Are Saudi Banks Efficient?

Evidence Using Data Envelopment Analysis (DEA)

lasg

il aa ;) Nw&b Q;\

el sl b ol (Uil 1B) 35 o3 b o ok a7 e gt 51,

ld (S Loty (e

a,e Ol S5l oKy 3



http://iranarze.ir/Banks+Efficient+Evidence+Data+Envelopment+Analysis+DEA+bank+efficiency+translation

2. Lit ature Review

Empirical evidence on performance evaluation and efficiency of the banking industry is much researched
globally. However, there is dearth of research in the Arab world. The earliest technique, used to measure
performance changes was ratio analysis which examines the financial statements of individual firms and
comparing them with a benchmark. However, this technique failed to take into account the fact that banks
produce multiple outputs from multiple inputs and consistent aggregation was not possible (See, for example,
Barnes, 1987; Smith, 1990). The short comings of such a descriptive and static analysis of the data are overcome
by later researchers with the use of parametric and non-parametric techniques.

The parametric and non-parametric techniques differ mainly in how they handle random error and their
assumptions regarding the shape of the efficient frontier. The three main parametric (or econometric)
methodologies used by researches to examine financial institutions include the stochastic frontier analysis, the
thick frontier analysis, and the distribution free analysis. In general, the parametric approaches specify a
functional form for the cost, profit, or production relationship among inputs, outputs and environmental factors,
and allow for random error.
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