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Abstract This paper will contribute to the structure and performance literature that involved research on the performance
of Southeast Asia (SEA) banks after experiencing the financial crisis in mid-1997. In line with recent development in market
structure research and literature, it expanded the analysis of concentration by investigating the structure performance
consequence during the post Asian financial crisis period, 1999 to 2005 focusing on six countries that most effected by Asian
financial crisis, Indonesia, Korea, Malaysia, Philippines and Thailand. This study looks into the concentration ratio by
employing two most common measures; the k-bank concentration ratios and Herfindahl-Hirschman Index (HHI), extended
the analysis to test the Efficient Structure (ES) hypothesis. Our findings reject the traditional Structure Conduct Performance

(SCP) paradigm in Southeast Asia banking.
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1. Introduction

The banking industries in the South East Asian region
exhibit similarities in market openness, regulatory stance,
extent of government intervention, lending policies and the
influence of macroeconomic policy. Some of this shared
similarity became vulnerabilities that caused a systemic
crisis in 1997 which decidedly undermined the solvency of
this region banking systems [1, 2]. Since the crisis, the
banking sector in Asian has undergone dramatic and vast
changes over the past 13 years since experiencing the
financial crisis in mid-July 1997. Significant changes can be
seen in the banking industry through banking operational
transformation, the number of banks operating and branches,
technology development, their embankment in institutional
structure of banking industry and the quality of human
resources [2]. These changes are important in assuring the
achievement of efficiency needed and to foster improvement
in the degree of productivity as to fulfil the necessity for the
development of the sector. The Asian financial reforms were
to improve the performance of banking sector through
enhancing competitiveness and efficiency. Structural
changes were aimed to better competition, anticipating
productivity and efficiency improvement in banks.

Through the financial transformation, the number of
banks from 139 banks in 1997 has reduced by 14 per cent to
119 banks in 2005 (see Table 1). This broad decline in the
number of banks operated in the selected SEA country is
due to bank consolidation and reflects the impact of
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mergers and closures of smaller and failing banks. For
example, the immediate task of crisis resolution in Korea
and Malaysia led to reforms the banking sector where
consolidation plays a central role. Following these steps is
Thailand and the Philippines but at a slower phase where
the combination program between the government and the
IMF has left the resolution to market forces. In the
Indonesia 68 banks were closed, 33 were nationalised, 27
banks were re-capitalized, 4 state-owned banks were
merged into one new state-owned bank and several private
banks were also merged [3]. However, the reduction in the
number of banks does not directly translate into an increase
or decrease in concentration [4].

Table 1. Change in Number of Banks

Country 1999 2005 Change
Indonesia 55 44 -0.20
Korea 16 14 -0.13
Malaysia 33 26 -0.21
Philippines 27 20 -0.26
Thailand 8 15 +0.88
Total 139 119 -0.14

Source: Bankscope

1.1. Structure-Conduct-Performance (SCP)

Previous literature has concentrated in two most
competing approaches in analysing the performance of the
banking market, structural and non-structural approaches.
Structural approaches are based on the traditional industrial
organisation (IO) theory which focuses on the
structure-conduct-performance (SCP) paradigm and on the
Efficient Structure (ES) paradigm. The traditional industrial
organisation (I0) approach proposes structural tests to assess
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banking competition based on the Structural-Conduct-
Performance (SCP) model suggested by [5, 6]. Since then,
there are two main researches strand that been used in
literature of market power: the ‘structural approach’ and the
‘efficiency approach’. The prominent tool in structural
approach to access the behaviour of the banking market
structure is the structure-conduct-performance (SCP)
paradigm. The SCP paradigm advocates that market
concentration foster collusion among large firms which
create larger profits. According to SCP hypothesis, there is a
direct link between market concentration and the degree of
competition where a higher market concentration allows

banks to exploit their market power by earning higher profits.

