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Measuring the Technical Efficiency of Commercial and Islamic Banks Using Data

Envelopment Analysis and Relationship with Financial Inclusion
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Abstract:

This study aims analyzes the technical efficiency of commercial and Islamic banks in
Malaysia using the basic Data Envelopment Analysis (DEA) model under the intermediation
approach, where banks are viewed as intermediaries channeling funds between depositors and
borrowers to generate profits. The study also examines the relationship between technical efficiency
and financial inclusion. Findings indicate that Islamic banks were generally more efficient, particularly
during the COVID-19 pandemic, due to their flexible structures and effective resource utilization,
which contributed to faster progress in financial inclusion. In contrast, commercial banks were found
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to be less efficient, mainly because of suboptimal resource use and their larger size, which led to
higher operational costs. Despite their rapid digital transformation, this often resulted in increased
service costs, slowing down financial inclusion. The study concludes that the relationship between
technical efficiency and financial inclusion is reciprocal and context-dependent. Enhancing banking
sector efficiency is crucial for improving performance and supporting strategies to adapt to a changing
financial environment.

Keywords: Technical efficiency, Data Envelopment Analysis, Bank, Financial Inclusion, Malaysian.
JEL Classification Cods: G21, C81.
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