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1.0 Introduction  

Over the past few decades, Malaysian banking section has seen its 

fair share of  f inancial l iberalizat ion. Bank Negara Malaysia issued to 

Australia and New Zealand Banking Group L imited (ANZ) the very f irst 

foreign bank representat ive status l icense in 1971. Though not permitted 

to undertake any commercial banking act ivity or sel l any f inancial 

product, this mark the revolut ionary ef fort of the Malaysian government in 

opening local market in accordance with the global izat ion trend in global 

f inance. This global izat ion phenomenon brings a l iberal for any venture to 

board upon our shores, attract ing competit ion f rom the adventurous and 

aggressive expansion of  developed nations‟ large corporate sections. 

Since then, local banks have been chal lenged hard by foreign banks 

presence; presenting a signif icant test in internal operations, customers 

dealing, and inter - inst itut ional relat ionships (Balachander, Staunton and 

Shanmugam, 1999). Perhaps the government seen such chal lenges are 

the necessary push that as essential to adopt a posit ive competit ion 

between foreign and local banks with an aim of  improving local banks 

eff iciency and competency. Foreign banks, to their defense, are alter ing 

local economic landscape for good by ref ining eff iciency of  resource 

al location and r isk management, among other things (Mall ikamas, 2012).  

Factors determining the ef f iciency of  banks in the nat ion are an 

area that has received relat ively l i t t le at tention to date. In recent years, 

the wor ld f inancial structure has changed rapidly making the banking 

industry has faced competit ive pressure worldwide. In such a market, how 

eff icient ly banks transform their expensive inputs into various f inancial 
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products and services are concerned by the banks‟ regulator, managers, 

and investors. Berger and Humphrey (1997) explain that  information 

obtained from eff iciency studies can be used for a var iety of  purposes. 

They can inform government pol icy by assessing the effects o f  var ious 

regulatory changes on eff iciency. Managerial performance can be 

improved by identifying "best pract ice" and "worst pract ice" associated 

with high and low ef f ic iency f irms, respectively.  

I f  banks are eff icient, we can expect improved prof itabi l i ty , better  

prices and better service quality for consumers and it  can lead to greater 

amounts of  funds being intermediated (Berger et al. ,  1993b).  This paper 

focuses on the question whether there is any dif fer of  technical eff iciency 

of  foreign bank and domestic bank. 

Data envelopment analysis is a Linear Programming Problem that 

provides a means of calculat ing apparent eff iciency levels within a group 

of  organizat ions. The eff iciency of  an organizat ion is calculated relat ive 

to the group‟s observed best prac t ice. In this paper we use non-

parametric Data Envelopment Analysis (DEA) method to analyze the 

overall,  pure technical and scale  ef f iciency of  Malaysian banking industry  

over the per iod of  2006 to 2010. The technical,  pure technical and scale 

eff iciencies are three dif ferent types of  eff iciency which can be 

dist inguished from non-parametric Data Envelopment Analysis (DEA) 

methodology. 

To discuss DEA in more detai l i t  is essential to look at the concepts  

of  eff iciency. The most common eff iciency concept is technical ef f iciency.  
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Technical eff iciency is the conversion of  inputs, such as the total assets 

and total deposits  of  a bank, into outputs relat ive to best pract ice. In 

other words, given present technology,  there is no wastage of  inputs 

whatsoever in producing the given amount of  output. An organizat ion 

functioning at best pract ice is supposed to be 100% technically eff icient. 

I f  operating below best pract ice levels, then the organization‟s  technical 

eff iciency is expressed as a percentage  of best pract ice. Managerial  

pract ices and the scale or size of  operations af fect  technical ef f iciency,  

which is founded on engineering relat ionships but not on prices and cost.  