In many previous studies, a statistically significant positive
relationship has been found between market share and bank
profitability, while a positive relationship between market
concentration and bank performance has not been
established.

The SCP paradigm argues that concentration is said to
have lowered the competition by fostering collusive
behaviour among large banks in the market [7]. The
argument also contend that bigger concentration market will
lead to higher loan rates and decreased deposits rate because
of lessened in competition which leads to greater
profitability (meaning lower performance in terms of social
welfare). Analysis of SCP relationship in banking is often
used as a way to evaluate the main policy issue of which type
of banking structure best serves the public in terms of both
cost and the availability of banking services. In general two
main objectives have been sought; firstly, the attainment of
an efficient banking system which in some way, secondly,
minimises the likelihood of bank failure [8].

The empirical analysis of the SCP hypothesis is tested by
regressing banks’ performance on a measure of
concentration (such as a k-bank concentration ratio or a
Herfindahl-Hirschman Index, HHI) and by further
controlling for some other explanatory variables. The
theoretical underpinning of this model is commonly known
as the collusion hypothesis which goes back to works of [5]
[6] which applied to manufacturing sectors. The same model
then introduced into the banking industry following [9] and
has been used widely for empirical tests on the impact of
market concentration on profitability.

1.2. Efficient Structure (ES) Hypothesis

A challenge to the SCP hypothesis interpretation is the
efficient structure (ES) hypothesis [10] and it’s explained the
relationship between bank performances and concentration
in terms of efficiency. The efficient structure (ES)
hypothesis emerges from the criticism of the SCP [11, 12].
The efficient structure (ES) hypothesis argues that some
firms earned higher profits because they are efficient. The ES
suggested that some banks may be more efficient than others,
earning higher profits and may lead to higher market share
which thereby make the market more concentrated, this
would show that concentrations leads to higher profits, while

in fact both are caused by higher efficiency [13-15]. Thus,
under ES hypothesis, the degree of concentration is not
considered a reflection of collusive behaviour of banks, but
rather a consequence of the superior efficiency of banks
firms [16]. The ES hypothesis is usually discussed in two
forms, the X-efficiency and the scale-efficiency hypothesis.
In the X-efficiency hypothesis more efficient bank has lower
costs, higher profits and larger market share, because they
are able to minimise costs to produce any given outputs. In
the scale-efficiency hypothesis, some banks achieve better
scale of operation and thus lower costs, higher profits due to
the fact that more scale efficient firms produce closer to the
minimum average-cost profit.

Berger [17] asserts the need to include measures of
estimated productive efficiency in the market power models
of bank performance and distinguished between
X-efficiency and scale-efficiency hypothesis. Berger [17]
tested competing hypothesis (SCP, relative market power
hypothesis (RMP), X-efficiencies (ESX) and scale-efficienc
ies (ESS)) in the US banking and found the only positive and
significant related to profit are the market share and
X-efficiency. Several other studies found to be similar to
Berger [17] such as Goddard et al. [18], who point out the
concern of these models to explain variations in bank
performances which also favouring SCP, ESX and ESS
hypothesis involving 15 European countries over the period
of 1989 to 1996. If market share is the main factor that
represents efficiency then market share and profitability may
be correlated but there will be no causal relationship between
concentration and profitability, since both been driven by
efficiency through market share.

