Efficiency of the Latvian Commercial Banking System: a DEA Model Evaluation
Abstract

Purpose. The purpose of the present paper is to assess the efficiency of the Latvian commercial banks in the period prior to the crisis, the period of the crisis and the period of economic recovery. 

Methodology. In order to achieve the results of the present research, the qualitative overview of the scientific literature on Data Envelopment Analysis (DEA) has been performed. To gain the required data, the authors of the present paper have analyzed the work of the Latvian commercial banks and the branches/ agencies of the foreign banks, as well as the work of the credit institutions registered in the member states of the European Economic Area (EEA) and their affiliations operating in Latvia in the reporting period of 2006 – 2012. The financial indicators applied for the needs of the present research have been obtained from the data available on the web page of the Association of Latvian Commercial Banks, as well as from the annual reports of the banks. 
In order to assess the efficiency of the Latvian commercial banking system, the authors have applied the DEA methodology, which is based on the deterministic, nonparametric approach applying various input and output indicators. The input and output indicators have been identified taking into consideration the studies conducted by other scientists, applying such data as credits, deposits, and other assets. 
To assess the efficiency of the banks, a variety of DEA models exist, however, for the needs of the present research, the authors have employed the most frequently used models – CCR DEA and BCC DEA.

Results. Assessing the efficiency of the Latvian commercial banks, the authors have come to the conclusion that the performance of the major banks is frequently more efficient than the work of the smaller ones. The fact that big banks have lower administrative costs may be one of the main reasons, which allows them to increase efficiency rate in comparison with the smaller banks. The data obtained has also shown that small banks constantly require innovative solutions to improve their efficiency 

Practical implications (if applicable). The research performed has provided information on the efficiency rate of the commercial banks operating in Latvia, which allows making decisions considering future perspectives of each bank not only from the standpoint of a shareholder, but also from the standpoint of a client and bank personnel.
Value/originality. Taking into consideration how important the efficiently developed banking system is, especially in the states with a high competitive dynamics (including Latvia), the banks should change the present strategy to constantly improve their efficiency rate. 
The authors believe that it would be required to perform additional investigations applying other input and output data, which could influence the bank economic indicators as well. 
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