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Abstract


1.0 [bookmark: _Toc94883246]Introduction
[bookmark: _Hlk88725781]The financial and banking sector plays an important role in strengthening the economy because investments, business operations and financial operations are controlled by the banking sector within that country. The banking sector within the United Kingdom is seen as a concentrated and vigorous industry as most major banks operate from the United Kingdom, with UK based banks such as HSBC Holdings, NatWest Group, and Lloyd’s Banking Group dominating the market. Due to the intensity and expectance of more banks entering the banking industry, the banking industry is expected to become more competitive and fiercer. Due to the UK banking sector is seen as a highly controlled sector and the financial crisis during 2007-2008, the situation for banking companies has become more stricter (Bitar et al, 2020). However, according to (Moudud-Ui-Huq et al, 2018), new regulations have put measures in place to make banking operations more stable and at the same time produced new complications relating to the profitability of banks. Various factors have an influence and can impact on the profitability of banks such as company-specific and macroeconomic factors. Macroeconomic factors are influenced from external forces and are out of the company’s control. Company-specific or micro factors are internal forces and can be directly controlled by banking organisations (Islam and Khan, 2019). Macro factors that can influence banks profitability include national earnings and savings, economic conditions and foreign investment levels. Company-specific factors that can influence and have an impact on bank profitability include liquidity, deposit sizes, asset size, loans outstanding, lending amount, and more. The factors above and others can have a negative and positive affect on the profitability of banks, thus, means that banks must operate while controlling these factors alongside abiding by the regulations which are required properly. This makes the banking sector in the UK to be one of the most vulnerable sectors due it belonging to a cyclical industry and the banks performance is connected directly to the movement in the economy. The UK is one of the biggest economies in the world and is prone to downturn of the global economy, hence why the banking sector will be impacted first. This highlights the importance for banking organisations to specifically outline crucial variables and factors to judge the outcome and affects accordingly to define the impact on banks general profitability level. The purpose for this research is to highlight and demonstrate the impact of internal and external factors on banks profitability of the five leading UK banks which are HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK.
1.1 [bookmark: _Toc94883247]Rationale 
[bookmark: _Hlk88735100]Determinants of bank profitability are complicated due to the context depending on the country and the specialised sector the bank operates. Many researchers have alternative opinions when listing the determinants that have an impact on the profitability of banks. According to (Budhathoki et al, 2020), asset size, total interest income and the banks liquidity position all have a positive relation with profitability of banks. However, Purwanto and Agustin (2017), discovered a different viewpoint that total interest income and asset size of banks had a relationship which was positive with the profitability of banks, but excessive liquidity is a negative as funds become idle and not used actively. According to Alshebmi et al (2020), the total of non-performing loans (NPL) and advance, amount of NPL, and operating expenses all have an insufficient relation with bank profitability. However, Islam and Rana (2017) research discovered that there is a relationship between operating expenses and the banks service quality, hence this factor cannot be characterised directly as an element that impacts negatively on the bank’s profitability. These conflicting declarations have influenced researchers and philosophers to perform research on demonstrating determinants which are key of the profitability of banks while defining the negative or positive impact on profitability of banks. In this research, key determinants will be illustrated that determine the profitability precisely of the leading five banks in the UK. This research will be useful for researchers in the future that conduct research on determinants of bank profitability and can also help managers of banks in the UK to understand the issues that influence with the most significance on banks profitability. In this research, 10 years of panel data will be collected from the top 5 leading banks in the UK. A regression model will be used to highlight while demonstrating the impact of determinants such as operating expenses, total interest income, NPL, equity capital, asset size, loans and advances, and non-interest income on return of equity and return of assets to illustrate the effect on banks profitability relating to these variables. Panel data will be used in the regression model due to the data collected will comprise various variables and dimensions during a set period. Panel data can ensure that data sets are captured from various aspects and will define the significance of the variables relating to banks profitability. Also, panel data is collected to be used in the regression model due to data that is collected relating to this research has no structure or specific range so the panel data will influence the decisions to define the correct way to gain consistent results. Therefore, panel data will ensure that multidimensional data will be captured and be able to assess the discrepancy amongst the sets of data captured to indicate the complications amongst sets of data which addresses the aggregation bias.
1.2 [bookmark: _Toc94883248]Research Aim
The main aim of this research is to investigate critically the determinants which are firm-specific of profitability of banks from HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK perspective over a period of 10 years between 2011-2021.
1.3 [bookmark: _Toc94883249]Research Objective
The main objectives for this research to obtain the appropriate data and accomplish the aim of this research are: 
[bookmark: _Hlk88726826]To distinguish the determinants in the UK on banks profitability from the perspective of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK. 
[bookmark: _Hlk88726918]To significantly assess the influence of the determinants which are firm-specific on bank profitability of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK. 
Finally, recommendations will be provided to ensure profitability stability of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK.
1.4 [bookmark: _Toc94883250]Research Questions
In order to attain necessary research and collect the appropriate data to answer the research objectives, several questions will be investigated. 
Firstly, what are the aspects of UK bank profitability from the perception of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK? 
Secondly, how do firm-specific (internal) determinants impact profitability of banks such as HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK? 
Finally, what can be recommended to guarantee sustainable bank profitability in the UK of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK?
2.0 [bookmark: _Toc94883251]Literature Review
[bookmark: _Toc94883252]2.1 Introduction
[bookmark: _Toc94883253]2.2 Bank’s Profitability
In general, the profitability of banks can be accounted by the amount extra the banks accumulate after their spending, majority of the profit banks accumulate is generated from fees received from services such as fiduciary and interest and income (Weerasuriya et al, 2021). According to Batten and Vo (2019), different indicators can be used to measure the profitability of banks with the most used being Return on Equity (ROE) and Return on Assets (ROA).  ROE is a profitability ratio that measures the ability of a company to accumulate profits by their equity, to calculate the ROE, Earnings after interest and tax must be divided by total equity (Juwita and Diana, 2020). ROA is calculated by dividing the earnings before tax by total assets and multiplying by 100, ROA should be off a minimum of 2.0% to be attractive and meet obligations, the higher the value of ROA indicates that more credit can be provided and obtained by banks (Riadi, 2018). According to Khalil and Farooq (2019), other measurements to measure the profitability of banks are net interest margins (NIM) and leverage ratio. NIM defines the mix and volume of assets and liabilities were as leverage ratio defines the amount that has been borrowed to complete and run projects. According to Riadi (2018), NIM is calculated by net interest income divided by productive asset average multiplied by 100, ratios which are higher indicate the interest income is productive and banks are in a less of a troubled condition. According to Mulyati and Mulyana (2021), Leverage Ratio measures the assets of the company which are generated by debt and can be calculated by dividing total liabilities by total equity. According to Hakimi et al (2018), asset maximisation can impact on bank profitability rather than the actual amount of bank profits. Banks that have a growth in assets are seen as more profitable compared to banks which have assets that fluctuate in profitability growth due to the abrupt growth in profits can be temporary. Greuning and Bratanovic (2020), includes the stability of profitability is explained through good liquidity conditions, loan flow, stable deposits and fee income amount from duties such as fiduciary. Below is a critical evaluation of various indicators of the profitability for banks.
[bookmark: _Toc94883254]2.2.1 Return on Assets (ROA)
According to Suardana et al (2018) Return On Assets (ROA) is a very important profitability ratio to determine how effective financial institutions e.g., banks are able to generate profits from total assets owned, due to the greater ROA showing greater levels of profitability. Husna and Satria (2019) claim that banks ROA is related to total size of assets of the bank’s and it is possible sometimes the bank produce a comparative return on total assets compared to the banks related smaller size of assets. According to Nugraha et al (2020) the return on assets amount cannot predict trends of bank probability it is more related to the return on assets percentage that highlights the efficiency of the banks to generate a return in profits using the banks assets. Rinaldo and Endri (2020) opined, net assets that are unused can generate an increase in operating expenses and reflect in inefficiency due to the amount expected to be returned is not generated. According to Endri and Fathony (2020), ROA of banks which are larger may not always result in a higher ROA percentage as smaller banks that have less assets due to the normality for banks with a larger asset size having a lower ROA percentage. According to Jayakumar et al (2018), at times banks can increase financial stability through holding assets due to the importance for certain banks as a holding of assets ensure customers the bank is reliable and trustworthy, resulting in lower ROA. This is emphasised by Larasati et al (2020) who claims that ROA indicates the effectiveness of how banks use their assets to generate a return for the bank hence ROA reflects banks efficiency on using assets. A study conducted by Thomsen and Pedersen (2000) over a 5-year period on 435 of the largest banks in European countries discovered that the average of ROA varies between 0.5 and 10%.
[bookmark: _Toc94883255]2.2.2 Return on Equity (ROE)
According to Chiu et al (2020) the Return of Equity (ROE) is an indicator to measure the income that is related to the equity of shareholders and describes the return of the amount that the bank produces opposed to investments that have been undertaken via the equity investor. This is emphasised by Ibrahim et al (2012) who states that return on equity is determinant which is important to express the profitability overall for banks due to the return on equity expressing the amount that will be generated by the bank against the common equity holders investment. In research conducted by Nataraja et al (2018) it was agreed the importance regarding return on Equity and the author added that ROE indicates the share price of the bank to the initial interest of the investor when analysing past trends relating to return on equity that impacts the stability level of profits of the firm. According to Sakti et al (2020) discussed the benchmark for establishing the return of equity level to describe the satisfactory standards of return on equity for banks which vary within industry to industry due to firms do not have percentages of return on equity which are high to recommend, indicating the different reasons. According to Jiang et al (2008) the standard of return on equity does not indicate the full picture of banks profitability due to return of equity can be lower for many reasons such as right share insurance, share splits and share performance percentages of the return of equity standard may reduce. In research conducted by Dasgupta et al (2017) it was discovered that the level of return on equity significantly varies due to operational spans and size of banks causing the return on equity average to fluctuate between -5% and 30% depending on the bank and the price of stocks also vary significantly according to this. In research conducted by Kobori (2020) it was argued that pattern and trends of investments from investors relate largely to the return of equity fluctuation of banks, banks should certify that return on equity is at an appropriate and satisfactory level for banks, this can be achieved through banks cutting operating expenses by committing strategies which are cost effective and will effectively highlight how shareholders are used by the bank to generate and accumulate funds. Edem (2017) it is stated that the return of equity varies due to the policies that are attached which vary from industry to industry and country to country. This impacts the overall profitability of the banks hence analysts should consider factors other than just return of equity when analysing the overall profit of the bank.

