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The objective of this study is to analyze internal efficiency or X-Efficiency of Thai Commercial Banks
and to analyze the relationship between X-Efficiency and relating factors. This study utilized the econometric
model developed by Lisa A Gardner and Martin F. Grace (1993) which measured X-Efficiency by using error
terms of the cost function under the assumption that the most efficient commercial bank is the one which has the
smallest error term. The model was estimated by Ordinary Least Square (OLS) on pool time-series during 1991
to 1996 of fifteen Thai commercial banks.

The result showed that the First Bangkok City Bank (FBCB) had the highest X-Efficiency as the
majority of the error terms of FBCB were negative indicating that FBCB's operating cost, on average, were lower
than other commercial banks. The higher than average of FBCB's labor productivity was the main factor
attributed to the higher X-Efficiency of FBCB comparing to other banks. By using the error term to calculate X-
Efficiency, it was confirmed that X-Efficiency of FBCB was the highest among the fifteen commercial banks. The
study also categorized banks into three groups - - large, medium and small - - it was found that the Bangkok
Bank had the highest X-Efficiency among large banks, the FBCB had the highest X-Efficiency among medium
size banks and the Bank of Asia and Laem Thong Bank had the highest X-Efficiency among small banks.

The regression result indicated that various factors had different effects on X-Efficiency in each
group. However, the overall results of the regression of the entire groups indicated that the "incentive factors”
such as providing office equipment to make a more comfortable working environment, employees’ fringe benefit
and appropriate employees’ workload were positively and significantly related to X-Efficiency.
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