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Abstract

In this paper, we explore the causal link between efficiency and competition of ten Tunisian commercial banks throughout the 1990-2009 period. The Tunisian banking sector had gone through a period of a growing competition caused by deregulation movements and financial liberalization. To investigate the causal relationship between efficiency and competition, we suggest, on the one hand, the stochastic frontier approach, as a measure of the efficiency level, and on the other hand, the Lerner index as a measure of the competition degree. Our results suggest that the Tunisian banks show a significant change at the competition level. As a result, at the individual level, it was noted that public banks recorded the highest efficiency scores; that is 95.7%. On the basis of the Generalized Method of Moments of dynamic panel, estimates show that there is a causality between efficiency and competition in the Tunisian banking system.
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1. Introduction

During the 90s, the banking systems of the major industrialized countries had undergone major restructuring through concentration movements. At the same time, the Tunisian banking sector had undergone a period of rising competition caused by movements of deregulation and financial liberalization. Being subject to more globalization requirements and operating in an uncertain environment, banks are forced to improve their efficiency and performance to maintain their sustainability. In this same context, Tunisian commercial banks find themselves now forced to improve their productivity and efficiency by adopting several strategies mainly when they focus on improving their productive efficiency to cope with competition becoming fiercer either nationally or internationally. It is therefore important to analyze the relationship between competition and efficiency of the Tunisian banks which are the main institutions of the funding process of the Tunisian economy.
In empirical studies, the relationship between the degrees of competition and efficiency has been discussed several times through the analysis of the deregulation effects on the banking efficiency. Weill (1998) classified these studies into three groups according to their results. Berger et al. (1993), in Norway, Grabowski et al. (1994), in the United States, and Zaim (1995), in Turkey, deduced that technical efficiency improved thanks to the banking deregulation. On the other hand, in the United States, Humphrey (1993) observed a decline in banking productivity, which implies a fall in technical efficiency. Finally, Elysiani and Mehdian (1995), believe that the deregulation impact in the United States is insignificant regarding efficiency.
All the research papers presented so far have studied efficiency development as a result of the deregulation policy which aims at enhancing competition. The article of Fesher and Pesstieau (1993) was the first to analyze the correlation between efficiency and competition in the financial sector. For these authors, there is a negative correlation between competition and technical efficiency for financial service firms (banks and insurance companies) in eleven countries of the Organization for Economic Co-operation and Development (OECD).

In order to limit the scope of the problem, we make a theoretical presentation of the relationship between competition and efficiency in a second section. The applied econometric methodology along with the variables and the results will be dealt with in the third section. The study of the relationship between efficiency and competition is the subject of the fourth section. Finally, in a fifth section, we will present the conclusions.
2. Literature review
Since 1985, Tunisia has gone through a structural adjustment program to fully liberalize all the economic sectors in the country. The first phase of this program, which consists in the liberalization of foreign trade and exchange market as well as the restructuring of fiscal administration, ended, in 1996, with an inflation rate of around 5%, a rate of debt of around 56% of GDP, a budget deficit of about 3% and an unemployment rate of 15%. In 1996, the government initiated the second phase of the program intended to liberalize the financial market. In 1999, Tunisia entered the final phase of the program which aims at a full liberalization of the economy, allowing a free flow of goods and services, people and capital, the thing which made the implementation of foreign banks in Tunisia possible. For this reason, it is important to check if the Tunisian banking system is ready for strong liberalization and can withstand the massive and continuous increase of competition.
Indeed, increased competition and the diversification of the banking activities weighed significantly on the evolution of the structure of the results, which was marked in recent years by lower lending margins and the relative growth net non-intermediation. As a result, the rise of competitive pressures pulled the margins down. Faced with this new landscape, banks are increasingly driven to seek higher returns from their activities in the financial markets. The status of the bank has changed over recent years. It behaves in a more and more competitive manner.

The relationship between competition and efficiency has been extensively studied in literature since the work of Hicks (1935). If the early research on the relationship between efficiency and competition focused on causality ranging from market structure to efficiency, Demsetz (1973) showed that causality could be the reverse. Actually, the most efficient firms should raise their market share, which increases the market concentration (and may reduce competition). Without neglecting this possible connection, this study focuses on the causality from competition to efficiency in the Tunisian banking sector. The question whether the competition affects banking efficiency is beneficial or not is treated by several authors (Klaus and 

 HYPERLINK "http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=735014" \o "View other papers by this author" \t "_blank" Martin, 2012; Alin and Bogdan, 2012; Castellanos and Garza-García, 2013). Berger and Hannen (1998), for example, used a concentration indicator on a sample of more than 5000 U.S. banks in the 1980s and underlined the beneficial effects of competition on cost efficiency. As a result, they found that non-competitive banks were less efficient. Several recent studies have attempted to bypass the weakness of the concentration indicator using a measure of the banking individual market power through the Lerner index.