[bookmark: _Toc94883256]2.3 Determinants of Banks profitability and their impacts 
According to Assfaw (2019); Rahman et al (2015); Islam and Rana (2017), there are various determinants that can have an impact on the profitability of banks, these include equity capital, operating expenses, liquidity position, asset size, non-performing loans, non-interest income, total interest income, and total deposit amounts. Below a critical evaluation of these determinants are shown. 
[bookmark: _Toc94883257]2.3.1 Banks Equity Capital
Shim (2019) claims that banks equity capital permits the stability of banks and has a connection which is positive on the profitability for banks due to banks that have a substantial amount of capital (equity) can contract with unwanted and adverse situations and can use funds from equity capital to deal with the situation. Equity capital has a connection with explaining the benevolence of the bank and attracts new and existing clients accordingly. Therefore, the position of a bank’s equity is of the upmost importance when acquiring new clients as well as being in a position that can express confidence amongst investors (D’Orazio and Popoyan, 2019). An investigation conducted by Narteh (2018) indicates that the status level of banks equity is related to high quality performance of banks and sustainability for the future due to the better performance entices promise and can draw the attention of equity investors. El-kassem (2017) discussed that for bank equity there are governing requirements in majority of cases, these can be unused or reserved portions hence the impact being less significant of profitability of banks. Hallunovi (2017) claims According to him, banks' equity capital is the first barrier to protect their interests, as it facilitates the financial stability the bank requires, and the banks can't allow their equity level to fall below a certain level to maintain the trust with their clients and investors, majority of the initial bank investments are created from the capital amount of equity. Mazouz et al (2017) maintained the interpretation that the equity capital of banks status remains consistent in the majority of cases due to the management of banks does not ideally prefer funds that are idle and would rather invest the idle equity capital into various projects and investments. Hence there is a direct impact on the bank’s profit relating to equity capital which is not easily measured. Bitar et al (2018) conducted a study of 1,992 banks from 39 OECD countries during the 1999–2013 period and discovered that banks show equity capital at various levels, all banks must maintain the amount of equity capital required by regulations that are enforced by the government. Ghosh (2020) adds that banks which have a higher capital equity have greater functioning areas and manages to obtain increased trust from customers targeted, thus leads to a relationship which is positive on the profitability of banks. Lin and Xiao (2018) discovered capital equity of banks is structured by regulations and formal law mainly thus banks are not liable to hold equity under the required amount and banks should not invest capital equity randomly or spread around the amount.
[bookmark: _Toc94883258]2.3.2 Banks Liquidity 
Liquidity risk is significantly susceptible to banks (Abdelaziz et al, 2020). According to Abdo and Onour (2020), In the banking industry, there is a high liquidity risk due the excessive withdraws of funds from banks. This can affect the banks performance due to potential clients and manageable buyers holding off from the bank (Saleh and Afifa, 2020). According to Vucinic (2020), this affects the stability of the bank due to benefits being critically reduced and drastically decreased. Liquidity risk arises when a bank does not have enough funds to cover its short-term obligations and unexpected withdrawals from an account (Lileikiene et al, 2021). Excess of cash and shortage are major influences in decreasing and increasing the risk of liquidity of the bank. According to Saleh and Afifa (2020), liquidity is the result of inharmoniousness between the banks long-term assets and short-term liabilities. Banks aim to reduce the risk of liquidity through increasing the cash balance by debts which are long-term.
In the past many researchers have written literature on the impact of liquidity risk on the profitability of banks is ambiguous. Various empirical studies have reported that is positive significance that liquidity influences the profitability of the bank. However, multiple researchers have indicated that there is a negative significance that liquidity influences the profitability of the banks due to resources not being managed efficiently.
Molyneux and Thornton (1992) directed research on countries in Europe over a four-year period between 1986 and 1989. The researchers used a regression test and discovered a negative relation between liquidity and bank profitability. The researchers also claimed that banks cash holdings can result in decreased profits due to the increase in opportunity costs.
However, Ondes and Osman (2020) directed research on Turkeys 10 largest banks over a 10 year period between 2008 and 2017. The researchers also used a regression test and discovered a positive relation between liquidity and profitability of the banks. The researchers also mentioned that if liquidity increases so will the average return of assets increase. 
According to Chan et al (2018), directed research on the characteristics driving liquidity risk and the relation between banks profitability and liquidity risk using panel data on 12 economies which are developed over a 13 year period between 1994 and 2006. The researchers recognised that liquidity risk is connected with the average of ROE and ROA with higher liquidity (finance gap) reducing the profitability of banks. This is backed up by Abdelaziz et al (2020) who claims that a significant decrease in liquidity influences the profitability of the banks and this is measured by the return on assets and return of equity.
[bookmark: _Toc94883259]2.3.3 Outstanding Loans and advances relationship with bank profitability
Loans and advances are seen as a key operation for banks as loans and advances outstanding will generate decrease profits due to interest not being paid for longer than a month period and capital payments also are defaulted regularly (Ref). According to a study conducted by Ayar et al (2014), loans and advances outstanding are equivalent to 15% for UK banks on average hence banks need to manage and control eradicating loans and advances outstanding, which are found in the balance sheet of the financial statements. However a study which was conducted by Banerjee et al (2017) loans and advances outstanding do not always impact bank profitability negatively all the time as banks that have less outstanding loans and advances due to the bank issuing less loans which means the banks will generate lower net interest income. Ugoani (2016) agrees with the above statement and indicates the loan and advance amount shows a negative relation on the profitability of banks due to banks not being efficient or managed well when diversifying their investment portfolio which has an impact which is adverse on the profitability of banks. The amount of loans and advances that are outstanding shows the banks efficiency or excellent diversification which is enabled by the banks, the loan and advance portion cannot always be retained as the banks employ third parties to recover the owed amount from the customer to the bank (El-Kassem, 2017). 
Research by Oduro et al (2019) adds to the above and claims that when the outstanding loan and advance amount increases, interest income is impacted adversely due to customers defaulting on loans which means that the bank will not receive interest payments as this will impact the profitability of banks negatively. According to a study by Dasgupta et al (2017) within the banking industry in India the author discovered that the amount of outstanding loans and advances are impacted by laws and regulation application systems which causes banks in the region of India to accumulate larger outstanding loans and advances amounts while generating profitability at a lower rate in comparison to banks in countries which are more developed, showing a relation between the banks profitability and outstanding loans and advances negatively. Research which was conducted by Jaywardhena and Foley (2017) Indicated that outstanding loan and advances occur due to the inefficiency of banks to diverse and review the borrower’s creditworthiness, so banks should apply strategies which restrict defaulting customers and increase the credit system rating efficiency.
[bookmark: _Toc94883260]2.3.4 Asset Size
Research Conducted by Kawshala and Panditharathna (2017) discovered that the relationship between banks asset size and the banks profitability was positive, the position of assets demonstrates the position of fixed assets and other assets that can be converted by the bank. The previous statement is justified by Ali and Puah (2019) who claims that the size of assets that the bank attain reveals whether or not the bank is stable or not, however in this study the relationship between the banks profitability and the Banks asset size also indicated a positive relation. Agu (1992) builds on the above and claims that banks which hold a substantial size of assets can serve customers more efficient and build trust relations with customers raising satisfaction which retains customers and impacts on the profitability of the bank.  In research conducted by Bos and Kool (2006) It was discussed that the correct assets should be strategically delineated by the bank to be added to the correct mix to receive optimum results. However, research conducted by Regehr and Sengupta (2016) Claims that it does not matter if a bank has an asset size greater it does not mean the bank will generate increased profits it more insinuates that if banks hold fixed asset’s they could lose opportunities of investments. Goddard et al (2004) agrees with statement previous mentioned and claims assets which are attained by the bank which accumulate a return instantly and cash can be converted from them at any moment enhance the profitability for banks in the future. Trad et al (2017) discovered when conducting research that assets of greater size reflect on the bank’s financial stability to an extent due to the increase in size of assets will have more absorption risk capability. Buallay (2019) agrees and adds investor’s confidence will change as banks are invested by investors who intend to invest in banks which generate higher size of assets which means that larger size of assets will generate a relationship which is positive on the profitability of the bank. This is emphasised and built on further by Goddard et al (2004) who adds the increase of the size of banks assets generates higher profits and accumulates more amounts if funds that reflect positive on the bank’s profitability and banks overall performance and effectiveness for the future. A study on the Japanese banking industry conducted by Singh and Rao (2017) discovered that banks which were more profitable intend to manage their portions of investments alongside the positions of their fixed assets to stabilise the banks operations, this is why it is not always the case that when banks have higher profitable levels, they have greater profitability. In research conducted by Edem (2017) it was claimed that banks should not hold on a high volume of frozen assets rather the bank should focus on building asset portfolios which can generate and be converted to funds rapidly so the size of assets will only be accounted for as a determinant if involved in a mix which is favourable and impacts the profitability positively. 
[bookmark: _Toc519263766][bookmark: _Toc525082324][bookmark: _Toc94883261]2.2.5 Total Interest income
For banks profitability, interest income is a major source as it reflects the revenue of the bank from the bank’s lending operations and deposits, which has a significant positive impact on the profitability of banks (Panta, 2018). Research conduct by Marshal and OnyeKachi (2014) adds banks that manage and diverse loans and advances intend to generate a larger interest income in comparison to other banks with the mixture of loan terms playing a vital role when explaining the bank’s net interest income. Haron and Azmi (2008) the amount of interest income the bank generates depends on how much customers deposit to bank in a period and determines the recognition of the banks in the eyes of the customers so banks that are seen better in the market will generate more deposits and this will impact greater profitability. 
A study conducted by Oliveia et al (2021) discovered that banks profitability is related to the banks total interest income, however interest income is also connected to multiple variables that impact the profitability of banks such as non-performing loans, deposit amounts and recognition of the banks brand image to customers. In research that was conducted by Powell and Yawson (2015) it was revealed that interest income was a logical determinant that impacts the profitability of the bank as 62% of income of the bank was related to interest sources.  According to Ali and Puah (2017) interest income can shift abruptly and is a vulnerable source of funding for the bank so it would be unwise to judge the overall level of profitability on the banks interest income and other determinants will need to be considered to delineate the overall level of profitability for banks. According to Panta (2018) increase in the banks interest income indicates that the management of the bank is efficient and are managing funds while investing at a rate appropriate to receive a profit and it also indicates that deposits that have been invested have an impact relation with the profitability. Mirzaei et al (2013) claims that interest income is considered as a source that generates profitability for the bank and can be impacted by customer satisfaction, market share and operation costs, so in order to increase profitability of banks there should be a balanced mix.
[bookmark: _Toc94883262]2.2.6 Total deposits
According to Menicucci et al (2016) the amount of total deposits that is deposited by customers impacts positively on the profitability of banks due to the increased amount of deposits will allow the bank to have more funds to invest into loans and advances to take full advantage and increase interest income. 
In a research conducted by Alam et al (2020) it was claimed that when the deposit rate increase it reflects positively for the banks liquidity position and supports customer demands for withdrawal which enhances the growth of the banks. Another opinion was from Saleh et al (2017) who claims the rate of deposits explain the customers confidence for the bank and demonstrates the goodwill of the bank within the market and this is a reason why total deposits have a positive impact on the profitability for banks. Leonida and Muzzupappa (2017) claims that total deposits impact directly the profitability of the banks and explains the amount of available funds that can be used to invest by the bank and the total interest of the bank which is impacted directly due to the change in amounts that are deposited overall. Research conducted by Mazouz et al (2017) identifies that the significant level of total deposits and impact on the profitability of banks is due to the strategies that are used by the banking companies such as customer service and marketing to attain deposits of customers for a longer period. Olowolaju (2018) claims that deposits that do not earn will not promote or generate profitability for the bank instead funds that are utilised are important as they sustain banks profitability. According to research by Leonida and Muzzupappa (2017) it was discovered that the frequency of the amounts of deposits reflect the customers confidence in the bank so logically increased customer satisfaction and confidence will reflect in the marketplace and enhance performance which will impact bank profitability positively. The total deposit amount can be summarised that there will be a relationship with the banks profitability that is positive. This is emphasised by Mazouz et al (2017) who states that the increase of deposits allows opportunities for loans to be increased for interest income and extra deposits to be maximised for banks which will enhance management of liquidity and diverse investments to impact the profitability of banks positively. In research conducted by Hallunovi (2017) it was claimed that the deposit total is a determinant that it is important for profitability of the banks as the increase in flows of deposits helps fulfil the customers expectations when increasing the customers trust which highlights that the bank is moving in a positive direction. The previous statement indicates that the flow of deposits is important and impacts other variables which effects the profitability of the banks.
[bookmark: _Toc519263767][bookmark: _Toc525082325]2.2.8 Non-Interest Income
According to Chen and Budidarma (2020) the non-interest income of the banks reflects the amount of income the bank generate through activities that are not lending operations. The author also claims that the non-interest income sources are fiduciary duties that are mainly played by the bank. For instance, this is emphasised by Meyappan et al (2019) who states that there are multiple factors that consist that relate to non-interest income such as portfolio management, financing and loan fees, commissions, placement fees, investment income, corporate advisory fees, service charges, forex income, guaranteed fees and other fee income. In a study conducted by Kumari (2017) it was stated that non-interest income is generated from the banks investments and capital market operations in varies activities rather that the loan and advance activities. In a research conducted by Ahamad (2017) it was discovered that there was a positive relationship between non-interest income and profitability of banks, banks in receipt of a larger amount of significant non-interest income are more than likely to have a lower interest income. Hunjra et al (2020) discovered that the diversity of non-interest income sources is a method for banks to earn funds while gaining a competitive advantage and specialisation, hence non-interest income is a determinant that is important and impacts the banks profitability and stabilisation. This is emphasised by Lee et al (2014) who justifies that Non-Interest income improves the banks sustainability which requires investments not as large or funds comparative to sources of interest income, hence there being a positive relationship between Non-Interest income and the profitability of banks.
According to Ahamad  who claims the market for interest income is competitive so this allows the banks to have opportunities regarding Non-Interest income which allows a income flows to be constant and reflects on the efficiency of the banks in various segments rather than income from loans, increase in the amount of Non-Interest income has a relation with the profitability of banks positively.
Ahamed (2017) Claims that banks non-interest income indicates the diversified portfolios of banks income level, this leads to an enhanced sustainability and also has relationship with the profitability of banks which is positive.


