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Prior to 1990, Yemen was divided into two parts: Yemen Arab Republic and the
People’s Democratic Republic of Yemen. In May 1990, the two parts were united
to form the Republic of Yemen. At the beginning of 1995, the Yemeni government
started ambitious plans to reform the financial and administrative sectors in all
economic institutions, putting in place financial and monetary policies which set

the bases for the development of Yemeni banking industry.

Through the next 19 years, the banking industry in Yemen has undergone a se-
ries of changes through financial reforms, advancement of communication and
information technologies, globalization of financial services, and economic devel-

opment.

Through the next 19 years, the banking industry in Yemen has undergone a se-
ries of changes through financial reforms, advancement of communication and
information technologies, globalization of financial services, and economic de-

velopment. These changes should have had a considerable effect on efficiency,
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productivity change, and performance in the banking industry.

The motivation of this study is to investigate empirically the impact of these
changes on the banking industry. Thus, this study aims to address three main

research issues related to the banking industry in Yemen, specifically:

1. Whether reforms of the financial services sector have led to improvement in

efficiency and productivity gains in Yemen banking industry.

2. Whether banks’ efficiency in the banking industry in Yemen is determined

by a set of microeconomic variables.

3. Whether the financial reforms have influenced the overall operational per-

formance of Yemen banking industry.

This study adopts a non-parametric Data Envelopment Analysis (DEA) and
Malmquist Productivity Index (MPI) to measure efficiency and productivity gains
of banks in Yemen using financial and other information representing all local
banks over a 16 year period from 1992 to 2007. Input and output variables are

refined to represent the intermediation role of banks.

The estimated efficiency and productivity scores in intermediation models
recorded a declining trend in efficiency, and show a negative trend in the first
half of the study period from 1992 to 1997. However, in the second half of the
study period, the mean efficiency scores of Yemeni banks shows some interesting
evidences on the impact of financial and administration reforms in the financial
sector. In terms of ownership, the findings show that foreign banks recorded a
higher average efficiency than domestic banks and privately-owned banks recorded

a relatively higher average efficiency than state-owned banks.
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The enhanced independence given to boards of management under the globaliza-
tion process has led not only to improved efficiency in Yemen banking industry,
but also to the reduction of the efficiency gap between the state-owned banks and
privately-owned banks. In the second part of first stage in estimating the MPI,
the results show that even though banks in Yemen have invested for the advance-
ment in communication and information technologies, no productivity gains have
been achieved from improvement of efficiency. Nevertheless, the results show that

Yemen banks have focused on improving the productivity process.

The analysis on determinants of technical efficiency in Yemen banking industry
shows that technical efficiency has a positive relationship with variables such as
profitability (Return on Assets), capital strength, liquidity, and assets quality.

On the other hand, a negative relationship is shown with collateral value.

The last investigation used in this study is the application of CAMEL-S model
to assess the influence of financial reforms on operational performance pre and
post financial reform in Yemen banking industry. The results show that there
is a significant improvement in the overall banking performance following the

financial reform in Yemen banking industry.
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Sebelum thaun 1990, Yemen telah dibahagikan kepada dua bahagian: Republik
Arab Yemen dan Republik Demokratik Rakyat Yemen. Di dalam bulan Mei 1990,
kedua-dua bahagian tersebut telah bersatu untuk menjadi Republik Yemen. Pada
permulaan tahun 1995, kerajaan Yemen telah memulakan pelan-pelan bercita-cita
tinggi untuk mengreformasikan sektor-sektor kewangan dan pentadbiran di ke-
semua institusi ekonomi dengan meletakkan polisi-polisi kewangan sebagai asas

kepada perkembangan industri perbankan di Yemen.

