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The Evaluation of relationship between cost efficiency and
competition in Iran’s banking industry

Abstract

Because of high importance of cost efficiency in economic growth, the relationship between cost efficiency
and competition in banking industry continually one of the main concerns of policy makers.

This study using data from 18 state-owned and private banks over 2006-2014 to examine the relationship
between cost efficiency and competition in Iran’s banking industry. for this, we use translog cost function to
estimate the cost efficiency of banks and the Boone indicator to estimate competition.

The results of Granger causality indicates that there is two-way causality between efficiency and competition
in the banking industry, also the result of model estimated by Generalized method of moments shows that
increase in competition lead to cost inefficiency and enhance in cost efficiency cause to reducing competition
between banks. Therefore accurate monitoring by central bank on the entry new bank to improve efficiency of
banking system and their performance in the field of credit and deposit interest rate is necessary.

Keywords: cost efficiency, banking industry, translog cost function, competition,
Boon index.

JEL classification: E47, E58, D61.
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