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Abstract

After the financial crisis of 2007-2008, some aspects of the bank's performance have been
discussed, two of which are the bank’s efficiency and the bank's risk-taking behavior. The
literature on bank efficiency and productivity has grown significantly over the past three
decades and has gained momentum since the financial crisis. Interest in the bank's risky
behavior, which is usually focused on its links to monetary policy, has been relatively low,
but has grown exponentially in recent years. This article is a combination of these two
research streams. In particular, we test whether more inefficient banks take more risks when
choosing a borrower, receiving interest and needing collateral, and whether the relationship
between inefficiency and risk varies according to the type of bank. Our analysis focuses on
the Spanish banking system, which has been severely affected by the housing bubble and has
undergone a major restructuring. To test our hypotheses, we created a database with
information on banks and savings banks, their borrowers (non-financial corporations), and
the links between them. This study also contributes to the literature by considering a new
approach to profit margins. Our results show that more inefficient banks take more risks in
choosing their borrowers, and this costly behavior is not offset by higher interest rates.
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