Sepanjang 19 tahun seterusnya, industri perbankan di Yemen telah menjalani
beberapa siri perubahan menerusi reformasi kewangan, kemajuan di dalam
teknologi komunikasi dan maklumat, globalisasi di dalam perkhidmatan kewan-
gan, dan perkembangan ekonomi. Perubahan-perubahan ini seharusnya mem-
bawa kepada kesan yang ketara di dalam kecekapan, perubahan produktiviti,
dan prestasi industri perbankan. Pengkajian ini dirangsang oleh penyiasatan
empirikal tentang kesan perubahan-perubahan tersebut ke atas industri per-
bankan. Oleh itu, pengkajian ini bermatlamat untuk menangani tiga isu-isu

kajian berhubungkait dengan industri perbankan di Yemen, kususnya:



1. Samada reformasi sektor perkhidmatan kewangan telah membawa kepada
penambahbaikan di dalam kecekapan dan peningkatan produktiviti di in-

dustri perbankan Yemen.

2. Samada kecekapan bank di industri perbankan Yemen ditentukan oleh

pembolehubah-pembolehubah ekonomi mikro.

3. Samada reformasi kewangan telah mempengaruhi prestasi cara kerja ke-

seluruhan di industri perbankan Yemen.

Pengkajian ini menggunakan kaedah ”"non-parametric Data Envelopment Analy-
sis (DEA)” dan ”Malmquist Productivity Index (MPI)” untuk menyukat keceka-
pan dan peningkatan produktiviti bank-bank di Yemen dengan mengambilkira
maklumat-maklumat kewangan kesemua bank-bank tempatan di sepanjang tem-
poh 16 tahun dari tahun 1992 hingga 2007. Pembolehubah-pembolehubah ma-
sukan dan keluaran dimurnikan untuk mewakili peranan bank-bank sebagai per-

antaraan.

Perhitungan kecekapan dan produktiviti yang dianggarkan di dalam model per-
antaraan merakamkan penurunan di dalam kecekapan, dan menunjukkan aliran
negatif di sepanjang jangkamasa separuh pertama pengkajian ini dari tahun 1992
hingga 1997. Namun begitu, sepanjang jangkamasa separuh kedua pengkajian
ini, perhitungan purata kecekapan bank-bank di Yemen menunjukkan beberapa
bukti-bukti yang menarik terhadap kesan reformasi kewangan dan pentadbiran
di dalam sektor kewangan. Di dalam perihal kepemilikan, penemuan ini menun-
jukkan bahawa bank-bank asing merakamkan purata kecekapan yang lebih tinggi
berbanding dengan bank-bank tempatan, manakala bank-bank milik persendirian
merakamkan purata kecekapan lebih tinggi berbanding dengan bank-bank milik

kerajaan.
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Peningkatan kebebasan yang diberikan kepada lembaga pengurusan menerusi
proses globalisasi telah membawa bukan sahaja kepada peningkatan kecekapan in-
dustri perbankan di Yemen, tetapi juga telah membawa kepada penurunan jurang
kecekapan di antara bank-bank milik kerajaan dan bank-bank milik persendirian.
Di dalam bahagian kedua kepada peringkat pertama untuk anggaran MPI, kepu-
tusan menunjukkan bahawa walaupun bank-bank di Yemen telah melabur untuk
perkembangan teknologi dan maklumat, tiada peningkatan produktiviti dicapai
dari perkembangan kecekapan. Namun, begitu, keputusan menunjukkan bank-

bank di Yemen telah memfokus untuk meningkatkan proses produktiviti.

Analisis faktor-faktor penentu untuk kecekapan teknikal di industri perbankan
Yemen menunjukkan bahawa kecekapan teknikal mempunyai hubungan yang
positif dengan pembolehubah-pembolehubah seperti keuntungan (Pulangan ke
atas Aset), kekuatan modal, kecairan, dan kualiti asset. Manakala hubungan

negatif direkodkan bagi pembolehubah nilai jaminan.

Penyiasatan ini diakhiri dengan mengaplikasikan model CAMEL-S untuk meni-
lai pengaruh reformasi kewangan ke atas prestasi cara kerja sebelum dan selepas
reformasi kewangan di industri perbankan Yemen. Keputusan menunjukkan ter-
dapat penambahbaikan yang ketara ke atas keseluruhan prestasi bank selepas

reformasi kewangan di industri perbankan Yemen.

vil



ACKNOWLEDGEMENTS

This dissertation would not have been possible without God’s will then the help
and support of my committee and there are many people who have directly and
indirectly supported me in the completion of my PhD program. However, I would
like to particularly express my sincere thanks and appreciation to Associate Pro-
fessor. Dr. Bany Ariffin Noordin, my advisor and the chairman of my graduate
committee, for his support and guidance throughout the process of writing this
thesis, I admire you immensely for your invaluable times used to motivate, sup-

port and mentor me during my PhD candidature.

