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Research Aim and Objectives
In December 2019 a new virus was discovered and in March 2020 a state of a global pandemic was announced by the World Health Organisation. This resulted in unprecedented lockdown the world has never seen before. The impact the pandemic had on the United Kingdom was tremendous not just in terms of people affected and lives lost, but also economically - all non-essential businesses had to shut down until further notice and lay off or dismiss all or part of their workforce. This led to a decline in production and services across every sector from the economy, including banks. A new economic crisis has started and it has put the bank`s development and profitability in a position which is hard to predict or control. At this stage, just a few months after the pandemic started and reception in the United Kingdom economy was recorded, it is impossible to forecast what will be its duration of the current crisis, when it will end, what will be the consequences from it, and how the economic and social life will continue after the crisis. The first predictions were kind of optimistic, hoping that everything will go back to normal soon however, those predictions are slowly stepping down in favour of other, more moderate forecasts. At the time of writing this dissertation, there are not many scientific-proved hypotheses, strategies and analysis for overcoming the crisis. Therefore, it is very important for all enterprises and especially for the banks to strictly follow the government regulations and to minimize their risk exposure. 
This research is dedicated to one of the most important indicators for banks financial performance  - liquidity, and furthermore – its impacts on profitability. A bank, which can not find enough cash in order to meet its everyday needs is in very difficult position. This can happen regardless of any good financial indicators in the past. In that case, the faith of the bank can be determined not by its management, but from an external factor like another bank or financial institution with claims for unpaid debt. The faith of the unfortunate bank will be bankruptcy or liquidation, forced reorganization, unvolunteery acquisition, or the bank may have the opportunity to continue its business with a different type of operations and under a modified structure. If the latter scenario is the case, the truth is the bank`s management and Board of Directors has lost control over the enterprise and is the owners had lost their investments. The question many people who are not familiar with the banking sector are asking is how is possible for a bank to go bankrupt in a situation where most indicators are good, the bank has its fair proportion of market share and loyal customers. This reasons for that, together with the leverage impact are a major part of this research. Other objects of research are the different ways to measure the liquidity and leverage and what forces are playing a role in the above-mentioned indicators, and what role are they playing- positive or negative. The macro-economic instability requires more control over banks from the central government, and more action to be taken from the board of directors in the direction in overcoming the negative effects of the crisis. 
The biggest part of this research is dedicated to liquidity. The study aims to identify those indicators, which can warn the management before the liquidity issues happen. Another important goal of the dissertation is to offer ideas and measures for overcoming the possible financial distract the banks are facing. In the context of modernisation, the introduction of new models, methods and techniques for management, control, monitoring and coordination makes the topic of this research quite relevant.
The object of the dissertation is the five biggest banks operating in the United Kingdom in terms of their total assets.
The objectives of this study are to:
 Objective 1.  Analyse the relationship between liquidity and profitability across five major British banks;
Objective 2. Investigate the impact of financial leverage and liquidity on the financial performance over five major British banks
There are two hypotheses this study is trying to predict based on the objectives mentioned above:
Hypothesis 1
There is a strong positive correlation between the liquidity and profitability of a bank
Hypothesis 2
A higher capital adequacy ratio has a negative effect over return on assets and returns on the bank`s equity.  
In order to prove or disprove these hypotheses, the following research goals can be identified:
· Critically analyse the literature and existing scientific data in regard to the terminology used in this dissertation – liquidity, leverage, profitability, liquidity and profitability ratios;
· Analyse the direct impact of liquidity over profitability. Analyse different ratios by banks and by a specific period of time. Analyse bank performance with profit ratios;
· Identify common and specific factors influencing the liquidity;
· Find the issues arising from lack of compliance with the optimal approaches and tools for effectively managing banks` liquidity.
· Indicate the procedures the banks are executing for managing the liquidity and identify which of them are successful and which are not;
· Find out which of the indicators are the most important in early identifying liquidity issues;
· Create recommendations for liquidity control.