Jayawardhena and Foley (2017) argues that banks in the modern day are able to spread the banks nom-interest income features and attain contracts from collecting school fees, collecting government bills and public bodies so the generated funds of non-interest income reflects with the networking capacity of the bank.
In a study conducted by Lee et al (2013) on 967 banks in Asia which focused on the impact of non-interest income it was discovered that banks are diversifying sources of income due to the fluctuation of global economics and competitive pressures with this the banks have positive significance relation with the profitability for banks. Non-interest income is a field where banks can improve while increasing their profitability status and interest income dependence so banks should focus on attaining profit from this segment (ref).
[bookmark: _Toc519263762][bookmark: _Toc525082320]2.2.3 Non-Performing Loan
Non-performing loan refers to amount of loan that fails to accumulate a return from scheduled payments for the banks due to interest or payments scheduled within a period of 90 days for banking commercial loans and for consumers loans the period of 180 days (Hallunovi, 2017). Research undertook by Bhattarai (2017) discovered a relationship between non-performing loan and profitability of the bank to be negative due to banks that are not in receipt of interest income do not always receive payments from capital. ? Claims that the non-performing loans portion cannot be fully removed from the bank balance sheet. However, non-performing loans can be managed effectively and efficiently by diversifying loans and advances appropriately through conducting improved and thorough checks on the borrowers credit rating and background (ref).
Banks that have a level of lower non-performing loans do not always intend to be more profitable as in many cases banks which have non-performing loans lower have decreased profit margins from loans and have a minor operation scale (ref). According to Jayawardhena and Foley (2017) the amount of non-performing loans depends on enabled loan total amount issued by banks and also relates to the diversification of the banks investment portfolio.
Non-performing loans and profitability of banks have a positive relationship due to interest income generated by the banks reduces as well as the capital collected amount is affected adversely (ref).
According to ? And ? Banks in Europe have a positive relationship with the frequency of loans and the allocated amounts distributed by banks due to the rigidity structure which impacts on the banks financial stability and profitability.
In countries where regulatory systems and laws are weak intend to be higher due to the inefficiency of management within the bank relating to appropriate and secure credit checks on borrowers credit rating (Ref).
In a research that was conducted by ? it was discovered that non-performing loan within the banking industry of the US that there is negative relationship between non-performing loans and bank profitability due to banks making the wrong decisions when investing and not managing risk factors attached.
Non-performing loans can be affected by various situations not only the efficiency of internal strategies and worthiness of credit rating but the regulations and laws in different countries, external factors like unemployment and business cycles are other factors that impact on the profitability of the bank extensively (ref).





