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Abstract 

This study examines the impact of the 2008 Global Crisis on the efficiency of the financial institutions around 

the world. We focus on 203 countries and examine nine efficiency measures which include net interest margin, lending-

deposit spread, non-interest income, overhead costs, return on assets, return on equity, cost to income ratio, credit to 

government and state-owned enterprises, and stock market turnover ratio. We document how each of these efficiency 

measures had changed during the run-up to the crisis, during the crisis, and after the crisis. Our results show that, 

during the run-up to the crisis, there was no sign of an upcoming crisis in terms of these efficiency measures. During 

the crisis period, both return on assets and return on equity went down significantly. There was no change in the other 

variables during this period. During the post-crisis period, we find that return on assets and return on equity continued 

to go down. Also, cost to income ratio went up significantly post-crisis. On the other hand, credit to government and 

state-owned enterprises went up significantly post-crisis. There was no significant change in the other variables. These 

findings should help policymakers to devise strategies that would protect their country’s financial system. 
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1. Introduction and context of the study 

In this study, we focus on the 2008 Global Crisis and its impact of the efficiency of the 

financial institutions around the world. We use World Bank’s data on 203 countries around the 

world. The database has nine variables that measure efficiency. Eight of these are related to the 

efficiency of financial institutions, and one deals with the efficiency of the stock market. The 

variables are net interest margin, lending-deposit spread, non-interest income, overhead costs, 

return on assets, return on equity, cost to income ratio, credit to government and state-owned 

enterprises, and stock market turnover ratio. 

We follow the footsteps of Odhiambo (2008) and Ang and McKibbin (2007) which argue 

that economic growth (or development) promotes financial development. In other words, if a 

country’s economy is developed, it will have a better developed financial system. In this current 

study, we examine how the 2008 Global Crisis had affected these efficiency measures around the 

world. We expect these measures to deteriorate due to the crisis. 

We first look at the pre-crisis period. Was there any sign of an upcoming economic crisis in 

any of these efficiency measures? In other words, had some of these measures started worsening 

the year before the crisis started? If so, we can argue that policymakers, in the future, can observe 

these same measures for their country and then start taking precautions beforehand. 

We then look at the crisis period. How had the crisis affected these measures? What aspects 

of the financial institutions suffer during the crisis? Also, had the liquidity in the stock market also 

declined? Our findings here will tell us what to expect when a country faces an economic crisis. 

Finally, we look at the post-crisis period. This is the year after the crisis happened. Were 

some of the effects lingered for a longer time? For example, if some of the efficiency measures had 

86

mailto:kaya@nsuok.edu


Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue  5/2021 

 
„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344  – 3685/ISSN-L 1844 - 7007 

 
 

worsened during the crisis, did they continue to deteriorate after the crisis (i.e. any long-term 

effects?) 

We believe that the results here will guide policymakers in devising strategies that would 

protect their financial institutions if their country faces an economic crisis. They will know in what 

areas do these institutions suffer and then they can focus on protecting those areas. They will also 

know whether their country’s stock market faces liquidity issues when the country if facing an 

economic crisis. 

In the next section, we go over the previous research. The following section explains our 

data. Section 4 shows the findings, and Section 5 concludes. 

 
2. Literature Review 

Starting with Bagehot (1873), several studies including Hicks (1969), McKinnon (1973), 

Robinson (1979), Fry (1988), King and Levine (1993), Pagano (1993), and Schumpeter and 

Backhaus (2003) examine the relationship between financial development and economic growth. 

While some of these papers (Hicks (1969), King and Levine (1993), and Schumpeter and 

Backhaus (2003)) argue that countries with a developed financial system grows more than the 

others, other papers like Robinson (1979), Odhiambo (2008), and Ang and McKibbin (2007) 

argue the opposite (i.e. economic growth leads to a more developed financial systems).  

Two related papers (i.e. Arestis and Demetriades (1997) and Arestis and Demetriades 

(1999)) argue that the direction of causality between financial and economic development 

depends on the specific country circumstances. Yet, other papers like Lucas (1988), 

Chandavarkar (1992), and Stern (1989) actually ignore the impact of the financial system in 

economic growth. Other than these above-mentioned papers, Klein and Olivei (1999), Levine 

(1999), Goldsmith (1969), and Khan et al. (2006) also examine the issue from different 

perspectives.  