Literature review
Liquidity and profitability have always been in the centre of discussions in the financial world. Undoubtfully, the dream of every bank`s shareholder or company owner is to maximise its profits. Therefore, every stakeholder has an interest in the liquidity situation of a given firm. Without cash, or liquid assets the bank will not be able to meet the demands from its clients, creditors and the suppliers of goods and services. Also, in many cases, cash is needed to purchase bigger amounts of goods and/or services at a discounted price. A bank or company may lose those incentives if it does not have enough cash and this will result in higher costs for those goods and services. This, in turn, may result in reducing profitability or even ceasing operations. Profitability can also be termed as the rate of return on investment. And some authors like Pandey (2006) suggested that a company should earn profit to survive and grow over a long period of time. According to them, profit is essential, but it will be wrong to assume that every action the bank management undertakes is aimed at profit maximization. Pandey (2006) also states that sufficient profit must be earned to sustain a bank`s operations and more funds should be obtained from investors for a bank`s financial growth.
According to Brealey and Myers (1996), a company’s liquidity position is an important factor in determining the appropriate capital structure. Every stakeholder is interested in a bank`s ability to generate cash in order to service its debt. This ability is even more important in times of economic crisis or financial downturn. Therefore, the bank`s management must be vigilant enough to oversee any upcoming adverse conditions. Effective liquidity management is the key to a bank survival in adverse conditions. Therefore, it is crucial for a bank to understand the effects of different liquidity ratios over a bank`s profitability and take immediate action to optimise its liquidity.  
The conceptual framework relating to liquidity is defined by two concepts. The first of them outline the opposite liquidity and generally relates to “the availability of cash in the near future, taking into account the financial commitments during this period.” According to Kahraman and Tookes, (2016), liquidity, also called “current solvency”, determines the possibility of payment of accounts and is, in fact, one of the most important indicators. (Hawawini, G. and Viallet, C., 2012) are stating that a bank that cannot pay its creditors – bankers and suppliers – is actually bankrupt. There are a number of authors (Hermanson, Edwards and Salmanson, 1989) which indicate that the liquidity of a bank implies the existence of funds in an amount theoretically sufficient to cover short-term liabilities, even with a breach of the repayment terms provided for in the contracts. In this respect, it is stated that company liquidity – this is a conditional concept that characterises the company's potential ability to pay its liabilities in the future.
 Arnold, G. (2008) links the liquidity of an enterprise to the ability to cover its current liabilities with cash and other short-term assets. It should be pointed out that, at first sight, this opinion contains the restrictive condition “highly liquid” in itself. At the same time, it stresses that whether a bank will be able to cover its current liabilities depends precisely on the extent of the speed of the transformation of an asset into cash. It can be argued that this opinion is intermediate between the concept comparing the current assets with current liabilities and the one that links liquidity to the holding of cash and other liquid assets that will be converted into cash.
The second concept that characterises liquidity is linked to the working capital cycle. A number of authors (Hermanson, Edwards and Salmanson, 1989) specify that liquidity is linked to the holding of cash and other assets that will be transferred into cash. Arnold, G. (2008) points out that this liquidity (expressing the ability of assets to become cash) is known as absolute or structural.
The net working capital of a bank is the amount of its short-term assets reduced by the value of its short-term liabilities. Arnold, G. (2008) considers liquidity as a key subject of financial and accounting analysis. It provides models for analysing liquidity indicators. Arnold, G. (2008) offers some non-traditional liquidity analysis indicators. He also includes liquidity analysis indicators as a component of cluster and rating systems for company financial position.
[bookmark: _Hlk43989862]The financial leverage is also a great factor to determine a bank`s profitability. It measures the amount of debt used to acquire additional assets. Normally, the financing of debt (paying interest) is lower than earnings on borrowing, so the bank`s total earnings will increase, which is the investor`s ultimate goal. Some authors like Titman and Wessels (1988) noticed that companies with very high profits have lower levels of leverage than companies with low profits because they use the capital accumulated from earnings before taking loans from outside. Public listed companies tend to issue equity rather than use debt when their stock price increases, so that their leverage levels stay lower than firms using debt (Titman and Wessels, 1988). 