[bookmark: _Toc94883263]3.0 Chapter 3: Research Methodology
[bookmark: _Toc94883264]3.1 Introduction
[bookmark: _Toc94883265]3.2 Research Design
[bookmark: _Toc94883266]3.2.1 Research Philosophy
According to Al-Qudah et al (2020), research philosophy allows the researcher to make decisions and assumptions that are logical and reasonable when interpreting the information and data that is collected. According to ? there are four philosophy research types which include realism, pragmatism, positivism, and interpretivism. Positivism consists of information collected which will be able to be verified scientifically through using calculations which are mathematical. Pragmatism consists of the information collection that can prove the outcome based on beliefs and theories. According to Katsirikou and Lin (2017), realism consists of information collected which contains facts and practical information. Lastly, Interpretivism consists of information collected which translates to conclude a conclusion.
In order to demonstrate the influence of various internal determinants on the profitability of UK banks and their relation between the internal determinants and movement of the banks profitability, Positivism research philosophy will be applied to conduct this research. According to ?, positivism research philosophy can be conducted when studying social phenomenon which is a method that is more structured and combines the deduction logically based on past empirical knowledge and studies to develop a common relation while concluding a judgement which is realistic. In this case, positivism philosophy is preferred due to the aim of this research is to establish and identify the casual relationship and influence of various determinants of bank profitability in the UK and the movement relating to banks overall profitability.  This research opts to examine how internal determinants impact the profitability level overall of banks in the UK and whether the internal variables selected have a negative or positive significance on profitability of banks in the UK. According to ?, positivism philosophy research supports the specific demonstration between the casual relation amongst the independent and dependent variables centred on quantitative empirical data collected. Authors such as ??? have conducted research and studies in the past using positivism philosophy research within the same industry and topic.  Due to the above statements, positivism philosophy research is preferred as it relates to the context research needed more appropriately. This research will not use the philosophy research method interpretivism. This is due to that interpretivism collects qualitative data and this data type and does not explain the precise relation in this context based on quantitative data. For these reasons positivism philosophy is preferred and will be conducted.
[bookmark: _Toc94883267]3.2.2 Research type
To conduct this research, deductive approach will be utilised to examine the internal determinants that impact on the profitability of banks in the UK. Deductive research approach has been selected to conduct the research based on the data collected from past periods and ample availability data for this topic available. Deductive research approach complies with context associated with quantitative research and is preferred by previous authors to establish the relation between determinants and their impact on the profitability of banks in multiple aspects.
In this research, inductive approach will not be conducted due to the condition and situation are not new alongside resources and data are available that can be collected from previous authors and researchers. The inductive approach is preferably more suitable in situations and conditions which are new or recent. Moreover, this research will conduct and test hypothesis that will be developed as hypothesis conforms with the research type and approach deductive.
[bookmark: _Toc94883268]3.2.3 Research strategy
[bookmark: _Toc94883269]3.2.4 Time Horizon
To investigate the internal determinants that have an impact on profitability of banks in the UK, 5 years of data will be collected from the financial statements in the annual statements of Lloyds TSB, HSBC, Santander, Barclays and Standard Chartered regarding total deposits, loans and advances, operating expenses, equity capital, asset size, total interest income, non-interest income and non-performing loans.
[bookmark: _Toc94883270]3.2.5 Sampling Strategy
A sample of 23 private sector banks in India has been taken. These 23 banks are represented by 15 banks in the old private sector and 8 banks in the new private sector. The private sector has been chosen because banks in private sector have emerged as dominating entities in the era of liberalisation, privatisation and globalisation
argue that there should be five observations for each independent variable in the variate (multivariate analysis) (Bhattarai, 2017). Bhattarai, Y. R. (2017) ‘Effect of Non-Performing Loan on the profitability of commercial banks in Nepal’, Prestige International Journal of Management and Research, 10 (2), pp. 1-10.
[bookmark: _Toc94883271]3.2.6 Data Collection
To conduct the research on investigating the internal determinants that have an impact on the profitability of banks in the UK, descriptive research will be conducted to research and justify the findings. According to ?, descriptive research works alongside quantitative data analysis. This research will collect data which is of the nature of quantitative on the various variables selected to establish their effect and relation with profitability of the banks selected. This research will only use secondary data from the banks financial statements found in their annual statements to conduct this research.
The information pertaining to the dependent and independent variables has been taken from the statistics available at the websites of Reserve Bank of Indian and Indian Banking Association.
[bookmark: _Toc94883272]3.3 Hypothesis 
To conduct the appropriate research, hypothesis testing will be used to determine the significance of various determinants that have an impact on the profitability of banks in the UK. The two main hypothesis that will used to conduct this research are highlighted below:
H0: Banks total interest income, asset size, equity capital, non-interest income, operating expenses, loans advances and total deposits do not have a significant effect on the profitability of UK banks.
H1: Banks total interest income, asset size, equity capital, non-interest income, operating expenses, loans advances and total deposits have a significant effect on the profitability of UK banks.
[bookmark: _Toc94883273]Total interest income 
Research conducted by Rahman et al (2014) indicates that there is a significance and positive relation between the total interest income and the banks profitability, the total interest is accumulated through the loans provided by the banks which are risky and are the majority portion of the bank’s total income. However, Banjee et al (2015) detected in their research that the total interest income of bank’s only has a positive significant relationship on the bank’s profitability when the banks total interest income relates positively with the bank’s total investments.
Ha: Bank’s total interest income has a positive significance on UK bank’s profitability.
[bookmark: _Toc94883274]Asset Size
According to a study by Hunjra et al (2020) the size of banks showed a significant effect on volatility of ROA with a coefficient that was negative. The researchers claimed that banks which are of larger size may not be concerned in turning assets into investments which have higher risks attached or manage risk efficiently. According to Rashid and Khalid (2018) banks that are larger in size have the power to diverse operations because they have more advanced skills and can manage the risk efficiently, which generates increased bank profitability.
Hb: there is a significant effect between asset size and the profitability of UK banks.
[bookmark: _Toc94883275]Equity Capital
According to Abbas et al (2019) there is a positive effect of the bank’s capital on the banks profitability due to profitability of banks develops into the form of capital and earnings retained. This means banks which are larger avoid profits being distributed to shareholders as dividends, which rises the amount of capital versus assets which are risky. According to Gardi et al (2020) the relationship between equity capital and bank profitability is positive. This is due to banks will have increased capital funds to invest in deals that have potential risks which can threaten the operations of the bank and their prospects of survival.
Hc: there is a positive significant effect between equity capital and the profitability of the UK banks.
[bookmark: _Toc94883276]Non-Interest Income 
According to Hunjra et al (2020) there is a negative effect between the non-interest income and risk of banks profitability (volatility of the bank’s profits before taxes). However, the relationship on ROA volatility was insignificant. A negative effect discloses there is not an increase in the volatility of banks profit prior to the deduction of taxes due to the dominance of methods which are traditional when producing income for banks. However, Adedeji and Adedeji (2018) study discovered that there is a significant and positive relation between non-interest income and the money deposited with the profitability of banks. The researchers used a regression model to analyse non-interest income, banks deposits and profitability and discover the increase of non-interest income the increase in profitability for the banks.
Hd: there is a significant effect between the non-interest income and profitability of UK banks.
[bookmark: _Toc94883277]Non-Performing Loans
According to a study conducted by Panta (2018) results revealed a significant and negative relationship between non-performing loans and return on assets. The author also claims that decreases in interest income is caused by the defaults of payments which brings difficulty in retaining the loan interest which reduces the return on assets. A study conducted by Kingu et al (2018) had similar views in their research and discovered non-performing loans has a statistically and negative significance on return of assets. The authors claim that failure of repayments results in a decrease of the banks assets due to the amount is wrote off on the income statement under expenses, reducing the profit margin of the bank. 
[bookmark: _Hlk95222702]H?: There is a significant effect between non-performing loans and profitability of banks in the UK
[bookmark: _Toc94883278]Operating expenses
There are two aspects that relate to determining the relationship between the banks operating expenditure and profitability of the bank. 
Firstly according to ? banks operating expenses can intend to lean towards a profit margin which is low. 
Secondly, ? discovered that operating expenses amount is not the key issue it is rather the operating expenses percentage relating to the net income that accounts for determining the profitability of banks.
H?: There is a significant effect between Operating expenses and profitability of banks in the UK.
[bookmark: _Toc94883279]Loans and advances outstanding 
Research conducted by Koju et al (2018), identified that there was a significant and negative impact in the relationship between loans and advances and bank profitability due to increased lending rates impact in higher loan and advance costs which decrease the capacity of payments from customers and enhances the rate of defaults. 
However, this is contradicted by ? who claims loans and advances which are outstanding can be determined by the total investments of banks, investments which are higher can accumulate profits which are higher regardless of the higher loans and advances amount.
H?: There is a significant effect between loans and advances outstanding and profitability of banks in the UK.
[bookmark: _Toc94883280]Total deposits 
According to ? the amount of  total deposits has a relation with the profitability of the banks is significantly negative as it can increase the options for investments for the bank. The previous statement is justified by ? who claims banks which generate funds from deposits should diversify investments accordingly to accumulate an increased profit.
H?: There is a significant effect between total deposits and profitability of banks in the UK.
[bookmark: _Toc94883281]3.4 Regression Model 
To conduct this research a pooled OLS regression model will be conduced to determine how the selected determinants impact on the profitability of the selected UK banks based on the hypothesis developed above. The reason for selecting pooled OLS regression model to conduct the research is due to situation underlined suits perfectly as the research conducted uses panel data.
According to ? pooled OLS regression model is of great importance of multiple regressions and suits perfectly the context of panel data to investigate the influence of selected variables which are independent on the dependant selected variables.
Panel data in regression
[bookmark: _Toc94883285]In this research the main model that will be used to conduct an investigation into the determinants that have an impact on the profitability of banks will be panel data due to it captures real life sets of data. For this research panel data will be used due to it captures the multiplex of data sets. According to ? it is difficult to use a model like regression due to a result cannot be conducted through running a regression. There are multiple models that can be used to conduct a regression based on the panel data. By using panel data to conduct a regression model as it allows variables to be controlled more efficiently. Also, panel can perfectly capture data with a degree of freedom that can be used with this model. By using panel data the movement of variables can be predicted more accurately allowing a flexibility when generating results using a regression model and the degree of freedom significance on the panel data collected a OLS model will be conducted as well as a Hausman test as this allows the significance to be judged statistically. To ensure there is no misdirection or unnecessary data within the regression models a auto correlation model will be conducted. By using the above models mentioned to analyse panel data there are several advantages such as the data collected from the selected determinants will be more accurate and complexities from the data will be greater. When using the panel data regression model a thorough analysis and assessment of the hypothesis developed above which cross-sectional data cannot asses. Panel data controls the impact of determinants in an efficient method while discovering the significant relation between the selected determinants due to the model generating the outcome of the impact accurately.