Moreover, I would like to express my gratitude to my committee members. First-
them Associate Professor. Dr. Sazali Zainal Abidin which helped me through
two and half years when he was my supervisor, he provided me with assistance
and encouragement while allowing me to explore the subject matter on my own

terms.

I am also thankful to Dr. Abdulahi Farah for his support and guidance extended
in this research. I also appreciated his quick readings of the draft thesis and the
suggestions for improvements. At all, I am indebted to all those committee. I am
also thankful to Associate Professor. Dr. Law Siong Hook, coordinator faculty of
economics and management for his facilitate the procedures for graduate students
and his support and guidance extended in this research. Moreover I would link
to thank all my lecturers and all staff in financial economics department, and all

staff faculty of Economics and Management university of Putra Malaysia.

This dissertation would not have been completed, without the unlimited support

and prayers of my parents, and my wife mother’s Laith and Ali, so I would like

viii



to dedicate this study for them and all the Future generations. Without the
assistance received from the University of Aden, some of Yemeni’s managers and
employee’s banks about the banks annual reports, I would not have completed
my studies in Yemen. Therefore, I am indebted to all those institutions. Finally I
am greatly indebted to University Putra Malaysia and country of Malaysia for all
the facilities which I have beet get it during my study in Malaysia. In conclusion,

I ask God to the best of luck and success

X



This thesis was submitted to the Senate of Universiti Putra Malaysia and has
been accepted as fulfilment of the requirement for the degree of Doctor of Phi-
losophy. The members of Supervisory Committee were as follows:

Associate Pro. Dr. Bany Ariffin Noordin
Faculty of Economic and Management

University Putra Malaysia
(Chairman)

Associate Prof. Dr. Sazali Zainal Abidin
Faculty of Economic and Management

University Putra Malaysia
(Member)

Dr. Abdullahi Farah Ahmed
Faculty of Agriculture
University Putra Malaysia
(Member)

HASANAH MOHD GHAZALI, PhD
Professor and Dean

School of Graduate Studies

Universiti Putra Malaysia

Date:

xi



DECLARATION

I declare that the thesis is my original work except for quotations and citations which
have been duly acknowledged. I also declare that it has not been previously, and is not

concurrently, submitted for any other degree at University Putra Malaysia or at any other
institution.

MOHAMMED ALI ABDULLAH MARAM
Date: 29-October-2010

Xii



TABLE OF CONTENTS

ABSTRACT

ABSTRAK

ACKNOWLEDGEMENTS
APPROVAL
DECLARATION

LIST OF TABLES

LIST OF FIGURES

LIST OF ABBREVIATIONS

CHAPTER

1

INTRODUCTION

1.1
1.2
1.3
1.4
1.5
1.6

Introduction

Problem Statement

Objectives of the Study

Hypothesis of Study

The significance and Contribution of the Study
Methodology

1.6.1 Selected Data

1.6.2 Sample of the Study

1.6.3 Conceptual Framework of Study

DEREGULATON AND OVERVIEW OF YEMEN
BANKING INDUSTRY

2.1
2.2

2.3

2.4

2.5

2.6

2.7
2.8

Introduction
Deregulation in the Financial Services Sector
2.2.1 Issue of Deregulation

2.2.2 Reasons for the regulation of the financial services in-
dustry

2.2.3 Impact of deregulation

Financial Reforms in Yemen banking industry

2.3.1 The historical basis of Yemen banking industry
2.3.2 Objectives of deregulation

The reality of financial and monetary policy and Yemeni
banking industry

2.4.1 The financial policy

2.4.2 The monetary policy

Structure of the Yemeni banking system as per 2007
2.5.1 The nature of banking activities in Yemen.