Another key factor affecting banks` profitability is the interest rate fluctuations. There are two types of interest rates  -  interest rates paid to depositors for keeping their money in the bank, and the rates added by the bank over the loans it gave to clients. The difference between the two interest rates is often called “spread”. The size of the spread determines the profitability of a bank to a great extent because this is the main source of income for most of the retail banks. The size of the interest is determined by both external and internal factors. Example of external factors are the regulators such as the Bank of England and the overall macroeconomic situation. The internal factors are determined by the bank`s internal characteristics. Therefore, the effective management of the spread is a significant factor for improving banks` profitability indicators. According to Wright and Houpt (1996) “Changes in interest rates may “narrow the interest spread between assets and liabilities” because due to differences in the maturity of banks’ instruments (banks borrow short term (long term) to fund long-term (short-term) assets) there are mismatches in the re-pricing of bank assets, liabilities, and off-balance sheet instruments”. The banks are playing a very important role in the economies of most countries, including the United Kingdom, and because the interest rates are of great significance to them, they are also an important factor for the overall health of a given economy (All answers, 2018). 
Data and Research Methodology
In order to prove or disprove the hypotheses and to achieve the underlined goals, a set of appropriate and accessible methods are being used. An inspection is being made, together with analysis and synthesis of literary and other related sources, as well as the results of the ratios review, and a systematic approach is applied. The comparative, analytical, inductive and deductive methods have been applied. A review of domestic and foreign practices in improving liquidity in the banking industry has been done. Two methods are being used in order to achieve the results:
· Theoretical analysis, synthesis and comparison of economic, financial, accounting and sociological literature on the researched object – controlling the liquidity;
· Monitoring and diagnosing of existing practice in British banks – observations and analysis of good and bad practices of banks in regards to liquidity control. Identification of any unresolved issues, difficulties and ambiguities in the actions of bank management. 
The problems that are subject to the study are of both theoretical and practical significance. This is reflected in the recommendations made for improving banks` liquidity control. The analysis of management decisions of this control is showing inefficient or delayed use of various measured for providing liquidity. Therefore, specific recommendations are made in this dissertation for changing and modernising liquidity control.  
Financial factors are commonly used in making investment decisions. Factors that reflect different categories such as profitability, liquidity, autonomy and market valuation are applied. These indicators are only comparable between companies in the same economy, even in the same industry. 
The financial result that a company achieves is a leading indicator in analysing its activity and its financial position. A high revenue alone by itself does not mean that a share will increase its market value. Profitability or profit margins (both gross and operating) are basic ratios that allow researchers to evaluate a company or bank by comparing its indicators with the results from previous years or with the performance of competitors in the sector. Profitability factors can also be calculated based on assets, equity and borrowed capital.
The liquidity of a bank is one of its most important qualities, thanks to which its risk is being defined. The liquidity of a bank lies in the ability of investors to trade large volumes without delay. Strong liquidity means the transactions between the participants are faster, more efficient, less expensive and do not cause market turmoil.
The leverage of a bank is in relation to other profit-related indicators such as earnings before interest and taxes (EBIT) or return on investment. The analysis of current receivables and liabilities provides additional clarity in the assessment of profitability. With regard to receivables, it is necessary to study their structure (by type of receivables), the terms for their collection and the degree of their collection. The latter requires additional information on the financial situation of the debtors concerned. This implies determining the overdue receivables (if any are present). It is possible that the enterprise has had and bad debts. This type of analysis, of course, does not apply to external analysts.

Introduction
Banking has a long history in the United Kingdom. Before the 17th-century gold and other valuable commodities were simply kept at the Royal Mint, located in the Tower of London and the monasteries. After the seizure of the Royal Mint by Charles I and the dissolution of the English monasteries by Henry VIII both were no longer considered a safe space for keeping gold and valuables. So, the aristocracy and the rising gentry went to the goldsmiths. The goldsmith would accept the gold in exchange for a receipt confirming how much gold was left for storage with instructions the gold to be returned, sometimes even to third parties. This is how the first bank notes were born. The first bank to open in England was founded by a cloth merchant, Thomas Smith in Nottingham in the 1650s. In 1694 the Bank of England was founded as a private bank. 