The finding of Turk Ariss (2010) shows a negative relationship between the market power and cost efficiency. This gives some empirical support to the traditional view according to which competition leads to fragility. However, nothing ensures that the relationship between competition and efficiency is common for all the developing countries. On the one hand, the banking systems differ greatly across countries (bank share, foreign bank presence, offered services, served customers, etc.). On the other hand, the economic, social and institutional environment, in which the Tunisian banks evolve, has very little involvement compared to the South American, East European or Asian banks. Nevertheless, Maudos and Guevara (2007), using the Lerner index to examine competition in the regional banking market in Spain, found evidence of increased market power from the mid-1990 up to 2002.
Moreover, the Uchida and Tsutsui’s (2005) study focuses on the competition for the Japanese banking sector during the 1974/2000 period. Actually, these results showed that competition rose in the 1970s and early 1980s. This increased competition was caused by the emergence of secondary markets of government bonds. However, this competition dropped in the late 1990s. This is explained by the fact that Japanese banks have suffered huge non-performing loans. Coccorese (2005) studied competition between the eight major Italian banks over the 1988/2000 period. The results showed that there was a strong banking competition. Furthermore, Case and Girardone (2009) had access to the competition intensity of the banking system in the European Union. The use of Boone’s indicator (2008), which is a new measure of competition, is based on the efficiency hypothesis proposed by Demsetz (1973), which emphasizes that the sector performance is an endogenous function of the competition of successful businesses.
More recently, Delis and Tsionas (2009) have given a joint estimation of efficiency and market power for a sample of European and U.S. banks using the local maximum likelihood technique to identify the specific banking market estimates. Their result shows that there is a negative relationship between the market power and efficiency. Koetter et al. (2011) underlined the problems induced by the measures of the Lerner index and of efficiency using two independent models. In fact, the presence of inefficiencies tends to induce an underestimation of the market power. To help avoid this problem, the authors proposed an adjusted measure of the Lerner index to assess the market power of the American banking firms between 1986 and 2006.

In general, the relationship between the competition degree and technical efficiency has been studied several times through the analysis of the deregulation effects on banking efficiency. The deregulation policies conducted in several Western countries during the eighties and early nineties have, in fact, supported an increase in competition in the banking markets.

3. Empirical analysis

3.1. Data presentation and modeling of competition and efficiency
The applied data come primarily from the annual statistics of the Tunisia’s Professional Association of Banks and Financial Institutions (APTBEF). Our study covers the period between 1990 and 2009. It concerns ten Tunisian commercial banks operating throughout this period, namely: the National Agricultural Bank (BNA), the Tunisian Banking Company (STB), the Arab International Bank of Tunisia (BIAT), the International Banking Union (UIB), the Bank for Housing (BH), the Attijari Bank of Tunisia (ATJB), Bank of Tunisia (BT), the Banking Union for Trade and Industry (UBCI), the Arab Tunisian Bank (ATB) and the Amen Bank (AB).

In modeling a bank’s behavior, it is necessary to emphasize the nature of its statutes. For deposit banks, it seems that the intermediation approach is the most appropriate given the importance of interbank activity and the weight of the interest costs. Moreover, almost all the payment services are free of charge and the term deposits are not paid. Choosing this approach, however, is legitimized by the operation of the Tunisian banking system. Tunisian banks use the funds at their disposal primarily for loans. As a result, their liabilities tend to be regarded as an input rather than output. Inputs correspond mainly to the financial capital collected deposits and funds borrowed in the financial market to which physical capital and labor are added. Outputs, however, are valued according to the supply of funds, interbank loans and portfolio investment (see Table 1).

