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1.0 [bookmark: _Toc87195973]Introduction
In recent years profitability of commercial banks has become a challenge when strengthening the financial position of banks in order to encounter associated risks with globalisation and openness. A banking sector which is profitable can withstand internal (managerial) and external (environmental) factors. Internal factors relating to managerial are impacted by the decisions made by management and the goals that are set by the management of the bank, such as credit risk, size of bank performance, productivity growth, capital ratio and more. External factors are impacted by forces which are environmental forces such as economic growth, inflation, market structure, interest rates, negative shocks, ownership structure, and more contribute on the financial systems stability. Determinants of profitability have been well observed and investigated due to the increase and importance on strengthening the foundation for domestic financial systems in a way to shape flexibility of capital flow volatility.
[bookmark: _Toc87195974]1.1 Aim and Objectives
The purpose of this study is to investigate the determinants that have an impact on the profitability of commercial banks in the United Kingdom. The main aim of this study is to investigate the impact of determinants such as capital adequacy, asset quality and deposits on the profitability of commercial banks in the United Kingdom using a collection of data from the previous 10-years.
· To assess the impact of capital adequacy on the profitability of commercial banks in the UK.
· To assess the impact of asset quality on the profitability of commercial banks in the Uk.
· To assess the impact of deposits on the profitability of commercial banks in the UK.
· To make recommendations on minimising pressure of determinants and strengthening profitability of commercial banks in the UK.
[bookmark: _Toc87195975]1.2 Research questions
Set 1: to assess the impact of capital adequacy on the profitability of commercial banks in the UK.
· What ways has capital adequacy affected the profitability of commercial banks in the UK?
· How can capital adequacy impact on commercial banks profitability in the Uk be measured?
· What kind of challenges does capital adequacy impact on management of commercial banks in the UK?
· What can be implemented to minimise pressure of capital adequacy to strengthen the profitability of commercial banks in the Uk?

Set 2: to assess the impact of asset quality on the profitability of commercial banks in the UK.
· What ways has asset quality affected the profitability of commercial banks in the UK?
· How can asset quality impact on the profitability of commercial banks in the UK?
· What kind of challenges does asset quality impact on the management of commercial banks in the UK?
· What can be implemented to minimise the pressure of asset quality to strengthen the profitability of commercial banks in the UK?

Set 3: To assess the impact of deposits on the profitability on commercial banks in the UK.
· What ways has deposits affected the profitability of commercial banks in the UK?
· How can deposits impact on the profitability of commercial banks in the Uk?
· What kind of challenges does deposits impact on the management of commercial banks in the UK?
· What can be implemented to minimise the pressure of deposits to strengthen the profitability of commercial banks in the UK?