According to Patwary and Tasneem (2019) OLS is a system for appraising factors which are unknown within a regression model, OLS detects the functions of linear parameters through using least square principle.
[bookmark: _Hlk95740567] (Patwary and Tasneem, 2019) Patwary, S. H. Tasneem, N. (2019) ‘Impact of non-performing loan on profitability of banks in Bangladesh: A case study from 1997 to 2017’, Global Journal of Management and Business Research, 19 (1), pp. 13-27. (add this in the text after it has been wrote change the way it looks)
[bookmark: m_-3221026613238494088__Toc94883284]Limitations of panel data
There are several limitations when using panel data in a regression model that will be mentioned. Firstly, panel data regression model cannot be easily developed or designed neither can the data be collected easily due to the difficulty gaining information from individuals via methods such as surveys and managing the data collected is also extensively difficult. Secondly, panel data measures the error of distortion which means that false results can come to light due to the questions being to vague, responses can be distorted and inaccurate responses can be recorded. Thirdly, there can be a problem during the selection process when associating panel data regression due to the subsequent and inappropriate data waves and problems relating to the systematic pattern. Next, panel data time period is not that higher and relates to period over a short period which finds it hard to analyse results relating to the significant of the expected results. Lastly, the majority of panel data shows limitations due it being unbalanced which in itself is a problem when conducting results using a regression model.
Model
The formula that will be used for the regression model to identify the determinants that have a significant impact on the profitability of banks in the UK will be shown below:

