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	Recent changes in the regulation of U.S. financial institutions have had a major impact on bank industry structure and performance. The future ability of commercial banks to deliver agricultural debt efficiently will play a key role in determining the efficiency of U.S. agricultural production. This study examines three major issues in estimating banking inefficiency. These include: (1) selection of proper functional form and the sensitivity of estimated banking inefficiency to choice of functional form, (2) exogeneity tests on profit and cost functions and the sensitivity of inefficiency estimates to model specification and (3) determinants of technical and allocative inefficiency. Cross-sectional data for 1990 from 1,805 U.S. agricultural banks are used for this study. First, the three most commonly used quadratic functional forms--translog, normalized quadratic and generalized Leontief--are estimated using both Box-Cox nested testing procedures and the nonnested likelihood dominance criterion approach. The nested test results indicate that all three restricted forms are rejected against the alternative unrestricted quadratic Box-Cox model. The nonnested test results render a clear ordering of the restricted forms and indicate that the translog is the preferred functional form among these three alternatives for modeling the cost function of agricultural banks. Using one of the other functional forms affects conclusions about scale elasticities and inefficiencies. Second, the Hausman exogeneity test is applied to both cost and profit functions for banks. Results indicate that the operating behavior of banks in this study satisfy exogeneity assumptions of both the cost and profit function specifications. Since profit maximizers must be cost minimizers, the profit function approach incorporates a linkage with the cost function approach. However, the two approaches differ in specification and implementation. These differences are responsible for important differences in the empirical results. Finally, seemingly unrelated regression (SUR) is used to estimate the selected characteristics of banking inefficiency. SUR estimation results indicate that the effects of environmental variables on the input and output inefficiency measures are inconsistent. Increasing bank assets and profitability in addition to bank holding company affiliation help banks improve their total efficiency. 
  