Table 1: Summary of the different variables

	Name of the variables
	Notation
	Definitions

	Labor cost
	p1
	Personal charge / annual size

	Physical capital cost
	p2
	Operating costs / (assets + depreciation non net values)

	Financial capital cost
	p3
	Interest expenditure / total deposit

	Output 1
	y1
	Funds and assets at BCT, CCP et TGT + Amounts due from banks and financial institutions

	Output 2
	y2
	PF Discount+ loans on special resources +other loans to customers

	Output 3
	y3
	Securities portfolio


Source: Database of the Tunisia’s Professional Association of Banks and Financial Institutions.
For various reasons, the banking sector and the period covered in the sample are relevant. Firstly, despite the significant merger activity, banks have very heterogeneous sizes. In addition, some banks faced a substantial and significant reduction in their financial results. Finally, following the deregulation of the banking sector, the Tunisian banks pursued a growth strategy in the product range and in the number of opened branches. This strategy raised a problem of excess capacity. In short, we have a sector in which the growth strategies regarding the size led to a situation of inefficient capacity caused by an excess of investment in physical capital, as shown in Table 2.
Table 2: The average development of the banking branch size during the analyzed period

	Designations
	Unity
	1990
	2000
	2009
	Global
	Growth rate

	Number of branches
	Unit
	62.4
	85.7
	117.9
	85.6
	88.9%

	Total Assets
	MD
	916843.8
	1896667.3
	4107988.0
	2011926.6
	488.1%

	Interbank loans
	MD
	124001.4
	184954.8
	615059.1
	236032.4
	496.0%

	Customers’ credit
	MD
	558998.1
	1366388.3
	2829970.0
	1401851.4
	250.8%

	Portfolio securities
	MD
	95224.6
	207810.9
	304893.0
	191381.9
	201.0%

	physical capital
	MD
	12836.9
	15973.5
	26274.7
	21312.5
	104.7%


Source: Database of the Tunisia’s Professional Association of Banks and Financial Institutions.

In fact, Table 2 summarizes the average development in the total number of branches, total assets, physical capital and aggregate output which will be measured through three outputs, such as loans to customers (LC), interbank loans (IL) and portfolio securities (PS). The significant increase in the number of agencies, which implies an increase in the number of automatic teller machines (ATMs), is obvious. The rise of total assets and total aggregate outputs is also clear. In short, this trend implies an increase in the quality of the services provided (being closer to the customers and extending the amount of services provided) and also illustrates to what extent connection has evolved over time.
The Stochastic Frontier Approach (SFA) analysis, which is a parametric approach developed by Aigner et al., and Meeusen and Van Den Broeck as soon as 1977, is also called “component error model”. The integration of these random effects through the SFA method is the decomposition of the error into two terms: an inefficiency component and a random error combining the measurement errors and the exogenous shocks. The random component pursues a normal distribution, while the inefficiency component pursues a defined asymmetric distribution defined positively for a cost function and negatively for a production function. Actually, we can define the efficient cost frontier, for a sample, of N firms by:
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Due to the many criticisms about competition assessment through concentration measurements, the use of the Lerner index became more systematic. This measure has the advantage of capturing the market power of each firm. Being subject to strong competitive pressure, a firm will be unable to extract annuity. According to Solís and Maudos (2008) and Carbó et al. (2009), the Lerner index has been widely used in recent studies on bank competition and market power. Let a market with N banks where rL(L) is the inverse demand for bank loans, with 
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The Cournot-Nash equilibrium condition is introduced to the following profit maximizing condition:
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The Lerner indices for loans and deposits are respectively:
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As in the studies of Fernández et al. (2007) and Carbó et al. (2009), a single indicator will be used for the banking activity. Total assets (TA) will be considered as a banking income. The flow of the banking products and services is proportional to the assets. As a result, we can calculate p average price as the ratio of the total revenue (R) to the total assets. The Lerner index is then presented as follows:
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where mc is the marginal cost.

3.2. Explaining the efficiency level
Our approach is not only an estimation of the efficient cost frontier but also the identification of the determinants of the efficiency score assigned to each bank of our sample. According to Christensen, Jorgensen and Lau (1973), the Translog cost function and the equation shares related to the variable factors are shown in the following equation system:
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The total cost equation satisfies the assumptions of homogeneity regarding the prices and the symmetry with respect to the outputs. The reduced form of this system was estimated by Zellner’s "Iterative Seemingly Unrelated Regression" method (1962).