For the purpose of this study in order to collect valuable data, the five biggest banks operating in the United Kingdom were chosen. Excluding Santander UK, the other four are also the biggest banks headquartered in the United Kingdom in terms of total assets held. Those are HSBC, Lloyds, RBS and Barclays.
HSBC
[bookmark: _Hlk43453243]HSCB is undoubtfully the biggest bank in the United Kingdom. It was founded by Thomas Sutherland – a Scotsman working in Hong Kong.  Thomas has never been a banker before or had a relevant education. He was working for a large shipping company and saw the rise of trade between China and Japan and the rise in commerce in general around the South China seacoast. He noticed the need for a new bank as the banking services provided at this time in Hong Kong were clearly inadequate. The new institution opened its first branches in Hong Kong and Shanghai and an office in London in 1865. The bank survived the Hong Kong bank run in 1866 and started to expand by opening branches in Asia, Europe and North America. The First World War was a difficult time for HSBC, but it managed to recover just before the Great Depression hit. During those tough years, the bank focused on surviving rather than expanding. The Second World War proved to be even more difficult for HSBC, but the institution managed to survive because of its huge reserves and careful spending. In 1950 the People`s Republic of China was established, and HSBC had to halt its operations in China. Hong Kong, however, became huge and well-known centre banking and commerce in South East Asia. HSBC had to adapt quickly, and it did it by various acquisitions in the second half of the 20th century. The bank established new subsidiaries in Asia, Australia, New Zealand, Canada, the United States and the United Kingdom.  In 1959.NSBC bought The British bank of Middle East, which paved the road to the global business. Later in the same year, it acquired The Mercantile bank in India. In 1965 HSBC bought the majority stake at Hang Seng Bank. Hang Seng was the leading bank in China but was having difficult times after becoming a public company and HSBC stepped up to rescue them. It also opened its investment organisation – Wardley, in 1972. In 1980 HSBC bought the majority stake at Marine Midland, one of the most important banks in the state of New York, USA. This was an important move at the North American markets. Seven years later HSBC took the full ownership of Marine Midland. In 1992 HSBC merged with Midland Bank – the biggest bank in the United Kingdom at this time. This was one of the biggest banking merges at its time. The new 21st century saw the bank returning to China with the establishment of HSBC Bank China and the partnership with other Chinese financial institutions. The bank didn`t stay behind during the start of the digital era and in 2000 HSBC launched its online banking service. 2002 saw the end of construction of a 42-storey building in Canary Wharf, London, which became the HSBC`s new head office. In 2004 the bank bought Mark & Spencer Group`s financial services division, which is HSBC`s last acquisition so far. In 2018 the bank had to separate its whole retail banking business and some of the commercial banking business into a separate institution, HSBC UK. This was due to government regulations. The United Kingdom`s Financial Services Act from 2013 required banks to “ring-fence” their businesses in the UK, which meant they are allowed to spend their funds for a particular purpose and not something else. A new headquarter was built in Birmingham in 2018, and they are hosting the new entity HSBC UK (HSBC`s who-we-are, 2020).
Nowadays HSBC is the biggest bank in the UK and Europe and the seventh biggest bank in the world. The four worldwide businesses are serving more than 40 million clients in more than 65 countries and overseas territories. There were some significant changes of directors in the past five years.  On the 1st of October 2017 Douglas Flint was replaced with Mark Tucker as a Group Chairman of HSBC. Douglas Flint is the first non-executive and outside chairman appointed by HSBC. On 21st of February 2018 John Flint, who was Chief Executive of Retail Banking and Wealth Management at this time, succeeded Stuart Gulliver as group Chief Executive. On the 5th August 2019, HSBC made an announcement that John Flint was leaving, and his role would be filled by Noel Quinn, head of HSBC's global commercial bank on a temporary basis. In March 2020 Noel Quinn was subsequently appointed to the role on a permanent basis (HSBC`s media-releases, 2020).
