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[bookmark: _Toc514714670]Chapter One: Introduction 
[bookmark: _Toc514714671]Research topic 
An investigation into the determinants of bank profitability, a case study on Barclays Bank 
[bookmark: _Toc514714672]Research background
The profitability of banking sector is one of the much scrutinized topics in the globe for decades. The study is even more relevant and necessary in the aftermath of global financial crisis in 2008. In addition to that the introduction of risk based capital adequacy allocation standard like Basel framework also increase the importance of bank profitability determinants study. In the UK banking sector has played vital role to the economy. It is highly competitive market in the UK. So, it is essential to identify what factors influence banks profitability on a firm and macro level. With the increased competition in the banking industry it is essential to identify the factors influencing the level of profitability of banking sector. Generally the profitability of banking sector is affected by both bank-specific and macroeconomic factors. However, this study will focus on the bank specific determinants. The bank specific determinants are the result of prudent policy decision of management and workforce efficiency.  So, the researcher believes that the study will be helpful to the policy makers, investor, regulators etc. The profitability of Barclays bank has fluctuated among years and there were several reasons influencing the profitability of the organisation. As Barclays Bank is one of the most prominent banking organisations in the UK and its profitability has immensely been affected, the researcher has thought it better to investigate Barclays Bank to assess the determinants which influence the profitability in the banking industry. 
[bookmark: _Toc514714673]Research aim
The aim of this study is to critically investigate the firm specific determinants of bank profitability in the UK from the perspective of Barclays bank from 2012 to 2017. 
[bookmark: _Toc514714674]Research objectives 
The researcher has developed some objectives obtaining which will help the researcher accomplish the research aim. The research objectives are- 
· To identify the factors of bank profitability in the UK from the perspective of Barclays bank Plc.
· To critically evaluate the impact of firm specific determinants of bank profitability of Barclays Bank
· To provide recommendations to ensure sustainable profitability of Barclays Bank 
[bookmark: _Toc514714675]Research questions
The researcher will investigate the following questions in order to obtain the research objectives. The questions are- 
· What are the factors of bank profitability in the UK from the perspective of Barclays bank Plc.?
· How firm specific determinants influence bank profitability of Barclays Bank?
· What are the recommendations to ensure sustainable profitability of Barclays Bank? 
[bookmark: _Toc514714676]A short review of relevant literature 
There has been conducted significant research on firm specific factors of bank profitability in different countries and region. In India Bhatia et al (2012) and Sufian & Noor (2012), in Japan Liu & Wilson (2010), in Pakistan Shoaib et al (2015), in Philippines Sufian & Chong (2008), in the UK Saeed (2014) etc. have conducted study on investigating firm specific determinants of bank profitability. 
According to Sufian (2011) banks liquidity had negative impact on profitability whereas bank profitability has positive outcome of non-interest income. The researcher had conducted the study in Korea on 251 banks information from 1992-2003 periods. Goddard et al (2004) had also found similar finding. The study showed that higher the bank’s liquidity, the lower the bank’s profitability. 
According to Macit (2012) had found that equity has positive relationship with the profitability of bank. On the other hand, non-performing loan has negative consequence on the profitability of bank. The study had conducted on quarterly unconsolidated balance sheets of Turkeys participating banks operated between 2005 to 2010 period. Study conducted by Mauricio et al (2014) found that capital adequacy and profitability has positive relationship. 
It has been stated that banks having higher equity level comparing to asset performs better. So, there is a positive relationship between higher equity level and bank’s profitability. This study is supported by Naceur and Goaied (2008), Obamuyi (2013), Dietrich & Wanzenried (2009) etc. 
Study conducted by Al-Jarrah (2010 showed that NPL to outstanding loan, loans & advances to total outstanding loan, capital agreement ratio had played vital role to determine internal profitability. The study had been conducted on Jordanian’s banks over 2000-2006 by applying co-integration and error correction models. 
The study conducted by Shoaib et al (2015) found that banks liquidity, NPL, administrative expense had negative impact on banks profitability whereas capital adequacy had positive impact on bank’s profitability. Supporting this Hassan & Bashir (2003) found that increase in capital adequacy in the banks has positive impact on profitability. In Turkey operating expense has negative impact on banks profitability. Study conducted by Alp et al (2010) showed that increase in operating expense decrease banks profitability. However, this study did not found any statistically significant impacts of loans & receivables to total asset ratio with banks profitability. 
Growe et al (2014) also found that non-performing loan had inverse relationship with the profitability of commercial bank. The study is based on the U.S regional bank by applying Generalized Method of Moments (GMM) estimator. 
Acaravci et al (2013) found that there was insignificant impact of deposit volume of commercial banks on banks profitability. The study also showed that non-performing loan had negative impact on bank’s profitability. However, the study showed a significant positive impact of capital adequacy of a bank on bank’s profitability.
Study conducted by Kosmidou et al (2005) revealed that capital strength and management efficiency in expense had significant positive impact on banks performance as well as banks profitability. However, Kosmidou (2006) had found a negative consequence of liquidity on bank profitability. On the other hand, Vieira (2010) found weak form of relationship between return on asset (ROA) and liquidity. 
Lee and Hsieh (2013), Menicucci and Paolucci (2016), Saeed (2014) had showed that banks having high deposit rate have high profitability. Saeed (2014) had identified most influential factors of the profitability of bank such as capital ratio, loan outstanding, volume of deposit deposits, amount of liquidity, and interest rate. These factors had positive impact on return on asset (ROA) and Return on Equity (ROE). The study had been conducted in the UK on 73 commercial banks from 2006 to 2012. 
