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Abstract

According to the related agreements accepted by China on accessing
World Trade Organization, it has become reality for foreign banks to en-
ter domestic financial markets. In the surroundings of dancing with
wolves, it is unrealistic for Chinese banks only to depend on the series
of governmental transfusion actions if they want to bring “ catfish effect”
and seek for survival and development facing the fierce challenges. On
one hand, foreign banks will enjoy the national treatment granted by
China. On the other hand, it seems to run counter to goals of socialistic
market economy that the government who draws on the financial re-
sources on hand to pay for the ever — accumulating vast amount of NPL
caused by the state — owned banks for ages. Therefore, after leaving
completely the paternal care of government for a new challenging situa-
tion, the sole solution of Chinese banking industry is to learn to walk by
themselves and to improve the ability of gaining profits and the level of
efficiency through constantly perfecting their own corporate governance
mechanism.

Consequently, research on banking efficiency gives rise to universal
interest of both theoretical and practical circles. Nevertheless, in con-
trast to foreign similar research, there are many shortcomings in the per-
fection of both theories and methods, the novelty of research perspective
and so on. So, this dissertation strives to construct a new assessment sys-

tem for bank efficiency based on improving existing methods. At the same



22 \HMEBTYHEMBRETERA

time, different from the existing research thinking, this dissertation in-
vestigates the internal relationship between bank efficiency and structure
determinants of banking industry, namely ownership structure and mar-
ket structure in China, based on game theory and principle and agency
theory. By doing so, we hope to find some expected evidences support-
ing feasibility of some Chinese banking innovations. Therefore, this dis-
sertation is of great importance to perfection for theoretical system, poli-
cy — making for supervisors, decision — making for investors and main-
taining development for banks, etc.

The main content and viewpoints of this dissertation are as follows.

Chapter 1 investigates Chinese economic background of research on
bank efficiency and its meaning, studies the latest progress of abroad
studies on bank efficiency and points out the drawbacks of domestic pres-
ent research as well as the possible innovation of this dissertation.

Chapter 2 emphatically studies the concept of bank efficiency and
its measuring methods prevailing in present overseas papers. Compared
with other methods, we holds Data Envelopment Analysis and Stochastic
Frontier Analysis are more suitable for the study of domestic banking effi-
ciency considering discrepancies between China and western countries on
financial development history, perfection degree of financial market,
the standard of accountant rules, etc.

Chapter 3 investigates the static efficiency structure. Firstly, we uti-
lize the traditional DEA model and cross — section data to make an evalua-
tion on the efficiency of four state — owned banks and ten joint — stock
commercial banks, verify input redundancy and output scarcity in Chi-
nese banking industry after analyzing input — output slack variable of DEA
model and discuss how to improve efficiency of different banks. Given lim-
itations of existing researches, this dissertation puts forward and con-

structs multi — stage super — efficiency DEA model to study. Studies show



that service efficiency of state — owned banks and joint - stock banks is al-
most the same though comprehensive efficiency of state — owned banks is
not as good as that of joint ~ stock banks; the differences in comprehen-
sive efficiency between state — owned banks and joint — stock banks stem-
ming from the difference in their profitability and profit efficiency.

Chapter 4 investigates dynamic evolving characteristics of Chinese
banking industry. We introduce Battese and Coelli (1992) model to
study the efficiency of Chinese banking industry. During the research,
we choose gross loan and total profit before taxation irrespectively for out-
put variables of both loan efficiency model and profit efficiency mod-
el. Conclusions show that, in the long run, loan efficiency of state —
owned banks is higher than that of joint — stock banks, while profit effi-
ciency is the opposite. So, in the perspective of bank efficiency, we can
conclude state — owned banks lack the strict control of loan quality and
present strong NPL impulse. Besides, the dissertation investigates the
dynamic relationship bank efficiency and some determinants such as
ownership structure, operating scale, employee quality, risk prefer-
ence, etc.

After classifying and evaluating the present performance appraisal
method, Chapter 5 combines BSC theory and serve — profit chain theory
to build appraisal system of comprehensive efficiency of commercial
banks, which is based on the DEA model. This theoretical model is
more explanatory and persuasive on bank efficiency appraisal and tends
to be theoretically perfect.

Chapter 6 discusses the relationship between financial market struc-
ture and Chinese banking efficiency. The relationship model is built to
reflect the intrinsic relationship between bank concentration, rent see-
king, NPL forming and bank efficiency on the basis of our unsound legal

system and imperfect financial market in the process of research. Models
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show that, on the background of present institution, credit quotation
and rent seeking caused by over — concentration of Chinese banking in-
dustry result in the deviation from the normal loaning rules for profession-
al bank managers, which makes it inevitable to forming more NPL and
lowering bank profit efficiency. By further analyzing, Models show that it
can at least bring two advantages by achieving to transfer the present
seller market of loan market to buyer market and breaking down the mo-
nopoly pattern of financial market. On the one hand, it fundamentally
clears off the soil where financial rent seeking generates. On the other
hand, it brings the sense of crisis to bank managers by improving the
competition between banks and puts an end to the deviation from the nor-
mal loan rules when professional bank managers make decision on loan-
ing. These two sides help to prohibit the NPL generating channel and
raise loan quality of the whole banking industry, and eventually, it will
improve the profit efficiency of our banks greatly. From this point of view
of market, it can be found that monopoly in the financial market by the
several state — owned banks is the external cause that leads to pursuing
private interest and NPL expansion impulse for managers of state — owned
banks.