The main results emerging from Table 3 show that the coefficients 
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 are negative and close to 0 and statistically significant at 1%. In fact, a change of these variables negatively affects the cost function, with the exception of 
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 which recorded a negative coefficient (-0.45). This means that a rise by 1% in the production level reduces the total cost by 0.45%.
On the basis of these results, we estimated the scores of technical efficiency per bank and per year. It appears, from the results presented in Table 4, that the Tunisian banks have an average level of efficiency ranging from 93.5% to 95.7%. The results of the panel data suggest that the banks in our sample, whether small or large, show quite different degrees of efficiency. Over the study period, the banks having achieved the best efficiency scores are the UIB (95.7%), ATB (95.6%) followed by BT (95.4%), STB (95.3%) and ATJB (95.2%). Such results imply that, with the same used resources, these banks can improve their effectiveness, for example, 4.3% for UIB, 4.4% for ATB; while maintaining the same level of activity. This disparity in efficiency between banks may be due to the problems caused by non-performing loans (see Figure 1).

Table 3: Estimation of the equation system of the Translog cost function
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Source: Authors' estimates from the data source. Notes: *, **, *** significant at 10%, 5%, 1%.

Actually, large-sized banks, which are generally characterized by a large part of non-performing loans, are less efficient than the small-sized ones which have a low rate of non-performing loans. As a result, judging by the size, we can see that small and medium-sized banks in our sample (the size is measured by total assets), such as AB and ATB, reveal average efficiencies better than those made by large-sized banks, such as BIAT, BNA and STB. (Except UIB, which has a better efficiency score).

Consequently, the different efficiency levels between banks can be explained by various factors. Public banks (STB, BNA, ATJB and UIB) are motivated not only by profitability criteria, but most of them assume a social and functionalization that can foster economic development effort. Similarly, in granting loans, banks do not differ from one another at the same standards of rationality in terms of financing type of choice. For this reason, the BNA is heavily involved in the agricultural sector, which is subject to climatic variations and thus becomes very risky which involves provisions for fairly high contingencies for the bank and consequently leading to very low margins.

Table 4: Progress of the Tunisian banks’ efficiency levels

	Banks
	Minimum
	Maximum
	Average
	Standard Deviation
	Order

	BNA
	0.896
	0.96
	0.948
	0.017
	9

	STB
	0.916
	0.96
	0.953
	0.010
	4

	BIAT
	0.862
	0.958
	0.935
	0.023
	10

	BH
	0.923
	0.96
	0.952
	0.012
	6

	UIB
	0.945
	0.96
	0.957
	0.005
	1

	ATJB
	0.924
	0.96
	0.952
	0.011
	5

	BT
	0.925
	0.96
	0.954
	0.008
	3

	UBCI
	0.927
	0.96
	0.950
	0.011
	7

	ATB
	0.936
	0.96
	0.956
	0.007
	2

	AB
	0.913
	0.96
	0.948
	0.013
	8


Source: Authors' estimates from the data source.

The annual results (see Figure 2) show that the average efficiency value per year began to decline as soon as 1991 to reach 94.0% in 1998 and subsequently became stable and averaged 95.3% between 2000 and 2009. Between 1993 and 1998, the average efficiency levels dropped from 95.6% to 94.0%. This may be explained by the short-term impact of the financial liberalization in the banks undergoing change. The central bank’s ultimate intervention led the Tunisian banks to grant non-performing loans either to intimate customers, in other words, those who have close relationships with the bankers, or to priority projects.
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Figure 1: Progress of the banks’ average efficiency scores in percentage
At the individual level, we can see that, excepting the BIAT bank, which recorded an efficiency score of 93.5%, small-sized and large-sized banks of our sample have the best average efficiencies. Actually, over the study period, banks that showed the best efficiency scores were the UIB (95.7%) followed by the ATB (95.6%). These results imply that, with the same used resources, these banks are in a position to increase their efficiency by 4.3% and 4.4% respectively, while maintaining the same level of activity. At the bottom of the scale, we find the largest Tunisian banks, such as the BNA and BIAT banks, which had the lowest average efficiencies.
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Figure 2: Progress of the per year efficiency scores in percentage
This result, which appeared a priori to be paradoxical, could be explained as follows: Tunisian large-sized commercial banks are more efficient than small-sized ones. However, according to Chichti and Karray (2006), there is an operational level for large-sized banks beyond which the returns to scale decline. Moreover, over the past years, banks (BIAT and BNA) have accumulated high amounts of problematic credits, which threaten their profitability and therefore lead to low efficiency levels. The development of the efficiency score across the various banks, excepting the BIAT bank, which recorded a trend of 94%, is around 95%. Banks having the highest efficiency levels are the UIB and ATB. Nonetheless, banks having the highest efficiency scores recorded, on average, the lowest inefficiency levels.