According to Bhatia et al (2012) loans & advances to total loan outstanding, capital adequacy ratio, non-interest income have significant positive impact on banks profitability whereas NPL to loan ratio had negative impact on the profitability of commercial banks. 
From the above analysis it has been stated that total interest income, non-interest income, non-performing loan, liquidity, operating expense, capital adequacy, loan & advances to total loan outstanding, asset size and total deposit have significant impact on banks profitability. 

Figure 1: Research Conceptual Framework
Source: (Own)
The framework shows that the capital adequacy ratio, non-performing loan and other loan ratio and liquidity of the firm have contribution to determine its profitability. Some of the elements positively influence the profitability and some others impact negatives. However, all these elements might influence the Return on Equity (ROE) and Return on Asset (ROA) in influencing the profitability of the firm. 

[bookmark: _Toc514714677]The research strategy and methodology 
[bookmark: _Toc514714678]Research philosophy
Research philosophy determines research nature and ways to conduct the study. Typically positivism and interpretivism philosophies are commonly used philosophies based on the research nature. Positivism philosophy analyzes a stated research issue from objective viewpoint whereas interpretivism philosophy analyses it from subjective viewpoint.  In case of positivism philosophy quantitative will be collected and analyzed to make decision. Researcher will analyze this research topic based on positivism philosophy because it allows analyzing the issue based on current market information. Here, researcher will collect quantitative information from annual report of Barclays Bank for the last five years to find out expected outcomes. 
[bookmark: _Toc514714679]Research approach
Deductive and inductive approach is used to analyze different research issue. Deductive and inductive approaches work opposite direction to each other. Deductive applies to examine theories whereas inductive applies to create theories. In case of deductive approach, researcher review relevant literature and develop hypothesis. Then analyzed the hypothesis based on available market information. As it has been stated that firm specific factor has significant impact on banks profitability, deductive approach is selected. Here, researcher will collect relevant information from the annual report of Barclays Bank and will analyze the data topic to determine the impact. So, deductive approach is appropriate. 
[bookmark: _Toc514714680]Research method
There are two methods to analyze the research topic such as quantitative and qualitative. Quantitative method is used to analyze the established topic based on fact, figure and number. Qualitative method is used to analyze the topic based on descriptive analysis. Researcher will use quantitative method to analyze the research issue because it is an established research issue and researcher wants to apply different statistical tools and technique to analyze the collected data. 
[bookmark: _Toc514714681]Data collection method 
There are different strategy to collect data such as survey strategy, case study strategy and observation strategy. Here, researcher will choose case study strategy to collect information because it allows collecting information from Barclays Bank. Information has been collected from the secondary source and most of the information will be collected from the last five annual report of Barclays bank. 
[bookmark: _Toc514714682]Sampling plan and sample size
Researcher will collect information from secondary source. The major source of information is the last five annual report of Barclays Bank which is 2012 to 2017. In addition to that researcher will collect information from different renowned journal and articles. 
[bookmark: _Toc514714683]Data analysis method 
[bookmark: _GoBack]Researcher will use quantitative method to analyze the collected data. Here, data analysis will be centered to the test of panel data. For this researcher will use econometric regression model to investigate the determinants of banks profitability in the UK from the perspective of Barclays Bank. Selected variables have been incorporated in this model. The identified variables are total interest income, Non-Interest Income, Non-Performing Loan, Operating Expenditure, Capital Adequacy, Loans & Advances outstanding to Total Loans, Asset Size and Total Deposit. The equation of this study is 
[image: ]
Dependent variable: The researcher has chosen three measures of banks profitability in align with previous study such as Return on Asset (ROA), Return of Equity (ROE) and Net Interest Margin (NIM). ROA determines the efficiency of using financial and real asset to generate return. ROE determines the management efficiency in shareholders fund management. NIM is used to show how much interest is earned against its total asset. 
Independent variable: Researcher has selected bank specific eight independent variables to determine the impact of these variables on banks profitability such as ROA, ROE and NIM. These variables are used as the proxies of earnings, liquidity, management efficiency, asset quality and capital strength. 
[bookmark: _Toc514714684]Logistical and ethical consideration
Researcher will access to secondary source of data. It is wide source of information. Here, researcher will collect information from the annual report of Barclays bank for last five years. These annual report is available in the website of Barclays Bank. This study does not involve human participation. So, there is no significant ethical consideration. However, researcher is committed to provide appropriate citation and also committed to prepare 100% plagiarism free research. 
[bookmark: _Toc514714685]Outcomes
Determining firm specific determinants of banks profitability is very crucial. Based on previous study research has found out different determinants of bank profitability such as liquidity management, capital quality, non-performing loan, management efficiency etc. To measure the impact of these determinants researcher has identified eight factors based on previous literature such as total interest income, Non-Interest Income, Non-Performing Loan, Operating Expenditure, Capital Adequacy, Loans & Advances outstanding to Total Loans, Asset Size and Total Deposit. It has been expected that total interest income, Non-Interest Income, Capital Adequacy, Asset Size and Total Deposit have positive impact on banks profitability. Non-Performing Loan, Operating Expenditure and Loans & Advances outstanding to Total Loans have negative impact on banks profitability. 
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