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SUMMARY
Idea and Scope of the Research

In the year 2001, a deep financial crisis has affected all the economy and especially the banking sector in Turkey. Overcoming the impacts of this crisis, i.e., after the year 2003, Turkish Banking Sector has showed a rapid growth performance. Positive developments have been recorded by the system due to the favorable domestic and international macro economic situation concurrently with the restructuring process. Hence between the years 2004 and 2009, which is also selected as the analysis period,  Turkish economy can generally be characterized by falling interest rates and low inflation, decreasing public sector borrowing requirement, raising economic activity in the real sector, and capital inflow. These developments have led to a rapid growth in the banking sector and raising foreign fund entry but, incurred lower profit margins as well as more competitive pressure.
Faced with a more competitive environment, banks had to account for expenses and loan losses while increasing their loan supply and earnings to become more profitable. They have to make efforts to operate efficiently to support their sustainable growth. Therefore, it became more crucial for all stakeholders of the banks to continuously analyze the loan operations and profit efficiencies of the similar banks relative to each other. It is the main idea and scope of this research.
Main Characteristics of the Empirical Work

In the context mentioned above, this study provides an empirical analysis on the relative efficiency dynamics and stability patterns of the largest Turkish commercial banks over the period of 22 quarters from the 1st quarter of 2004 to the 2nd quarter of 2009. The banks initially included in the analysis are the ten largest commercial banks operating in Turkey, which control 86 % of the total bank assets by the end of the analysis period. Three of them are foreign banks, three are state-owned banks and four are the largest Turkish private banks. Financial data of the banks were obtained from the database released by the Banks Association of Turkey (TBA).

We perform a dynamic efficiency analysis dealing with three important complications listed in bank efficiency studies. These are the need for sample homogeneity, proper variable selection, and treating with time series data.

In efficiency analysis inputs and outputs of a production function are defined and weights of them are derived by means of an optimizing calculation. Based on that, decision making units (DMUs) can be classified into efficient and inefficient, i.e. distinguish the efficient banks from the inefficient ones. In these studies both parametric and non parametric methodologies were used. As a popular non-parametric approach, Data Envelopment Analysis (DEA) yields a single dimensionless performance index without a priori assumption of some formal analytic production function. Since DEA provides an efficient frontier in terms of comparisons in between DMUs in a sample, homogeneity of the units is a crucial assumption. Utilizing homogeneity can ideally be provided by studying with small samples which contain units having similar characteristics. To determine homogeneity and heterogeneity of data sets, there are well-known clustering analysis techniques. We used in this study the “Ward’s method” which helps to identify homogeneous groups on a number of similarity aspects (criteria). First by using this well known cluster analysis method it is showed that two of the state banks among others had significantly different structural characteristics (in terms of liabilities and asset structures). For the sake of homogeneity, these two banks were omitted and only the results of the relative efficiency analysis of eight banks are evaluated and presented
DEA is typically applied to cross-section data to analyze productive efficiency but can be applied to panel data to analyze the variation of efficiency over time, as well. Since we have a small number of banks and a large number of periods (quarters), in order to increase the discriminatory power of the efficiency levels between banks, an extension of DEA, known as “Window analysis” technique was used as a dynamic efficiency analysis tool. Window analysis assesses the performance of a DMU over time by treating it as a different entity in each time period. It works on the principle of moving averages and is useful to detect performance trends of a unit over time. 

.Before utilizing DEA, a trend ratio analysis provided on the mean values of the financial performance ratios of eight banks over the analysis period and it is observed that the most critical performance aspect is the performance in the loan operations of the banks, as expected.
By choosing “non-performing loans” and “interest expenses” as inputs and “interest revenues” as output, we focus on the relative efficiency patterns of loan operations of large Turkish banks via Data Envelopment Window Analysis over a period of 22 quarters with a window width of 4 (a year). By adding “non-interest expenses” and “non-interest revenues”, overall operational profit efficiencies were obtained as well. Due to the fact that the analysis period also includes the 2008 global crisis sub-period, its effects on efficiency and stability of Turkish Banking are presented and discussed.
Main Results

The results show that, loan and profit efficiency of Turkish banks generally improved over time, except “fluctuations” in 2nd quarter of 2005 – 3rd quarter of 2006 and after the second quarter 2008. The effects of the global crises in 2008 on the Turkish Banking can be mainly characterized by loan and profit losses (credit risk). 

After the second quarter of 2008 (in the last three windows), efficiency levels in the sector are decreased through the global crises. Individually, banks exhibit different efficiency and stability patterns relative to each other. Largest Foreign Banks outperform the others in both efficiency means and stability during the period – when we evaluate loan and profit efficiencies. 

Overall, the results confirm that credit risk is the main factor to be monitored or to be prevented in Turkish banking system in the near future. 
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