In this case, the dependant variable which will be used is ROA which will be defined by the following formula:

And 
a = coefficient of bank
b = slope coefficients row vector of regression
eit = the error factors which are random
Below are the independent variables which will be used to measure their significance on bank profitability.
	Independent Variable
	Description
	Measurement

	Total Deposits (TD)
	Deposits are made to the bank through money deposited by customers and businesses for safekeeping.
	In this research the sum of total deposits deposited to the banks is measured by the following equation:



	Loans and Advances (LA)
	Loans are a type of credit that the bank lends to customers in return for future repayments fir the amount borrowed.
Advance funding is an activity used by banks to give customers an advance to be paid back in the future.
	In this research the sum of loans and advances issued by the banks to customers is measured by the following equation:




	Operating Expenses (OE)
	Operating expenses are the expenses the bank occurs during business operations
	

	Equity Capital (EC)
	Equity is also known as the shareholders equity and represents the return to the banks shareholders if the banks debts are cleared and liquidated.
	

	Asset Size (AS)
	Asset size of banks are the assets that are owned and obtained by an entity or person. Assets are expanded over a course of time to yield benefits for investor/owner and are of economic value.
	

	Total Interest Income (TII)
	Revenue generated through the investment of the bank to lenders over a period is known as the interest income.
Interest income is taxable and can be found on the income statement under other income.
	

	Non-Interest Income (NIN)
	NII relates to the creditors and bank income that is derived from primary fees which include insufficient fund fees, transaction and deposit fees, monthly charges for services, annual fees, and more.
	

	Non-Performing Loans (NPL)
	Non-performing loans are a loan that has been issued to the borrower and defaulted by the borrower due to payments scheduled over a certain period being defaulted.
	



Chapter 4: Results and Discussion 
4.1 Descriptive Data Analysis
In this section descriptive data analysis has been conducted to obtain patterns from the collected data sets through the minimum, maximum, mean, and standard deviation range resolution. In this study descriptive data analysis has been conducted based on the data collected over a five-year period between 2016 and 2020 of five banks in the United Kingdom which is summarised below.

	Descriptive Statistics

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	Total Deposits
	25
	185.3
	1724.9
	602.240
	464.3684

	Non-Interest Income
	25
	.4
	12.8
	4.934
	4.3799

	Interest Income
	25
	3.3
	30.5
	12.120
	8.9994

	Operating Expenses
	25
	2.4
	42.3
	15.545
	11.9941

	Loans and Advances
	25
	194.1
	1119.6
	487.669
	300.0958

	Total Assets
	25
	281.7
	2984.2
	1129.574
	826.9771

	Total Equity
	25
	15.5
	205.0
	75.327
	63.1967

	Non-Performing Loans
	25
	.2
	5.5
	2.352
	1.7006

	ROA %
	25
	-.05
	.53
	.2436
	.17597

	ROE %
	25
	-.99
	7.13
	3.6084
	2.45486

	Valid N (listwise)
	25
	
	
	
	



When analysing the above results in the table, it is clear to see that the mean (average) of the five selected banks total deposits was £602.240b which insinuates that banks in the UK have sizes of deposits which are consistent. However, the total of deposits differs between each bank significantly due to standard deviation amount being £464.368b. The total deposit of banks in the UK had minimum amount of £185.3b and a maximum amount of £1724.9b. According to Ashton (2001) discovered that the average value of total deposits of banks in the UK was £31.965b between 1985 and 1997. However, the results above show that the average total of deposits have increased for banks in the UK relating to the previous statement.
The non-interest income of banks in the UK showed an average value of £4.934b which highlights a lower significancy than interest income received. The standard deviation amount is significantly lower which highlights amounts vary of non-interest income significantly depending on the bank due to banks show different levels of goodwill to customers. Non-interest income also showed a minimum amount of £0.4b with a maximum value amount of £12.8b.
The Interest income average total for the selected banks in the UK showed an amount of £12.120b. In research which was undertook by Chua (2013) it was revealed that banks total interest income average was in the region between £12b and £18b which coincides with the mean results of the interest income of UK banks above. The standard deviation amount of interest income in the results above is relatively low at around £8.94b which indicates that banks interest income varies depending on the selected UK banks significantly. Interest income also showed a minimal amount of £3.3b with maximum amounts equivalent to £30.5b which highlights the significance of the range difference. 
The operating expense of the selected banks average was £15.545b with a standard deviation amount estimated at £8.994b. This is relatively high and is logical due to banks which are smaller intend to have lover values for operating expenses. The operating expenses minimum amount for the select banks was £2.4b with the bank’s showing a maximum value amount of £42.3b.
Loans and Advances of the selected banks in the UK showed an average of £487.669b with a standard deviation value of £300.1b. This indicates that loans and advances value is smaller when taking in to account the overall position of the banks as banks vary from one another. The loans and advances had a minimal value of £194.1b with a maximum value amount of £1119.6b. According to Banerjee et al (2017), the loans and advances average size for the small and large banks of the UK vary a lot because of their business operation size and customer number as the range is between £0.1b to £4.5b and from this, it is clear that the result stays within it.