3.3. Explanation of the competition level
As it was with the efficiency approach, an equation system of the Translog cost function was estimated for competition to which was added the marginal cost defined by:
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The estimation of such system with the ISURE method led to results similar to the previous ones. These results will be used to estimate the competition Lerner index.

The results in Table 5 mean that the competition degree between the large-sized and small-sized public banks is more important than that of the private banks. Therefore, over the same study period, banks that have the highest level of competition are the BH (21%), BIAT (20.8%), STB (19.4%), BNA (17.5%) and UIB (17.3%). This means that the public banks that dominate the Tunisian financial market had the largest part of the market whereas the private banks, such as UBCI (6%), AB (5.8%) and ATB (5.2 %), had the lowest level (see Figure 3). Therefore, this result may appear counter-intuitive due to the banks’ possibility of having a higher interest rate market power.

Table 5: Development of the competition levels per bank

	Banks
	Minimum
	Maximum
	Average
	Standard Deviation
	Order

	BNA
	0.005
	0.384
	0.175
	0.087
	4

	STB
	0.021
	0.648
	0.194
	0.129
	3

	BIAT
	0.049
	0.343
	0.208
	0.073
	2

	BH
	0.105
	0.344
	0.210
	0.065
	1

	UIB
	0.038
	0.29
	0.173
	0.086
	5

	ATJB
	0.022
	0.176
	0.087
	0.041
	6

	BT
	0.032
	0.137
	0.068
	0.029
	7

	UBCI
	0.016
	0.184
	0.060
	0.043
	8

	ATB
	0.000
	0.136
	0.052
	0.035
	10

	AB
	0.001
	0.196
	0.058
	0.045
	9


Source: Authors' estimates from the data source.

It should be noted, from Figure 3, that competition between large-sized banks is harder than the one between the small and medium-sized ones. The BH is the one that has the highest percentage, 20.2% whereas the other banks, such as the ATB, recorded very low percentages of about 5%.
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Figure 3: Changes in the levels of per bank competition in percentage
Thus, on the basis of the competition level, the top four banks are: BNA, STB, BIAT and BH, and the bottom ones are: BT, UBCI, ATB and AB, which are private banks. The competitive analysis of Tunisian listed banks showed that the banking sector, as a whole, showed a significant change in time of the average levels of competition in the early 90s reaching 18% in 1992. According to the annual results (Figure 4), the competition average value between 1990 and 2009 was changing every year. It had gone through both a growing and falling trend. The 1993 year recorded the lowest level of the period, that is, 6.2%. As soon as 2002, the competition level retrieved the trend noticed at the beginning of the period, besides, the 2004 year recorded the highest level of competition, that is 22.1%.

As soon as 1993, we can see that there was a significant fluctuation that reached an average of 22% in 2008, which was the highest score. This significant improvement in the competition of the Tunisian banking sector is mainly due to the restructuring measures and financial reforms undertaken by the monetary authorities in Tunisia, which resulted in a positive impact of the competition intensification on efficiency.
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Figure 4: Development of the per Year competition levels in percentage

4. Study of the causal relationship between efficiency and competition: GMM model

In order to statistically test Granger causality between efficiency and competition, dynamic panel data methods should be employed. More specifically, the Generalized Method of Moments, which was developed by Blundell and Bond (1998) and Bond and Windmeijer (2005), will be used. The equation to be estimated is an autoregressive specification distributed as follows:
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where 
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 a disturbance term. To avoid cross-sectional dependence, the disruptions are assumed to be orthogonal. More specifically, the AR(2) model used is presented as follows:
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Estimating an AR(2) model helps alternatively test the hypothesis of common Granger causality through a measure of competition and of bank efficiency. This enables us to check, on a dataset of 20 years for Tunisia, if changes in the competitive models precede (Granger-cause) those of the bank efficiency, and/or vice-versa, if changes in Granger efficiency lead to changes in competition.
According to the observation of Table 6, the Lerner index is treated as a dependent variable while efficiency is dealt with as an endogenous explanatory variable. Therefore, the importance of these two variables is not consistent with the model at time t. However, the coefficients of the Lerner index and efficiency for the variable lagging in period t-1 are positive and statistically significant. On the whole, the system results, at a single step, indicate that the relationship between competition and efficiency is positive throughout the GMM model. This implies that a higher level of competition tends to be associated with a rising efficiency in the Tunisian banking sector. Moreover, with the Sargan test, the 
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 value seems to be important (95.67), which makes us say that the null hypothesis is rejected at a significance level of 1%. Therefore there is an impact of efficiency on competition.
Table 6: Impact of efficiency on competition