2. Literature Review

Although there are many past literatures can be found on
the performances and market structure, there was very
limited number of studies that have look into the market
structure of the developing countries especially after the
financial crisis in 1997. Most literature are focusing on
banking industry in developed country (such as [19-21]) and
left the study on developing countries either by country
specific and cross country study at scarce. Among few found
on developing countries are [22]. This paper investigates the
effects of competition on bank risk-taking behaviour in four
South East Asian countries (Indonesia, Malaysia, Philippines
and Vietnam). The main finding is that competition does not
increase bank risk-taking behaviour and the results appear
robust to different model specifications, estimation
approaches and variable construction. Interestingly their
finding also state that concentration is inversely related to
bank risk whereas regulatory restrictions positively influence
bank risk-taking. [23], who analysed the relationship
between market structure and bank performance in the GCC
banking industry over the periods of 1993-2002. [16] studies
the market structure concentration and performance on six of
Arab countries that involved in Gulf Cooperation Council
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(GCCQ). [24] utilized prices as measures of performance in
Malaysia conventional banks while [25, 26] focused on the
profitability of Islamic banks in Malaysia. [27] analyzed the
determinants of commercials bank profitability in Malaysia
followed by [28] who tested the validity of the SCP
framework in the Malaysian banking market and ES
hypothesis using robust estimation approach. [29] focusing
on the relationship between market structure and
performance in China’s banking system from 1985 to 2002.
Using panel data estimation techniques, both the
market-power and efficient-structure hypotheses are tested.
[30] identify the major determinants of profitability in the
Korean banking sector for the period of 1992-2002 by
testing the market structure hypothesis against the efficient
structure hypothesis. The results indicate that bank
efficiency has a significant effect on bank profitability and
support the efficient structure hypothesis on banks in Korea.
Among cross country study found studies by [4, 7, 31] on
Latin America.

This paper contributes to the structure and performance
literature on the performance of SEA banks after
experiencing the financial crisis in mid-1997. The analysis
will concentrate on six SEA countries: Indonesia, Korea,
Malaysia, Philippines and Thailand, within the recovery
period of 1999 to 2005. The main objective is to test
structure-conduct-performance  (SCP) hypothesis and
efficient structure (ES) hypothesis.

3. Methodology

This study looks into the concentration ratio by employing
two most common measures; the k-bank concentration ratios
and Herfindahl-Hirschman Index (HHI). Simplicity and
limited data requirement make the k-concentration ration one
of the most frequently used measures of concentration in the
empirical literature. Summing only over the market share of
the k largest banks in the market, it takes the form:

N
CR, =5 (1)
i=1
giving equal emphasis to the given k leading bank, but
neglecting many small banks in the market. N is the number
of firms, s; is market share of ith firm and s is total market
share. The argument that supports this measurement is that
the behavior of the market dominated by a smaller number of
banks is very unlikely to be influenced by the total number of
firms operating in the market.

Herfindahl-Hischman index (HHI) also known as the
full-information index because it captures features of the
whole distribution of bank sizes. For » firms in an industry
with a market of shares s;, (i=1,2,...., n), the HHI is defined
as:

N

HHIzZsiz )

i=1
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HHI can be defined as (1/n)<HHI<1, where n is the
number of banks in the banking industry. The maximum of
concentration of unity occurs in the case of monopoly.
Minimum concentration of (1/n) occurs in the case where

bank has equal share of (I/n).

In the empirical analysis, the following equation is
estimated in order to empirically test the market power:

By = o+ PB1CONCyy + P MSj;

3)
+B3TE; +BaSE;; + Xjs + &

for r=1,...T, where T is the number of periods observed and
i=1,...I, where I is the total number of banks. Subscripts i
and ¢ refer to bank i at the time ¢. The dependent variable is P,
which is the profitability. Two measures of profitability used
the return of assets (ROA) and the net interest margin (NIM).
ROA is a ratio computed by dividing the net income over
total assets and NIM is defined as the net interest income
divided by total assets. MS is market share (in terms of
assets). CONC measure the degree of concentration based on
k-concentration ratio (CRy) and Herfindahl-Hischman Index
(HHI). TE measures technical efficiency and SE measure
scale efficiency. X is the control variables which consists of
equity over total assets (ETA) and gross domestic product
(GDP).

3.1. Market Structure-Performance and Efficiency

We estimated the Equation 3 again using both fixed effect
(FE) and random effects (RE). The results obtained from
fixed and random effect are quite similar (see Table 6).
Efficient structure (ES) hypothesis states that cost advantage
enjoyed by efficient firms leads them to have a higher profit
than inefficient firms. Efficient firms pass cost advantages to
their customers through adjusting prices which lead to have a
higher market share [32]. Therefore, it is expected to have
following signs for estimated coefficient of equation (2) if
ES holds:

TE>0, SE>0, CON=0 and MS=0.

