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Figure 1: Efficiency Trends
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first stage of our analysis (as shown
figure 1) is the efficiency frends of
the banking sector for the review
period 2007 -2012.

Table 2 presents overall technical
efficiency (OTE) scores of 24
deposit money banks (DMBs) in
Nigeria, along with the scale of
overall technical inefficiency
(OTIE). The results suggest that the
banking sector has been
characterized with large
asymmetry between banks as
regards their OTE that ranges
between: 9.6 percent and 100
percent in 2007, 8.7 percent and
100 percent in 2008, 18.7 percent
and 100 percent in 2009, 5.1
percent and 100 percent in 2010,
4.7 percent and 100 percent in
2011, and 35.1 percent 100
percent in 2012, respectively. The
sector's average efficiency results
forindividual years were 38.1, 50.7,
62.4, 35.5, 70.5 and 84.3 per cent,
respectively. This suggests that an
average Nigerian bank, if
producing its outfputs on the
efficiency frontier instead of its
current (virtual) location, would
need only 61.9 percent of the
inputs currently being used in
2007. This interpretation of
efficiency frontier scores can be
extended for subsequent periods
in the sample analysis.

The connotation of this analysis
further suggests that the
magnitude of average OTIE in the
banking sector would also need
to the tune of 49.3 percent in 2008;
37.6 percent in 2009; 64.5 percent
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in 2010; 29.5 percentin 2011; and
15.7 percentin 2012, respectively
of the inputs currently being
used. This suggests that, by
adopting best practice
technology, deposit money
banks can, on an average,
reduce theirinputs of total assets,
loanable funds and labor by at
least the levels of overall
technical inefficiencies for the
respective periods under review
and still produce the same levels
of outputs. However, the
potential reduction in inputs from
adopting best practices varies
from bank fo bank.

Of the 24 banks, 3 banks were
found to be technically efficient
representing 12.5 percent of the
totalin 2007, 2008 and 2010, since
they had overall technical
efficiency score of 1. Similarly, 8
banks were found to be
technically efficient representing
33.4 percent in 2009 and 2011,
respectively. In 2012, 9 out of 20
banks were equally found to be
efficient, representing 45
percent of the sectfor. These
banks together define the best
practice or efficient frontier and,
thus, form the reference set for
inefficient banks. The resource
utilization process in these banks
is functioning well. It means that
the production process of these
banks is not characterizing any
waste of inputs. In DEA
terminology, these banks are
called peers and set an example
of good operating practices for
inefficient banks to emulate. On

trie other hand, e roir dining
(inefficieni) ban:. hove overall
technical efficiency score less
than 1, “ich mean: thct they
are laech :zally ineffic 2nt. The
rsulte, tl us, mark a presence cf
roarked deviations of the banks'
from the best practice frontier
(See table 3).

These inefficient banks can
improve their efficiency by
reducing inputs. The overall
technical efficiency among the
inefficient banks, range from 23.3
percent for bankl9 to 90.4
percent forbank15in 2007. These
results suggest that inefficient
banks can potentially reduce
their current input levels by
percentages that
commensurate with their
inefficiency points, respectively
while leaving their output levels
unchanged. Thus, this analysis
can be extended further to
cover subsequent banks and
respective periods.

6.0 CONCLUSION

This paper attempted to
evaluate the extent of technical
efficiency in Nigerian deposit
money banks, using cross-
sectional data for 24 banks, over
the year 2007 - 2012. The study
used data envelopment analysis
(DEA) technigue and adds to the
existing literature on technical
efficiency marking several
importance contributions.

Nigerian deposit money banks
operate under the same
environment with same policy
and regulatory frameworks, yet
the result suggests that some
banks are more efficient than
others. Therefore, financial
analysts are often interested to
know about factors accrediting
to the efficiency differences
among banks, despite the facts
that they share the same
enabling environment.

The results indicate that the
sector's average efficiency
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