2.0 [bookmark: _Toc87195976]Critical Literature Review
In past literature the profitability of banks is frequently conveyed as an element of external and internal determinants. Internal determinants are characterised as bank specific or micro determinants of bank profitability. External determinants can be seen as variables which do not relate to the management of banks. However, external determinants reflect the legal and economic environment which impact on the performance and operations of financial institutions.
[bookmark: _Toc87195977]2.1 Profitability
The profitability of a bank is its performance. Banks earn profits when they generate more money than they are spending on expenses. A bank's profit primarily comes from the service fees it charges for its services and the interest it earns from its assets. The lion's share of its expenses come from interest payments on its liabilities. Loans to individuals, businesses, and other companies are a bank's main assets. Deposits, on the other hand, are its main liabilities, while borrowings from other banks or from the money market are the main liabilities. It is not enough to look at earnings per share to determine bank profitability. It is also essential to understand the efficiency and effectiveness with which a bank utilizes its assets and equity.
When evaluating the performance of a bank, the following profitability ratios should be considered:
· Return on equity (ROE)
· Return on assets (ROA)
· Net interest margins (NIM)
[bookmark: _Toc87195978]2.2 Determinants on bank profitability 
There are many components that relate to bank profitability, and these can be arranged into two categories, characteristics which are internal and bank-specific also macroeconomic determinants which are external. Internal determinants can be classed as micro factors or bank specific profitability, whereas external determinants consist of inflation, financial crisis, and economic growth which are not corrected with the management of the bank but have an impact on the legal and economic environment.
The investigation will explore the analysis of bank profitability from previous researchers on a panel of the country’s banking system or country specific. The first set of researchers Alarussi and Alhaderi (2018), Kumar et al (2020), Wu (2020), Lotto (2018), Ofori-Sasu (2019), and Yakubu (2019), have explored the determinants that have an impact on bank profitability of specific country. The other group of researchers Molyneux and Thornton (1992), Abdelaziz et al (2020), Bourke (1989), Adelopo et al (2018), Elekdag et al (2020), have investigated bank profitability across a panel of countries. The researchers discovered that there is no significant relationship between inflation, government ownership and interest rate on return of equity.
[bookmark: _Toc87195979]2.2.1 Internal Factors
Internal determinants of profitability are also known as micro factors that reveal differences in liquidity, capital ratio, bank size, deposits and capital adequacy. According to Alarussi and Alhaderi (2018), Yakubu (2019) and Kumar et al (2020), there is a significant and positive relation between bank size and bank profitability. Kumar et al (2018), acknowledged factors which relate to the legal and financial have an impact on the productivity of banks and are strongly correlated between profitability and bank size. Molyneux and Thornton (1992), Lotto (2018), and Andries and Stephan (2019), Bourke (1989) all linked size of the firm in conjunction with capital ratios.
Amongst the various reasons for banks failing, low levels of liquidity, and poor asset quality ae considered in previous research and times of uncertainty. Portfolios may be spread by financial institutions to reduce the risk amount. According to Molyneux and Thornton (1992), the correlation amongst the level of liquidity and bank profitability is significant and negative, whereas Bourke (1989) claims the opposite. This indicates that financial institutes are visible to loans of high-risk meaning loans can result in lower returns and loan losses.  Furthermore, Ghenimi et al (2017) states credit risk has a clear negative effect on the portfolio. Antwi (2019) discovered an inverse significance on profitability and cost-income ratio of the banks. Furthermore, the researcher also identifies that there was a negative relation between the efficiency ratio and cost-income ratio. A recent study by Adelopo et al (2018), identifies that there is a strong relation between liquidity, cost management, and size on the profitability of banks. Likewise, Irawati et al (2019), Batten and Vo (2019), and Lotto (2018) identified that risk, expense, productivity and capital adequacy have an influence on the performance of banks.
[bookmark: _Toc87195980]2.2.2 External Determinants 
Inflation, economic growth, interest rates, and other external factors can affect the profitability of banks.
Sahyouni and Wang (2019), argued that the rise in wages and other operating costs of banks would impact their profitability if they grew faster than inflation. According to Zeqiraj e al (2020), bank efficiency can be affected by direct and indirect effects of inflation. Previous studies by Molyneux and Thorton (1992) and Bourke (1989) identified that there is a strong and positive connection between profitability of banks and inflation. Gross domestic product is another macroeconomic condition that may influence both the costs and revenue of banks. 
Molyneux et al (2019) explained that GDP growth rate is affected by several variables related to supply and demand for loans and deposits.
In recent studies Adelopo et al (2018) explored the relationship between macroeconomic influences, bank-specific and bank performance and discovered that there is a strong impact from macroeconomic influences on banks profitability prior and subsequently after financial crisis.
3.0 [bookmark: _Toc87195981]Methodology
For this study data will be gathered from annual reports of 10 commercial banks in the United Kingdom over the past 10 years during the period of 2011-2021. Variables and the banks will be selected based on the data that is available and previous literature. The table below represents the variables that will be used to measure determinant effects on the profitability of banks.
ROE, ROA and NIM represent the profitability of banks. Variables which are bank-specific include capital ratio, loan loss provisions, cost of income ratio, deposits, size, and market share of banks where inflation and GDP are considered as variables of macroeconomics. This data will be collected from the Bank of England and the world bank.
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Variable

Description

Measure

Variables which are dependent

ROE

Return on Equity

Net income / Average Total
Equity (%)

ROA

Return on Asset

Net Income / Average Total
Assets (%)

Variable which are independent

(bank specific)

LOAN Loan Ratio Net loans / Total assets

vs Market Share Log of total deposits

DEP Deposits Total deposits / Total assets

SIZE Bank size Log of total assets

up Loan loss provisions Loan loss reserve / Total gross
Toans

CIR Costtoincome ratio Operating expenses /
Operating income

R Capital ratio Equity / Total assets

Variables which are independent

t (Macro-economic)

INF

Inflation

Annual inflation rate

GDP

Economic activity

Annual GDP growth rate (real)