Hence, the following functional form is estimated:

MS, =a+ BTE, + B,SE, + X, + &, )
HHI, =a+ BTE, + BSE, + X, + &, ®)

TE measures the technical efficiency and SE measures the
scale efficiency. Under technical efficiency (TE), higher
profit and larger market share are determined by superior
skills in transforming input quantities in output quantities. In
the scale efficiency (SE), market share and profit come from
lower costs determined by an optimal scale. These refers to
firms that have equally good management skills and
technologies, but produce at more efficient scale than others.
Since efficient firms are expected to have relatively low cost
advantage leading to higher profit, a statistically significant
positive relationship between firm performance and
efficiency is assumed. The necessary conditions to hold the
ES hypothesis, the signs on the coefficient TE and SE are
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significantly positive in equation (3) and (4). In other word,
the validity of ES hypothesis holds only if more efficient
banks are more profitable, with larger market shares and/or
higher levels of market concentration [27]. As explained in
the ES hypothesis, efficiency influences market share of the
firm and concentration. Therefore, it is a necessary condition
that technical efficiency and concentration should have a
positive and significant relationship with both market power
and concentration (see Table 6).

3.2. Data and Descriptive Analysis

The data from 1999 until 2005 is taken from BankScope
database maintained by FitchBCA Bureau Van Dijk. The
observations consist of 915 commercial banks in Indonesia,
Korea, Malaysia, the Philippines and Thailand. Table 2
reports the observations used in the study. The statistics
shows that Indonesia remains as a country that owned the
biggest number of commercial banks followed by Malaysia,
Philippines, Korea, and Thailand. The structure of each
banking industry has changed due to the implementation of
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new regulation and government interventions in order to
maintain and protected the banking industry after the
financial crisis in 1997. Korea holds the largest share of
assets which presenting the average size of banks operating
in the country, followed by Thailand and Malaysia.

ROA in Malaysia and Korea remains the lowest, whereas
highest is in followed by Thailand and the Philippines.
Higher ROA in Indonesia is related to the wide spreads
between deposits and lending rates and relatively high
returns on government securities holdings.

For the same period of study, Korea, Malaysia and
Thailand have experienced rapid changes in NIM while
Indonesia and the Philippines at a slower phase. During the
period of study, NIM is lower due to extensive borrower
defaults on both principal and interest payments that caused
net interest income to negative. Another explanation is the
high volatility in business cycle especially the region that
interrupted by the crisis. This illustrates how economic
uncertainty and symmetric information may keep margin
lows.

Table 2. Sample Used For Empirical Analysis (1999-2005)

Indonesia Korea Malaysia Philippine Thailand Tot.
1999 55 16 33 27 8 139
2000 51 17 27 26 12 133
2001 48 16 26 21 16 127
2002 47 16 27 25 16 131
2003 46 17 27 27 16 133
2004 49 17 26 25 16 133
2005 44 14 26 20 15 119
Total 340 113 192 171 99 915
Avg. No. of Banks 48.57 16.14 27.43 24.43 14.14 26.14
total (%) 0.37 0.12 0.21 0.19 0.11 1.00
Avg. size of banks” 2326.08 47311.07 7148.12 2197.47 11520.72  9864.24
Source: BankScope. *USD mill; in terms of assets.
Table 3. Descriptive Statistics, 1999-2005
Variable Mean Std. Dev. Min Max
MS 0.04 0.05 0.0001 0.33
HHIa 0.12 0.03 0.09 0.18
CR54 0.65 0.06 0.54 0.78
HHIq 0.12 0.03 0.08 0.19
ETA 11.57 9.55 -37.03 99.72
GDP 3140.91 3653.03 745.79 15840
TE 0.56 0.34 0.01 1
SE 0.85 0.16 0.14 1
LOGGDP 7.57 091 6.611 9.67
ROA 1.99 421 -29.44 67.96
NIM 0.03 0.02 -0.06 0.46