Chapter 7 investigates the relationship between ownership structure
and bank efficiency in Chinese banking industry from two aspects of in-
centive to bank professional managers and NPL forming mechanism. After
analyzing professional manager incentive model, conclusions are as fol-
lows: the banks with higher proportion of state — held share, or purely
state — owned banks, have different objective functions because of pater-
nal care of government for state — owned enterprises; in order to maintain
the same incentive level and diligent degree for professional managers of
state — owned banks as those of joint — stock banks, they have to in-

crease the proportion given to professional managers of bank profits on



condition of sacrificing bank profits in a state holding — stock bank or a
sheer state — owned bank discovered from the incentive model of profes-
sional managers. From this point, state — owned banks or state holding —
stock banks possess higher agent cost and lower governance efficiency
than private banks or banks with less state — held share. In addition, the
relationship model between ownership structure, sunk cost accumulating
mechanism and bank efficiency are established by improving Dewatripont
and Maskin model (1995) . According to the improved model, it shows
that in the market dominated by the state — owned enterprises, because
of paternal care of government for state — owned enterprises and soft
budget constraints, the lowest proportion of bad projects to which bank
professional managers would provide refunding service to all social pro-
jects could be further lowered as the proportion of national share of bank
ownership structure is increasing. So it will bring two effects. First, high-
er national share proportion means higher possibility of bring constantly
sunk cost and NPL because banks with more state — held share will pro-
vide loans for more bad projects. It also means the support of soft budget
for business is strengthened to a certain degree. Secondly, as the other
game player, enterprises tend to choose lower degree of diligent when
they know that these banks will provide them refunding service. There-
fore, it is inevitable to further lower the business management efficiency
and profit level, and finally it will inevitably increase the pressure for
banks to generating more NPA. So, it eventually causes to lower banking
efﬁéiency on the whole. These results support to reform the ownership
structure of Chinese banking industry and at one time point out the na-
. tional share proportion can’t be too high. Besides, the relationship model
between ownership structure, sunk cost accumulating mechanism and
bank efficiency provides the explanation that over — high proportion of
state — held share in banks inevitably leads to thinking little about of loan
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quality and bank profit and so it is the internal causes that leads to NPL
expansion impulse for state — owned banks.

Chapter 8 discusses this dissertation’s drawbacks and further resear-
ches in the future.

From the aspect of research methods, this dissertation mainly utili-
zes production frontier models, which are prevalent in the foreign similar
research, to study the efficiency of Chinese banking industry. In fact,
production frontier models are the system of many methods and conclude
both parametric and nonparametric methods. After analyzing advantages
and disadvantages of all the methods and combining the actual situation
of China, we choose one parametric method, DEA model, and one
nonparameiric method, SFA model, as the main methods during the
empirical research.

From the aspect of research characteristics, this dissertation mainly
focuses on improvement and implication of the production frontier mod-
els, construction of theoretical model for assessment of banking compre-
hensive efficiency and discussion on how to reform Chinese banking in-
dustry to improve bank efficiency from the new prospective by establis-
hing economics and game theory models. Concretely, the possible inno-
vations are in the dissertation as follows.

First, this dissertation puts in order and appraises the existing
methods of efficiency measurement both abroad and domesticly according
to characteristics of Chinese banking industry. At the same time, im-
proved DEA model and Battese and Coelli (1992) are respectively used
to investigate comprehensively the static and dynamic efficiency of Chi-
nese banking industry, and then some suggestion is given to solve the
existing problems.

Second, this dissertation put forward the multi — stage super — effi-
ciency DEA model to assess the banking efficiency. This model puts for-



ward the concept of comprehensive efficiency, service efficiency and prof-
it efficiency, discusses their relationship, and their own responding fi-
nancial indexes. By doing so, this model not only considers characteristics
of providing service combined with pursuing profit. Besides, super - effi-
ciency DEA model could solve the problem that traditional DEA can’t rank
efficient banks.

Third, the dissertation introduces Battese and Coelli (1992) model
into study Chinese banking industry. After establishing profit efficiency
model and loan efficiency model and then carrying out corresponding em-
pirical research, the results show that state — owned banks present strong
impulse of NPL expansion. On number value, that’s to say, the loan ef-
ficiency of state — owned banks is higher than that of joint - stock banks,
while the profit efficiency is just the opposite. The next two chapters,
Chapter Six and Chapter Seven, give lessons to the impulse of NPL ex-
pansion and low efficiency for state — owned banks respectively from in-
ternal and external aspects.

Forth, combining value — creating thinking of BSC theory and
serve — profit chain theory, this dissertation builds appraisal system of
comprehensive efficiency of commercial banks with the help of DEA
model. To a certain degree, it not only overcomes defects of present
methods but also analyzes the relationship between bank efficiency and a
series of indexes that concludes from inside personnel satisfaction to out-
side customers’ satisfaction at the angle of bank profit creating, This theo-
retical model is more explanatory and persuasive on bank efficiency ap-
praisal and tends to be theoretically perfect because it combines not only
financial and non — financial factors but also inside and outside factors of
commercial banks.

Fifth, new prospective different from the existing documents are

used in chapter 6 and chapter 7. In chapter 6, getting rid of the frame of
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traditional SCP, a game model is built to reflect the intrinsic relationship
between bank concentration, rent seeking, NPL forming and bank effi-
ciency under the backgrounds of our imperfect legal system and imperfect
financial market in the process of research. By so, the dissertation testi-
fies that more fierce competition of banking industry in China is more
helpful to improve overall efficiency of Chinese banking industry from
outside under the backgrounds of imperfect market and legal sys-
tem. Chapter 7 researches the relationship between ownership structure
and bank efficiency in Chinese banking industry from two aspects of in-
centive to bank professional managers and NPL forming mecha-
nism. Conclusions are drawn that lowering the proportion of state — held
share and achieving the diversification of ownership structure will con-
tribute to perfecting corporate governance of bank, lowering agency

cost, strengthening incentive mechanism, prohibiting NPL, etc.
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