The operating expense of the selected banks average was £15.545b with a standard deviation amount estimated at £8.994b. This is relatively high and is logical due to banks which are smaller intend to have lover values for operating expenses. The operating expenses minimum amount for the select banks was £2.4b with the bank’s showing a maximum value amountof £42.3b.
 Loans and Advances of the selected banks in the UK showed an average of £487.70b with a standard deviation value of £300.1b. This indicates that loans and advances value is smaller when taking into account the overall position of the banks as banks vary from one another. The loans and advances had a minimal value of £194.1b with a maximum value amount of £1.11t
The average amount of loans and advances is £1.89497b and the standard deviation is around £1.63b which shows that though the loans and advances amount is little considering the bank’s overall position but it varies significantly from banks to banks. The minimum level of loans and advances is £0.054b and the maximum amount for it is £5.849b. 
According to Banerjee et al (2017), the loans and advances average size for the small and large banks of the UK vary a lot because of their business operation size and customer number as the range is between £0.1b to £4.5b and from this, it is clear that the result stays within it.
The average amount  of total assets fir the selected banks was £75.33b and the standard deviation was £63.20b. This indicates that the selected banks have a high average and smaller banks show asset size which are lower. The minimum value of total assets was £15.5b and amount of total asset maximum was £205b. Ammann et al (2015) found that the asset size for the major UK banks is on an average beyond £900b and another study conducted by Alper and Anbar (2011) shows that the average asset £350b and this study also shows close result regarding it.
Equity Capital of the selected banks in the UK had an average amount of £1.12t with a standard deviation value amount of £826.98b. The results also showed that the minimal amount of Equity capital was £15.5b with maximum value amounts reaching £2.98t. From the empirical study conducted by Ben Naceur et al (2014) it is evident the average equity amount of the UK owned banks vary in between £10b to 35b and the study also shows the similar trend as the mean result is within this range which is very much consistent with the other study result
The value amount of Non-performing Loans for the selected banks were averaged at £2.35b with the standard deviation value amount being £1.70b which is lower and insinuates that banks do not all have an equal non-performing loan level. From the cross-sectional study conducted by Bhatia et al (2012) and Cable (2014) it can be seen that the NPL amount of the UK centric banks varies in between £0.020-1.5b and it is one of the lowest among the developed economies and this study’s mean result is also consistent to it. The minimum value amount of non-performing loans recorded was £0.2b with the maximum value amount totalling £5.5b. 
The return on average of banks selected is estimated at 0.24% with the banks standard deviation being 0.18%. The previous results show that the banks ROA deviates significantly between banks. Al-Jarrah et al (2010) opined that one of the reasons for which ROA is lower for the UK bank is that the banking companies have large asset size hence the ROA of the banking companies stay in between 0.5%-4% and the average value for this study also confirms that. ROA of the selected banks in the UK had a minimum value of 0.05% with the value of the maximum being 0.53%.
The selected banks showed an average ROE value of 3.60% and the standard deviation showed an amount of 2.45% which indicates the deviation significance between individual banks return on equity. The results also showed that the selected banks had a minimum of -0.99% with the value of the maximum being 7.13%. This indicates that banks are not earning enough funds on the return versus the shareholders equity and this could be due to the impact of Covid-19 and Brexit that would have increased pressure on the selected banks from the UK. In terms of ROE, it has been found in the study conducted by Alison (2005) that it varies significantly from bank to bank because of different reasons and from the above result it is also confirmed that the standard deviation is very much higher in terms of ROE.
4.2 Regression Results
4.2.1 Internal determinants impact on ROA (Model 1)
Below is a summary of the regression results between the selected variables and ROA of the bank  which were discovered through using SPSS:

	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.718a
	.515
	.273
	.15002

	a. Predictors: (Constant), Non-Performing Loans, Non-Interest Income, Loans and Advances, Interest Income, Total Deposits, Operating Expenses, Total Assets, Total Equity




	ANOVAa

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	.383
	8
	.048
	2.128
	.095b

	
	Residual
	.360
	16
	.023
	
	

	
	Total
	.743
	24
	
	
	

	a. Dependent Variable: ROA %

	b. Predictors: (Constant), Non-Performing Loans, Non-Interest Income, Loans and Advances, Interest Income, Total Deposits, Operating Expenses, Total Assets, Total Equity



In the above table, F represents the value of the significance overall relating to the model and the significance demonstrates the probability of whether there is a difference in the mean population. From above it is clear to see the value for F is 2.128 and the value of P is .095. This is lower than the level of significance which is 0.10 indicating that the null hypothesis should be rejected due to the determinants selected have an assumed impact on the profitability of the selected banks in the UK.

H1: Banks total interest income, asset size, equity capital, non-interest income, operating expenses, loans advances and total deposits have a significant positive effect on the profitability of UK banks.
When summarising the above model, R square shows a value of .515 which indicates that the average dependant determinants which are total interest income, total asset size, capital equity, operating expenses, loans and advances and total deposits explain 51.5% of the value of the determinant. From the above model we can see that the level of significance is 0.15002 which is higher than the limit which has been selected of 0.10. This indicates that the determinants selected have a significant impact on the movement of selected banks in the UK and will affect the profitability of the selected banks in the UK.
According to a study conducted by 

From the research conducted by Adams & Jiang (2016) shows that factors like total deposits, asset size, operating expenses and total interest and non-interest income that these variables have a significant impact on the bank’s profitability as the value of R square was 55.5% with the significance value of 0.07. 
Another cross- sectional study conducted by Alp (2012) shows that NPL, loans and advances, liquidity level and total income of the banks explain the dependent variable ROA 86.5% with a significance level of less than 0.05 conducted over the 30 major banks of South Asia. That sums up that these variables affect the bank’s return on total asset significantly.


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	.121
	.160
	
	.755
	.461

	
	Total Deposits
	.001
	.001
	2.879
	.804
	.433

	
	Non-Interest Income
	.021
	.104
	.515
	.199
	.845

	
	Interest Income
	.067
	.029
	3.448
	2.286
	.036

	
	Operating Expenses
	-.025
	.020
	-1.709
	-1.260
	.226

	
	Loans and Advances
	.000
	.001
	-.102
	-.052
	.959

	
	Total Assets
	.000
	.001
	1.964
	.704
	.492

	
	Total Equity
	-.018
	.015
	-6.498
	-1.169
	.259

	
	Non-Performing Loans
	-.061
	.033
	-.591
	-1.836
	.085

	a. Dependent Variable: ROA %



The coefficient table shown above indicates that total deposits have a significant positive relation with banks in the UK return on assets. Non-Interest Income has a significant positive with the banks return on assets. Interest Income has a significant positive impact on the banks return on assets in the UK. Operating Expenses has a significant negative relation on banks return on assets in the UK. Loans and Advances has a positive significance relationship with the banks return on assets in the UK. Total Assets have a positive significance relationship with the banks return on assets in the UK. Total Equity and Non-Performing Loans both have a negative significance relationship with the banks in the UK return on assets. 
Below in the table, key aspects will be highlighted from the regression results alongside the comparison of the results expected mentioned in the methodology and literature review.


	
	Expected Sign
	Beta
	t-value 
	p-value

	(Constant)
	