Source: BankScope; Note: HHIa in terms of assets; CR5d and HHId is based on deposits; ROA
is return on assets where following [33] the measure of ROA is (1+ROA) which adjusted to any
negative values due to losses in any year. NIM__is non interest margin based on NIM over total
assets; ETA is the ratio of total equity to total assets measure the degree of capitalisation; GDP is
gross domestic products; TE is the technical efficiency using DEA estimation; SE is the DEA

scale efficiency.
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4. Analysis and Results

The dynamic developments in banking sector were
expected to have had a major impact on market
concentration especially with changes of the structure in this
region prior to the 1997 financial crisis. However the results
(see Table 6) seem not to agree and suggest that the
restructuring with the period of study did not show much
change to the overall framework for most of the effected
country.

In Korea, the active role in the consolidation process has
reduced the number of bank to 16 in 1999 compared to 27
banks before the crisis. Consolidation has given substantial
impact on the employments cut and accompanied by major
downsizing in banking industries. This resulted HHI; to
increase to 1177 in 2005 (909 in 1999) and HHI, to 1143 in
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2005 from 895 in 1999. The increase in concentration is
reflected in the increase of the share of total deposits and
total assets held by five (5) largest banks in each market.
Malaysia and Thailand shows almost similar trend of
changes even though both country have differences in their
recovery program. Thailand accepted the recovery package
by IMF while Malaysia agreed with their capital control
policy. Even though both country has increase throughout
the period of study, their concentration ratio still very low.
Philippines seem to be able to maintain their market and this
may due to their consistent and continuous IMF support
program. Indonesia banking systems still embeds a lot of
risks and is not very competitive. These finding suggests that
the banking industry still has enough room for more mergers
and consolidation without necessarily inhibiting effective
competition.

Table 4. Sample Used For Empirical Analysis (1999-2005)

Indonesia Korea Malaysia Philippine Thailand Total
1999 55 16 33 27 8 139
2000 51 17 27 26 12 133
2001 48 16 26 21 16 127
2002 47 16 27 25 16 131
2003 46 17 27 27 16 133
2004 49 17 26 25 16 133
2005 44 14 26 20 15 119
Total 340 113 192 171 99 915
Avg. banks 48.57 16.14 27.43 24.43 14.14 26.14
total (%) 0.37 0.12 0.21 0.19 0.11 1.00
Avg. size banks. | 2326.08 47311.07 7148.12 2197.47 11520.72 9864.24
“USD mill; in terms of assets
Table 5. Profitability and Market Structure: OLS Estimations
ROA NIM_ ROA NIM_ ROA NIM_

(MS) -0.89 (3.16) -0.04(0.02) -0.45(3.18) -0.04%(0.02) -1.01(3.19) -0.047(0.02)

HHI, 3.01(6.20) 0.127(0.04)

HHI, -4.54(6.13) 0.06(0.04)

CR5, 1.30(2.61) 0.04°(0.02)
TE 0.74(0.57) 0.005(0.003) 0.54(0.56) 0.002(0.003) 0.73(0.56) 0.003(0.003)
SE -1.467(0.86) -0.006(0.01) -1.39(0.87) -0.007(-1.21) -1.487(0.86) -0.006(0.01)

ETA 0.147(0.01) | 0.0005"(0.00009) | 0.1377(0.015) | 0.0004"(0.0056) | 0.14"7(0.015) | 0.0005"(0.00009)

GDP 0.13(0.186) -0.005""(0.001) 0.05(0.19) | -0.005"°(0.00009) | 0.14(0.19) -0.004"(0.001)