Overall, there is still no consensus on the issue. In a related stream of research, several 

papers specifically focus on the relationship between economic growth and banking. Almost all 

of these studies focus on bank competition and banking system stability. Some of them support 

the view that competition creates banking system fragility. Competition hurts banks’ market 

power and profit margins; therefore, banks take on more risk (i.e. more fragility). Others support 

the view that competition creates banking system stability.  

For example, Beck et al. (2006) more concentrated banking systems reduces the 

likelihood of a banking crisis in a country. They also show that regulations that reduce 

competition increases the risk of a banking crisis. Similarly, Berger et al. (2009) show that, in 23 

developed countries, more competition created more risk exposure. Caprio et al. (2014) support 

this view. They examine the 2008 period and show that higher levels of banking sector 

concentration and net interest margin reduces the likelihood of a bank crisis. They also show that 

more restrictions to bank activities and private monitoring were also positive for the sector.  

On the other hand, Nicoló et al. (2004) examine financial institutions in more than 100 

countries over the 1993-2000 period. They show that in the later period, larger institutions 

started taking on more risk when compared to smaller institutions. Highly concentrated banking 

systems had higher systemic risk compared to less concentrated systems. Schaeck et al. (2009) 

examine 45 countries and show that banking sector competition helps reduce systemic risk.  

Some other papers focus on different aspects of the issue. Aisen and Franken (2010) 

examine the 2008 period and show that the pre-crisis credit booms and the lower economic 

growth of trading partners are the main determinants of the credit slowdown. Haldane and May 
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(2011) argued that, after the 2008 crisis, the main focus was on how to improve individual 

banks. According to the authors, the impact of the newly emerging financial instruments on the 

stability of the system as a whole was ignored. Rixen (2013) contends that although the lack of 

regulation in offshore banks was one of the factors in the 2008 crisis, after the crisis, 

governments only implemented small and ineffective regulations. Wheelock (2011) examines 

the banking sector concentration in the U.S. and show that consolidation mainly happens in the 

national market, rather than the local markets. According to the author, antitrust laws only focus 

on the local markets. 

In this current paper, we deviate from the previous banking related studies because we do 

not focus on bank competition. We examine the impact of the 2008 crisis on the efficiency of the 

financial system (i.e. efficiency of financial institutions and the stock markets) around the world. 

It is a detailed study: We examine 203 countries, nine different variables, and pre-crisis, crisis, 

and post-crisis periods. 

 
3. Data and Methodology 

World Bank’s Global Financial Development Database has data on 203 countries. The 

dataset shows nine variables as efficiency measures. As mentioned earlier, these are net interest 

margin (%), lending-deposit spread (%), non-interest income to total income (%), overhead costs 

to total assets (%), return on assets (%), return on equity (%), cost to income ratio (%), credit to 

government and state-owned enterprises to GDP (%), and stock market turnover ratio (%). The 

stock market turnover ratio is the value of the stocks traded as a percentage of the market 

capitalization of the stocks. 

Using Mann-Whitney-Wilcoxon tests, we examine how each of these efficiency 

measures had changed before, during, and after the crisis. For the pre-crisis (i.e. run up period), 

we take the 2006-2007 period. For the crisis period, we take the 2007-2008 period. For the post-

crisis period, we take the 2008-2009 period. 

Table 1 shows the summary statistics. Table 2 shows how each variable had changed 

over the 2001-2011 period. Figures 1-9 show how these trends graphically.  
 

Table No.1. Summary Statistics 
Variable Mean Std Min Max 

Net interest margin  4.22 2.50 0.17 11.78 

Lending-deposit spread  7.87 6.57 0.27 41.85 

Non-int. income to total income  38.49 15.04 3.02 81.10 

Overhead costs to total assets  3.34 2.60 0.11 16.84 

Return on assets  1.29 1.53 -9.53 7.60 

Return on equity  10.08 26.09 -297.3 40.69 

Cost to income ratio  57.26 17.06 6.65 136.98 

Credit to gov. and state-owned  11.66 11.48 0.02 69.27 

Stock market turnover ratio  39.64 51.29 0.14 231.28 
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Table No.2. Efficiency Variables over Time 
Year 01 02 03 04 05 06 07 08 09 10 11 