Lloyds
[bookmark: _Hlk43384820]Lloyds Bank was founded in the city of Birmingham, the United Kingdom in 1765 by John Taylor and Sampson Lloyd, a button maker and an iron manufacturer respectively. The new entity was called Taylors and Lloyds. The bank was doing small scale operations with merchants and manufacturers from a single office for about a century. During this time Birmingham became one of the centres of the Industrial Revolution of 18th and 19th centuries. In 1852 the Taylors left the business and the bank became Lloyds and Company. In 1865 the bank became a Limited concern. A board of directors was appointed with some prominent Birmingham citizens in it. The move paved the road to quick expansion. At the beginning of the 1880s, the bank settled at Lombard Street in London, taking control over more companies. They took the black horse as a symbol from one of them – Barnets, Hoares and Co, and the concept of the traveller`s cheque from Herries, Farquhar and Co in 1893. Lloyds took over 200 businesses between becoming a limited company in 1865 and the start of the First World War in 1914. The bank slowly started to expand overseas, starting from Paris and Le Havre, France. The overseas operations became known as Lloyds Bank Europe. They also opened branches in Brazil, Argentina and South Africa. In 1918 the bank took over the Capital and Countries bank. It was a huge bank with a lot of branches. The move made Lloyds part of the five biggest banks in the United Kingdom. Lloyds continued its operations and after the Second World War. In 1995 it merged with TSD, the first collaboration between bank and building society. TSD, or Trustee Savings Bank Association started in 1810 as a local savings bank, expanding itself through mergers and acquisitions. They also bought Cheltenham and Gloucester Building Society the same year. Lloyds TSD was now the fourth biggest bank in the United Kingdom. The rise continued until 2007, when the financial crisis started. It hit the United Kingdom banking sector hard and Lloyds TSD was no exception. During this uncertainty, they took over HBOS – one of the largest mortgage holders in the United Kingdom because HBOS shares bad become quite cheap after a fall in share prices. This was against the rules of the Antimonopoly commission, but the government allowed it because HBOS was going to bankrupt otherwise. The financial crisis was at its peak and a failure of the United Kingdom banking system was a real threat. So the UK Treasury recapitalised some of the UK banks and Lloyds TSD was one of them. The nationalisation led to the government holding nearly 43.4% of Lloyds TSD stakes. The hardship continued and after the crisis, with the bank been involved in controversies and serious accusations. It has been proved that they have been involved in money laundering operations and were fined by the US government. There have also been accusations of tax avoidance which were not proved but had a negative effect over the bank`s reputation. There were many complaints from its customers to the Financial Ombudsman for mis-selling financial products. They were fined again in 2013 by the United Kingdom Financial Services Authority for serious failings regarding staff bonuses and pay cuts. This led to a split between Lloyds and TSB. In 2013 they started to operate as separate companies. This did not stop Lloyds in getting involved in more controversies. The next fine came in 2014 for their involvement in the LIBOR rate-fixing scandal. And in 2015 they have to pay another fine to the United Kingdom Financial Services Authority for failure to investigate complaints regarding Personal Protection Insurance (Lloyds Banking Group`s timeline, 2020).
Nowadays the future of Lloyds bank is still uncertain. A big part of the bank is still controlled by the government. The share prices are still low. The bank is looking to close some of its branches in the United Kingdom. There is another ongoing investigation by the United Kingdom Financial Services Authority regarding their low-interest rates for unsecured small payday loans which are not over yet. That is probably the reason for many changes in the Board of Directors. 2019 saw the appointment of two Non-Executive Directors, Sarah Legg and Catherine Woods, who will join the Board's Audit and Risk Committee and the Risk and Remuneration Committee respectively. On the 1st of December 2019, Alan Dickinson succeed Anita as Senior Independent Director and also took the role of Deputy Chairman. Lord Blackwell is set to retire as a Group Chairman in 2021 (Lloyds Banking Group`s investors, 2019).
