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Abstract. This study applies stochastic frontier analysis to estimate the technical efficiencies of the 
four largest banks in South Africa, for the period 1994 to 2010, with regard to their generation of 
interest income and noninterest income. Interest income and noninterest income of the banks are 
investigated separately using a stochastic frontier production function model. A stochastic frontier 
output-orientated distance function is also estimated in order to investigate the changes in interest and 
noninterest income for the banks. Using the stochastic production frontier model, it is found that 
deposits do not have any significant influence on the levels of interest and noninterest incomes of 
these banks. The inefficiency effects for the generation of interest income were found to significantly 
decline for larger values of loans and investments and interest costs, but increased with increasing 
values of financial capital and also increased over time. Using an alternative approach involving an 
output distance function for the two income variables, we find that deposits have a significant effect on 
the explanation of the interest and noninterest incomes and that inefficiency effects are still significant 
in explaining the generation of these incomes. 
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