Net interest margin  4.7 4.7 4.7 5.0 4.6 4.7 4.9 4.6 4.5 4.4 4.2 

Lending-deposit spread  9.3 9.1 9.0 8.8 8.6 7.5 7.6 7.5 8.0 7.9 7.9 

Non-int. income to total income  38 38 41 41 40 39 39 38 38 39 38 

Overhead costs to total assets  4.1 4.1 4.3 4.4 3.8 4.0 3.8 3.5 3.5 3.6 3.3 

Return on assets  1.5 1.3 1.5 1.9 1.7 1.8 1.9 0.8 0.6 1.3 1.3 

Return on equity  11 12 14 19 17 17 18 14 13 8 10 

Cost to income ratio  70 55 60 57 56 55 54 57 62 56 57 

Credit to gov. and state-owned  10 10 10 10 10 9 9 9 11 11 12 

Stock market turnover ratio  53 49 44 44 46 49 60 56 53 40 40 
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4. Empirical Results 

Table 3 shows whether there was any sign of an upcoming crisis during the run-up to the 

crisis. We are seeing that none of the measures had changed significantly during the year before 
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the crisis. Net interest margin (%) was around 4.7-4.8% throughout the period. The lending-

deposit spread was around 7.5-7.6% during this period. The non-interest income to total income 

(%) was around 39%. The overhead costs to total assets (%) was around 3.8-4.0%. The return on 

assets (%) was around 1.8-1.9% and the return on equity (%) was around 17-18%. The cost to 

income ratio ranged from 54% to 55%. The credit to government and state-owned enterprises 

(%) was around 8.9-9.1%. The stock market turnover ratio (%) ranged from 49% to 60%. The 

last column shows the p-values of the Mann-Whitney-Wilcoxon tests that compare the 2006 

values to the 2007 value and we are seeing that none of them are statistically significant. Only 

the result for the stock market turnover ratio (%) was close to being statistically significant at 

10% level (p=0.1128). 

Table No.3. The Run-Up to the Global Crisis 

 
2006 2007 Mann-W. 

Variable Mean Med. Mean Med. p-value 
Net interest margin  4.74 4.28 4.88 4.58 0.3204 

Lending-deposit spread  7.52 6.33 7.60 6.50 0.4798 

Non-int. income to total income  39.14 38.70 39.18 38.05 0.4512 

Overhead costs to total assets  3.96 3.23 3.83 3.27 0.4709 

Return on assets  1.77 1.65 1.91 1.79 0.3445 

Return on equity  16.94 17.22 18.22 18.48 0.2070 

Cost to income ratio  54.92 55.10 54.19 56.35 0.4898 

Credit to gov. and state-owned  9.11 6.05 8.92 5.76 0.4968 

Stock market turnover ratio  49.20 22.16 59.77 34.02 0.1128 

 

Table 4 shows how these variables had changed during the crisis period (i.e. from year 

2007 to year 2008). We are seeing that both return on assets (%) and return on equity (%) went 

down significantly during the crisis period. In 2007, the return on assets (%) for the average 

country was 1.91%. The corresponding percentage for 2008 was only 0.84%. The difference is 

statistically significant (p=0.0007). Similarly, in 2007, the return on equity (%) for the average 

country was 18.22%. The corresponding percentage for 2008 was only 13.63%. This difference 

is also statistically significant (p<0.0001). None of the other variables had changed significantly 

during this period. 

Table No.4. The Impact of the Global Crisis on Efficiency of the Financial System 

 
2007 2008 Mann-W. 