Constant -0.03(1.80) 0.05(0.0116) 1.50(1.79) 0.07"(0.001) -0.63(2.74) 0.04°(0.02)

F-test 15.06 16.57 15.12 15.23 15.06 15.79

Prob > F 0.00 0.00 0.00 0.00 0.00 0.00
R-squared 0.0905 0.0988 0.0908 0.0915 0.0905 0.0946
Adjusted-R2 0.1037 0.0928 0.0848 0.0855 0.0845 0.0886

Note: Equation 8; standard error statistics in parentheses; *p<0.10, * p<0.05, ** p<0.01, p<** 0.01, p<*** 0.001
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Table 6. Concentration Measures

Country Year CR54 HHIy HHI, Avg.(Assets) ( dé?:)its)

1999 70.81 1651.15 1185.48 634.09 413.64

2000 78.59 1744.79 1785.33 242435 1702.98

2001 73.85 1486.48 1477.83 2713.54 2129.85

Indonesia 2002 73.23 1420.97 1398.73 2557.31 2037.39
2003 67.94 1369.74 1378.01 2402.19 1916.17

2004 63.32 1026.27 1020.71 2798.52 2207.14

2005 60.68 962.55 939.66 3051.97 2450.32
1999 55.83 909.18 895.85 35742.93 27463.97
2000 53.81 877.07 905.19 38854.99 29724.64
2001 64.26 1223.28 1234.86 46048.28 34486.80

Korea 2002 65.91 1216.24 1230.46 50257.63 36631.31
2003 64.34 1184.03 1176.73 49064.89 35233.46
2004 64.27 1160.12 1130.18 49110.56 33875.25

2005 65.37 1177.52 1143.44 62132.21 41819.51

1999 58.24 967.08 979.91 4681.46 3662.79

2000 58.89 1001.02 998.52 6016.88 4749.23

2001 59.84 1055.51 1014.44 6681.23 5232.94

Malaysia 2002 58.75 1004.49 999.78 6858.82 5278.50
2003 55.23 905.72 916.37 7779.37 5968.29

2004 56.49 937.87 950.59 9025.60 6684.48

2005 57.03 956.37 927.07 9687.91 7069.04

1999 63.47 992.97 939.43 2011.74 1440.56

2000 64.85 1985.95 1032.66 1904.39 1345.09

2001 67.36 1207.20 1112.79 2205.86 1603.53

Philippines 2002 63.11 1063.00 995.97 1985.88 1434.09
2003 60.19 962.87 910.72 2068.18 1477.09

2004 58.77 966.83 919.86 2379.67 1727.77

2005 64.21 1109.44 1055.49 3031.67 2197.89

1999 94.39 2424.25 2281.45 9112.56 9529.77

2000 85.00 1948.87 1665.79 12155.06 8908.67

2001 74.04 1319.52 1287.79 10619.28 9245.19

Thailand 2002 70.51 1244.94 1207.91 11220.87 9726.08
2003 70.34 1247.72 1220.71 11127.44 9484.92
2004 69.18 1233.98 1200.07 12201.22 10428.94
2005 67.87 1187.16 1146.07 13031.33 10902.13

1999 36.84 446.00 435.34 6636.47 5089.86

2000 31.27 370.73 373.08 8586.52 6539.32

2001 36.49 463.67 484.55 9897.37 7650.99

All 2002 38.03 467.80 497.48 10218.90 7754.56
2003 37.31 452.69 475.68 10467.26 7842.56

2004 34.66 404.46 425.30 10987.85 8029.20

2005 35.28 408.92 432.36 12706.95 9114.05
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Table 7. Necessary Conditions for ES hypothesis

