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A substantial body of literature has emerged on bank efficiency (Belke et al., 2016; Fiordelisi,
2007; Luo et al., 2016; among others), but most of them focus on the economical efficiency,
using the cost-benefit analysis. In general, the economical efficiency has based on cost
reduction (Berger and Humphrey, 1997; Chortareas et al., 2013), but a more social efficiency
could be developed (San-Jose et al., 2014) in which market based social aspects could be
used; at least, to show the social efficiency based on social values that go through the
market. These social values fail to expose the total social value generated by organizations,
but at least they represent a part of it (Gutierrez et al., 2017).
With the aim of contributing to social efficiency we have based our analysis in two aspects,
namely, the social-cost paradox and Jensen`s governance problem. And, for doing so we
have used the Bankscope database. To obtain the variables to analyze the social efficiency
and economic efficiency (profitability) of banking.
After the empirical analysis this research makes two contributions. First, while previous
studies focus on bank efficiency to analyze economic efficiency (e.g., Berger & Humphrey,
1997), this paper uses another important efficiency in the form of social efficiency. Second,
the European case provides unique information for analyzing the banking sector as a whole;
as we have used the population of financial institutions, the results have no sample bias, and
it reveals the true banking situation in which there is a country effect within a theoretically
harmonized Europe in this highly regulated sector.
Hence, the results obtained have potentially important implications in order to encourage,
on the one hand, governance based on multiple stakeholder participation in financial
institutions. The type and country effect should be analyzed for modelling a unique
European banking efficiency model; European banking is not yet harmonized. This might
contribute to the development of the European banking system in order to establish
typologies, values or regulations depending on the type of each financial institution.
Moreover, social efficiency, a very relevant issue in the new narrative of business, should

also be taken into account in the banking sector. In this regard, there are not enough
measures in banking that permit a comprehensive analysis of those social values generated
by financial institutions; this is an open challenge for academics and practitioners with
expertise in banking.
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