Variable Mean Med. Mean Med. p-value 
Net interest margin  4.88 4.58 4.60 4.46 0.2228 

Lending-deposit spread  7.60 6.50 7.55 6.22 0.3463 

Non-int. income to total income  39.18 38.05 38.37 35.68 0.1281 

Overhead costs to total assets  3.83 3.27 3.54 2.96 0.1396 

Return on assets  1.91 1.79 0.84 1.40 0.0007 

Return on equity  18.22 18.48 13.63 14.88 <0.0001 

Cost to income ratio  54.19 56.35 57.07 54.17 0.3333 

Credit to gov. and state-owned  8.92 5.76 9.34 5.99 0.2745 

Stock market turnover ratio  59.77 34.02 56.00 31.91 0.2819 

 

Table 5 shows how each variable had changed during the year after the crisis (i.e. from 

2008 to 2009). We are seeing that, post-crisis, both return on assets (%) and return on equity (%) 

continued to go down significantly. In 2008, the return on assets (%) for the average country was 

0.84%. The corresponding percentage for 2009 was only 0.59%. The difference is statistically 

significant (p=0.0041). Similarly, in 2008, the return on equity (%) for the average country was 
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13.63%. The corresponding percentage for 2009 was only 13.12%. This difference is also 

statistically significant (p=0.0148).  

Table No.5. The Reaction after the Global Crisis 

 
2008 2009 Mann-W. 

Variable Mean Med. Mean Med. p-value 
Net interest margin  4.60 4.46 4.50 4.30 0.4119 

Lending-deposit spread  7.55 6.22 7.97 6.25 0.3619 

Non-int. income to total income  38.37 35.68 38.43 37.04 0.4150 

Overhead costs to total assets  3.54 2.96 3.52 3.02 0.4617 

Return on assets  0.84 1.40 0.59 1.06 0.0041 

Return on equity  13.63 14.88 13.12 10.82 0.0148 

Cost to income ratio  57.07 54.17 62.37 59.05 0.0017 

Credit to gov. and state-owned  9.34 5.99 11.01 7.05 0.0479 

Stock market turnover ratio  56.00 31.91 53.34 30.19 0.2905 

 

We are also seeing that, post-crisis, cost to income ratio (%) went up significantly. In 

2008, the cost to income ratio (%) for the average country was just 57.07%. The corresponding 

percentage for 2009 was 62.37%. The difference is statistically significant (p=0.0017). 

The table also shows that, post-crisis, credit to government and state-owned enterprises 

went up significantly. In 2008, the credit to government and state-owned enterprises (%) for the 

average country was just 9.34%. The corresponding percentage for 2009 was 11.01%. This 

difference is statistically significant (p=0.0479). This finding indicates that, due to the crisis, 

government and state-owned enterprises had to receive more credit from financial institutions. 

The table shows that, post-crisis, there was no significant change in the remaining 

variables. Still, four out of the nine variables show deteriorating efficiency in the global financial 

system. Overall, we conclude that the global crisis affected some of the efficiency measures in 

the global financial system. 

 
5. Conclusions 

In this study, we examine how efficiency measures of financial institutions and the stock 

markets around the world have changed before, during, and after the 2008 Global Crisis. Our 

results show that, in terms of the nine efficiency measures that we examined, there was no sign 

of an upcoming economic crisis. In other words, policymakers would not be able to foresee an 

upcoming economic crisis by just looking at these measures. 

On the other hand, when the crisis started, two of these efficiency measures deteriorated. 

These were the return on assets and return on equity measures. These two measures can also be 

regarded as the profitability measures of the financial institutions. Therefore, we can say that the 

profitability of financial institutions around the world has significantly declined during this 

crisis. Interestingly, none of the other efficiency measures significantly deteriorated during the 

crisis. For example, there was no significant change in net interest margin or lending-deposit 

spread. There was no significant change in non-interest income to total income ratio or in 

overhead costs to total assets ratio. Similarly, there was no significant change in the stock market 

turnover ratio. 

However, when we examine the post-crisis period, we are seeing that besides the further 

deterioration of these two measures, two other measures had changed significantly. These were 

the cost to income ratio and the credit given to government and state-owned enterprises. The cost 
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to income ratio is operating expenses of a bank scaled by net-interest revenue and other 

operating income. Therefore, we conclude that, post-crisis, financial institutions’ operating 

expenses went up significantly. The credit to government and state-owned enterprises also went 

up significantly. This is due to the governments’ need for additional funds during these times.  

Overall, the global crisis affected some of the efficiency measures of the financial 

institutions around the world, both during the crisis and after the crisis, but there was no sign of 

an upcoming crisis during the year preceding the crisis. These findings will help policymakers in 

focusing their attention to certain areas when facing an economic crisis. The profitability of the 

financial institutions as well as their operating expenses tend to suffer significantly during these 

tough times. 
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