Variables MS HHI, HHI,
TE 0.07"(0.005) -0.03"(0.002) -0.02"(0.002)
SE -0.02°(0.009) -0.002(0.0046) 0.02"°(0.005)
ETA -0.0006™" (0.00015) -0.0006™"" (0.00007) -0.0003"" (0.00008)
GDP -0.003" (0.0018) -0.008™" (0.0009) -0.017"" (0.0009)
constant 0.04™ (0.01) 0.20"" (0.007) 0.217 (0.007)
F-test 118.00 89.27 80.48
Prob > F 0.00 0.00 0.00
R-squared 0.341 0.298 0.261
Adjusted-R2 0.338 0.293 0.251

Note: Equation 10 and 11; standard error statistics in parentheses

*p<0.10, * p<0.05, ** p<0.01, p<** 0.01, p<*** 0.001

The overall results give the indication that the selected
countries concentration ratio falls on aggregate in the period
of study, 1999-2005. The HHI; and HHI, stands at 408 and
432 compared to 446 and 435 in 1999. The results shows that
the mergers and acquisitions may have reduce the number of
banks but did not increase the overall concentration. Most of
the selected countries experiencing increasing concentration
level at their first few years of the restructuring (1999-2002)
and starting to fall in most of their second phase of the
restructuring process (2002-2005), with exceptions to Korea
and the Philippines. The results reflect the consolidation
program that has only recently begun and yet to be
completed. The banking industry has mostly been driven by
stronger banks being forced to absorb weaker ones to ensure
continuity in stability, facing the possibility for shareholders
deciding to exit the market, and by mergers of the parent
companies of foreign banks present in the region [4].

Overall, the effects of recent changes in the structure of
banking systems on market structure are unclear. Following
the argument by non-structural approach, there are other than
market structure and concentration may affect competition
behaviour such as entry/exit and the general contestability of
the market [31]. In the empirical analysis (Table 5, equation
2), the results from OLS estimations reveal a weak evidence
of a negative relationship between market share (MS) and
profitability (ROA and NIM). Both reports a negative
relationship and only significant under NIM as dependent
variables. These results explain the condition where
firms/banks with higher market share gained higher profit
with lowering interest margin [34] argued that firms with
efficient cost structures can increase their market share (MS)
by charging a lower prices, which explain the expected

negative relationship between MS and interest margin (NIM).

The negative and significant MS describe the lack of bank
governance and cost reduction policies as the market grown
in terms of capitalisation through mergers and acquisitions.
The results where ROA and NIM were positively correlated
with market concentration and negatively correlated with
market share interprets that this finding is in favour of the
SCP.

Technical efficiency is positively related to profitability

under both dependent variables, ROA and NIM. The
evidence gives preliminary support to ES hypothesis. On
contrary, scale efficiency is negatively related with both
dependent variables. Since the results shows that neither
concentration (CONC) nor market share (MS) has significant
associations with banks’ profitability, ROA and NIM,
therefore this study rejects traditional ES hypothesis. This
concludes that neither collusive power enjoying by large
banks or high market share enjoying by individual banks
have a significant influence on firm performance in the
region banking industry.

The statistical evidence derived from equation 3 and
equation 4 has given supportive evidence to reject the ES
hypothesis. These results do not support the ES hypothesis
and failed to support the necessary conditions where TE
should have a positive relationship with both MS and
concentration.

The analysis also incorporates GDP and ETA as the
control variables. The results indicated that the positive
relationship between GDP growth and profitability prove the
importance for economic development in the financial
performance.

5. Conclusions

This paper carried out the study of market structure,
performance and efficiency in Asian region after the
financial crisis, 1999 to 2005. The banking sector in
Southeast Asia (SEA) has experienced substantial changes
during the past decade, especially after the 1997 financial
crisis. One of the most relevant changes was the
transformation in the banking industry where each country
implemented the merger and acquisition program which has
reduced the numbers of banks operated in the region. Our
results seem to reject to the traditional SCP paradigm in
SEA banking prior to the 1997 financial crisis. The result is
consistent with [7, 16, 32]. Furthermore, the analyses do not
find evidence that concentration and market share are
associated with NIM, while TE found do not related with
both ROA and NIM.
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