	
	.755
	.461

	Total Deposits
	+
	2.879
	.804
	.433

	Non-Interest Income
	+
	.515
	.199
	.845

	Interest Income
	+
	3.448
	2.286
	.036

	Operating Expenses 
	-
	-1.709
	-1.260
	.226

	Loans and Advances 
	-
	-.102
	-.052
	.959

	Total Assets 
	+
	1.964
	.704
	.492

	Total Equity
	-
	-6.498
	-1.169
	.259

	Non-Performing Loans 
	-
	-.591
	-1.836
	.085

	 R Square
	.515



As expressed in the expected results above, the Total Deposits will impact the profitability of the selected banks positively and the results from the regression model highlights that the Total Deposits have a significantly positive correlated relation with the banks return on assets. A study conducted by Saeed (2014) confirms that Total Deposits have significant positive relation with the profitability of banks.
From the above regression results indicate that the total non-interest income is consistent with what was expected from the above research meaning that there was a significant positive impact on the banks return of assets. According to the research conducted by Albertazzi and Gambacorta (2009) identifies that the total non-interest has a relationship with the banks profitability which is positive. However, the author claims that profitability can be affected if inflation rates are high.
The expected result of total interest income was that there would be a significant positive relationship with the profitability of the banks which has been confirmed by the regression results above that show there is a significantly positive relationship between the total interest income and banks return of equity. In the study conducted by Demirguc-Kunt and Huizinga (1999) within the banking industry in the UK correlates the positive relationship between total interest income and profitability of banks. 
The result for the operating expenses were expected to be negative meaning that there would be a impact which was negative between the banks return on assets and operating expenses. This was clarified by the regression results above that show there is an impact which is negative between operating expenses and banks return on assets. According to research conducted by Albertazzi and Gambacorta (2009) and Onour et al (2019) it was confirmed that there is a negative relationship between the operating expenses and profitability of banks.
From previous studies mentioned in the literature review it was concluded that the total of loans and advances outstanding show a significant negative impact on the profitability of banks and the regression results above also agrees that there is a negative impact between loans and advances on the profitability of banks. In cross sectional research undertook by Athanasoglou et al (2008) and Oduro et al (2019) identified that loans and advances have an impact on the banks profitability which is negative. When summarising the results above from the regression results of the selected banks in the UK also indicates and confirms that there is a negative impact on the banks return on assets. In previous research by Goddard et al (2004) and Trad et al (2017) it was discovered that bank gain stability financially through total assets if managed appropriately which impacts the profitability of banks positively. When analysing the regression results above, total assets on the selected banks impact the profitability positively. From the data collected the results produced it can be concluded that there is consistency with previous studies relating to total assets and the relationship significance of the overall profitability for banks. Previous research highlighted above indicated that the expected result highlight that banks profitability correlates with the total equity positively and this is clarified above by the regression model that claims there is a positive impact on the profitability of banks relating to the banks equity capital. According to the results from research conducted by Saleh and Afifa (2020) the equity capital amount conducted by banks shows an impact on profitability of banks positively. From the above research it is obvious to see the expected outcome would be negative and from the regression test conducted above the results correlate with non-performing loans having a negative relationship with the banks return on assets. 
When analysing the determinants significance (value of p), it is clear to see that the banks total deposits, non-interest income, interest income, operating expenses, loans and advances, total assets, total equity and non-performing loans have and impact which is significant on the return of assets if the value of p is smaller than 0.10. Meaning that the maintained values of the determinants have an expected relationship with the return of assets for banks. In the past previous researchers have studied and collected evidence on determinants which have an impact on return of assets and have discovered that they affect an affect on the return of assets and banks profitability overall.
A study conducted by Bhatia et al (2012) over a period of 5-years between 2006 and 2010 on 23 banks in India discovered that non-interest income, loans and advances, operating expenses and deposits have a significant impact on banks ROA. Non-interest income showed a p value of .146, deposits valued at 0.044, operating expenses valued at 0.309 and Loans and advances valued at 0.113. The previous research indicates that the overall profitability of banks which are impacted by these determinants statically and practically. According to the research conducted by Boateng (2018) mentions that there is a positive relationship between the banks total interest income and asset size of banks profitability with equity capital showing a p value of 0.002 and asset size showing a value of 0.447. Non-performing loans also have a positive p value amount of 0.001 and this was identified by research on 7 banks over a 11-year period between 2006-2017 using secondary data (Panta, 2018).
Chapter 5: Final conclusion and further recommendations
 The conducted research includes evidence which illustrates perfectly the effect of various determinants on profitability of the banks in the UK based on UK banks nature are described by there relation and how significant the bank is when deciding the banks amount of profitability for the future. The research carried out has been to describe the effects of the selected internal determinants of profitability of the banks such as total deposits, non-interest income, interest income, operating expenses, loans and advances, total expenses, total equity and non-preforming loans on profitability of banks which are shown as ROA and ROE. 
This research first objective was to discover determinants which impacted the banks level of profitability of five selected UK banks. From previous research results total, deposits, non-interest income, interest income, operating expenses, loans and advances, total expenses, total equity and non-performing loans impact the profitability in the majority of cases. The two-regression model discovered that the selected determinants had a significant affect on the overall level of profitability of banks maintain results that are expected. In this study both the banks ROA and ROE are affected equally by the determinants selected and this fulfils the research question 1 for this research.
To second objective for this research was to significantly assess the influence of the determinants which are firm-specific on bank profitability of HSBC Holdings, Lloyds PLC, NatWest Group, Standard Charter, and Santander UK. It was discovered in this research that total Deposits showed a significant positive relationship with the profitability of banks in the UK and this is backed by the regression results that indicate that total deposits in both cases ROA and ROE were positive. Both non-interest income and interest income improving trends impact the level of banks profitability positively due to both ROA and ROE are impacted positively. The results from the regression model also showed the same positive trend on the profitability for banks for both ROA and ROE which is significant for the banks level of profitability. Operating expenses showed a relation with the profitability for banks negatively as operating expenses relate inversely with ROA and ROE according to the results above. However, loans and advances showed a negative significance and impacts the level of profitability for banks. Equity capital levels are significant and positive in relation to the profitability for banks accirding to both the ROA and ROE regression results. Finally non-performing loans inversely impacts the overall level of probability as it shows a relation with the profitability for banks both ROA and ROE to be negative. The summary of the outcome from the results from the models used above indicate that the determinants selected impact the level of profitability for banks in the UK.
The final objective was to construct recommendations for the ways that the selected banks can improve their quality to control and lead as the determinants selected show ways which are favourable for banks to improve stability while sustaining profits.
Below are several recommendations for banks to maintain and manage the profitability for banks:
· Due to the context of the customers confidence it is of the upmost importance that withdrawals can be met by banks on an instantaneous basis. However, it is not always a positive for banks to keep excessive as this can affect the profitability of banks due to money which is idle generates decreased profits. This is why it is recommended for banks to accumulate the optimal profit amounts for banks, banks should develop and introduce new systems that uses the optimal amount of liquidity which will meet the needs of querries from customers while fulfilling optimal investment targets. All major banks in the UK have these systems in place, however, there is room to upgrade these systems to improve effectiveness and efficiency.
· Banks should also make more of an effort to manage the banks equity capital as equity management is of the upmost importance for establishing profits which are sustainable. Banks should maintain a balance between the equity capital and debt capital due the costly effects associated for banks as banks must share portions of profits to decrease costs and acquire improved profits. This is why it is important for banks to control, manage and make the right decisions relation to equity capital.
· The amount of non-performing loans depends on the effectiveness of the bank when appraising options for loans. In order to improve profitability banks need to develop systems which can asses customers more appropriately so a more distinguished judgement can be made. Banks should avoid adopting policies which are restrictive relating to reducing the amount of non-performing loans. Rather banks should discover new methods that can reduce the percentage of non-performing loans through developing new systems relating to the policies regarding credit rating and strategies of diversification.
· The amount of total deposits is an important determinant when determining the amount of the banks investment and frequency. This is why banks should always develop new strategies in order to attract depositing customers by enticing customers with lucrative profit returns and seamless services. This will sustain the profitability amount expected as consistent deposit flow amounts are vital.
· In order for banks to maintain a health asset size amount banks should be more strategic as investing mass amounts of assets to achieve higher investments amounts is required. However, banks should not be holding on to the minimal amount of assets due this will affect adversely the financial level stability overall. Therefore, banks should allocate appropriate strategies which assist the optimum asset size which can converted into investments to accumulate profits for banks.
· Both non-interest income and interest income amounts are believed to be the main determinants for determining the level for banks overall profitability and banks should give importance equally to these determinants. Interest Income relates to the flow of deposits and the enthusiasm into customer service and investments so that banks in the UK sustain levels of profitability in ways that affect non-interest income positively.
· Loans and advances should not be the main focus of banks rather banks should channel their focus onto developing increased volume and frequency as this will increase the interest income for the bank. However a solid platform will need to be developed to compromise and specialise technology to diverse the risk and reduce non-performing loans and advances level overall which will improve the prospect of bank profitability.

If banks in the UK implement and adapt the recommended strategies above successfully, banks can reach a solution which will help maintain the status of banks profitability and sustain an expected level of profitability.
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