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The Influence of Asset Quality to Bank’s Cost-Efficiency

Student: Shang-Yu Shie Advisor : Dr.Janeraung Lin
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National Chiao Tung University

March 2007

ABSTRACT

The main research of the paper is.on.cost-efficiency of domestic commercial
bank. The study motivation stem from_ airesult of the paper “The influence of new
Basel protocol to bank’s cost efficiency —taking account into three major risks”. The
estimated cost-efficiency rank "of. bank in-the article is much different from the
cognition in the business performanceof idomestic banks with this text. This text
carries on further analysis of banks in recent years of cost efficiency in order to find
out the difference. According to the research of this text, loan quality will has a great
influence on the measurement of cost efficiency of bank. Through comparative
analysis, one cost model takes loan quality into account, while the other does not.
With one-step stochastic frontier cost model including 116 samples data(2002~2005),
the result of cost model taking loan quality into account is more reasonable and is

close to true situation.

Keywords : cost-efficiency ~ invalid loan ~ valid loan ~ asset quality
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