Review and analysis of united balance sheet of Yemen com-
mercial bank 92 - 2007

Synthesise
Conclusion

LITERATURE REVIEW AND CONCEPTS OF EFFI-
CIENCY, PRODUCTIVITY AND THEIR APPLICA-
TION IN THE BANKING INDUSTRY

3.1

Introductions

xiii

Page
il

viii
xii
xXvil
xXviil
Xix

—_
_ O © 00 oy Tt Ctw i~

—_

13
13
13
14

16
18
20
20
23

24
24
24
30
33

42
45
47

49
49



3.2 general Studies of Bank Efficiency
3.2.1 Studies in developed countries
3.2.2 Studies in developing countries
3.3 Types of concepts the bank efficiency:
3.3.1 Data Envelopment Analysis
3.3.2 Application of DEA in the Banking Industry
3.3.3 Advantages of DEA
3.3.4 Variable selection issue in bank efficiency studies
3.4 conclusion

4 METHODOLOGY OF RESEARCH
4.1 Introduction
4.2 Measurement efficiency and productivity
4.2.1 data envelopment analysis (DEA)
4.2.2 Categorization of ratios of efficiency analysis
4.3 Methodology and Models used in the study

4.3.1 Estimation and decomposition of bank efficiency and
productivity

4.3.2 Stage (IA) Data Envelopment Analysis(DAE)

4.3.3 Estimation of factors effecting on banking sector effi-
ciency in Yemen

4.3.4 stage(1I) Efficiency determinants
4.3.5 Stage (II) Determinants of Banks’ Efficiency in Yemen.
4.3.6 Stage (III) Financial Performances

5 ANALYSIS OF EFFICIENCY AND PRODUCTIVITY
CHANGES

5.1 Sample of Data
5.2 Analysis of Estimated Efficiency Scores

5.2.1 Mean and standard deviation of input and output
variables

5.2.2 Efficiency scores

5.2.3 Findings of the assessment of banks’ efficiency
5.3 Analysis of Productivity Changes
5.4 Summary of results

50
50
25
64
65
68
69
72
79

81
81
81
83
83
85

86
86

93
96
99
102

105

105
106

106
110
131
135
142

5.5 Determinants of Banks’ Efficiency in Yemen Banking Industry144

5.5.1 Results of determinants of banks efficiency in Yemen
banking industry.

5.5.2 Interpretation of explanatory variables result
5.5.3 Summary of results

5.6 Performances
5.6.1 Summary of results
5.6.2 Conclusion

6 CONCLUSION, RECOMMENDATIONS, LIMITA-
TIONS AND FURTHER RESEARCH

6.1 Introduction
6.2 Summaries of Main Findings

Xiv

144
148
157
159
159
166

168

168
169



6.2.1 Analysis of efficiency and productivity in Yemen
banking industry

6.2.2 Determinants of technical efficiency
6.2.3 performance

6.3 Recommendations
6.4 Limitations of Study

6.5 Suggestions for Future Research
6.6 Conclusion

REFERENCES
APPENDICES
BIODATA OF STUDENT

XV

169
172
173
174
176
177
179

180
189
191



	EFFICIENCY, PRODUCTIVITY AND FINANCIAL PERFORMANCE IN THE YEMEN BANKINGINDUSTRY
	ABSTRACT
	ABSTRAK
	ACKNOW LEDGEMENTS
	APPROVAL
	DECLARATION
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF ABBREVIATIONS
	INTRODUCTION
	DEREGULATON AND OVERVIEW OF YEMENBANKING INDUSTRY
	LITERATURE REVIEW AND CONCEPTS OF EFFICIENCY, PRODUCTIVITY AND THEIR APPLICA-TION IN THE BANKING INDUSTRY
	METHODOLOGY OF RESEARCH
	ANALYSIS OF EFFICIENCY AND PRODUCTIVITY CHANGES
	CONCLUSION, RECOMMENDATIONS, LIMITA-TIONS AND FURTHER RESEARCH
	REFERENCES
	APPENDICES
	BIODATA OF STUDENT