	yit = Lerner index
	Difference
	System

	
	One-Step
	Two-Step
	One-Step
	Two-Step

	Lerner Index (-1)
	0.778***
	0.778***
	0.023***
	0.037

	Efficiency
	8.888
	8.888*
	0.419***
	0.381

	Constant
	-
	-
	0.555***
	0.592*

	AR(1) correlation test 
	-1.82*
	-1.2
	-4.98***
	-1.36

	AR(2) correlation test
	-1.01
	-1.29
	-1.38
	-1.32

	Sargan test 
	-
	-
	95.67**
	95.67**


Source: Authors' estimates from the data source.

After estimating the relationship between competition and efficiency, we can say that the levels of competition and efficiency can be studied simultaneously. This is due to the correlation between these two indicators. This means that banks with a higher level of competition are more efficient because they can financially analyze and monitor the funded projects. This implies that there is a positive relationship, which means that these banks benefit from the lack of competition by making unnecessary expenses. This implies a negative relationship (Hannan and Berger’s (1998) quiet life hypothesis).

Table 7: Impact of competition on efficiency

	yit = Efficiency
	Difference
	System

	
	One-Step
	Two-Step
	One-Step
	Two-Step

	Efficiency (-1)
	0.459
	0.459
	0.419***
	0.381

	Lerner index
	-0.011
	-0.011
	0.023***
	0.037

	Constant
	-
	-
	0.555***
	0.592*

	AR(1) correlation test 
	-1.39
	-1.13
	-4.98***
	-1.36

	AR(2) correlation test
	-1.35
	-1.47
	-1.38
	-1.32

	Sargan test 
	-
	-
	78.49*
	78.49*


Source: Authors' estimates from the data source.

Looking at the results of Table 7, we can see that the efficiency coefficient is positive whereas that of the Lerner index is negative and insignificant. However, for the one-step system, the coefficients are positive and statistically significant at 1%, which implies that the Lerner index has a positive impact on efficiency. Moreover, the Sargan test with the 
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 value (78.49) shows that the null hypothesis is rejected at a significance level of 10%, which indicates that there is an effect of competition on efficiency. As a conclusion, and according to Tables 8 and 9, we can say that there is causality between efficiency and competition and vice versa.
5. Conclusion

Analyzing competition in the banking sector is a relatively complex task. On the one hand, the general argument in favour of competition, in terms of cost minimization and allocative efficiency, applies to the banking sector. On the other hand, as in many other markets, the classic competitive paradigm may not fully apply. As a result, competition does not always promote efficiency in the capital markets.

Since the Tunisian banking system is dominated by commercial banks, its upgrading was imposed by the Central Bank of Tunisia and not by the market. For this reason, we selected a sample of 10 commercial banks observed over the 1990-2009 period. Actually, the estimation results show that competition reached the level of 22.1% in 2008. As a consequence, a significant competition was observed in the market of the Tunisian commercial banks. Therefore, at the individual level, it was noted that public banks recorded the highest efficiency scores, e.g. the UIB recorded the highest efficiency scores of 95.7% followed by the ATB, 95.6%. Finally, the estimation results through the GMM test of the relationship between the Lerner index and efficiency of the Tunisian depository banks, show that there is a causality between efficiency and competition. Therefore, the increase of the competition level among the Tunisian commercial banks leads to the rise of banking efficiency.
The liberalization of the financial sector, which was started in 1987 and strengthened mainly in the 1990s, focuses on the elimination of the credit control, the liberalization of the banking sector and the revision of the refinancing policies. However, it should be noted that the problems associated with the information asymmetry present in the banking market, can make the bank very vulnerable to economic conditions. To reduce the impact of these conditions, the State must make more efforts, but the problem is that it is expensive to analyze and monitor the projects to be funded. This step is possible only if there are no competitive constraints. Therefore, competition may have adverse effects on the efficiency of banks by reducing the quality of the loan portfolio.
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