RBS
[bookmark: _Hlk43386718]The Royal Bank of Scotland was founded in Edinburgh in 1727, which makes it one of the oldest banks in the United Kingdom. The institution`s foundations are lying upon literally hundreds of banks which became part of The Royal Bank of Scotland through merges and acquisitions during the centuries. Some of these institutions are much older than the RSB itself, and some of them are still operating as separate brands. There are eight brands which are part of the Royal Bank of Scotland apart from RBS itself. 
Child & Co is one of the first private banks established in the United Kingdom in the 1640s and the oldest name still trading in British banking. 
Coutts is a London-based private bank, established in 1692 was one of the most famous private banks in the 18th century. 
Drummonds was founded in 1712 by a goldsmith in London. 
Holt's started as an agency in 1809 for paying salaries to members of the army and later developed into a bank by introducing banking services for army officers.
Ulster Bank is another well-known bank, part of the Royal Bank of Scotland family. It was established in Belfast in 1836, as a bank run by and for the people of Ulster. It managed to subsequently expand throughout the whole of Ireland.
Lombard traces its origins to a railway wagon leasing company established in the city of Rotherham, the United Kingdom in 1861.
Isle of Man Bank, another local bank, was the first company to be formed under the Isle of Man's Companies Act of 1865 and has played an important part of life on the Isle of Man ever since.
Compared with the previous ones, NatWest, or National Westminster Bank can be described as a newly formed bank as it was established in 1970. The bank was actually formed much earlier as it is the successor of Nottingham Smiths Bank, which can be traced back to 1650s. it was the first British bank to operate outside of London. It established branches in many small towns across England and Wales and acquired more than 200 other smaller banks and financial institutions over the centuries (RBS`s "Heritage archive", 2020).
The history of the Royal Bank of Scotland itself is quite dynamic too. Formed in Edinburg in 1727 by a royal charter, it opened its first branch in Glasgow in 1783 and it quickly turned out to be more profitable. During the 19th century, the bank opened new branches and acquired others after the collapse of Western Bank of Scotland and of the City of Glasgow Bank in 1857 and 1878 respectively. In 1864 it acquired the Dundee Banking Company and opened a branch in London in 1874. Before the First World War broke down, the Royal Bank of Scotland had 158 branches with 900 staff. Between the two world wars, the bank acquired most of the companies mentioned above - Messrs Drummond of London in 1924, Williams Deacon's Bank in 1930; and Glyn, Mills & Co in 1939. In 1969 The Royal Bank of Scotland merged with National Commercial Bank of Scotland, creating a new bank - National & Commercial Banking Group, which later became the Royal Bank of Scotland Group. They acquired Lockerbie Savings Bank in 1985 and the Annan Savings Bank in 1985. Later the same year the bank merged with Williams & Glyn's Bank to become The Royal Bank of Scotland plc. The 1990s saw a new wave of consolidation in the financial services sector in the United Kingdom. In 1997a joint venture was formed to set up Tesco Bank. In 1999 the Bank of Scotland made an attempt to take over NatWest. The RBS made a counter-offer, which led to the biggest takeover battle in the corporate history of the United Kingdom. A year later the Royal Bank of Scotland was declared a winner and became the second-largest banking group in the UK after HSBC. In 2005 RBS acquired 10% of Bank of China, and in 2007 it took control over the Dutch bank ABN AMRO in a consortium with two other banks. The next year the bank was hit hard from the financial crisis. It announced the biggest rights issue in British corporate history and sold some of its subsidiaries. The United Kingdom government invested funds to save some of the British banks from failure, and the Royal Bank of Scotland was among them. After several financial injections, by November 2009 the government owned 84% of RBS. The bank`s performance slowly improved and after selling back some of its shares, the United Kingdom government reduced its ownership at the Royal Bank of Scotland to 72.9 % in June 2018 at a loss of £2 billion. (RBS`s “Our history”, 2020)
There were not many changes in the boards of directors recently. The Chairman of the Group Audit Committee Brendan Nelson stepped down on 31st of March 2019 in favour of Patrick Flynn. In December 2019 Chris Marks and Richard Place have stepped down as Chief Executive Officer and Chief Financial Officer respectively. The Royal Bank of Scotland is still searching for their successors. Robert Begbie, Treasurer of RBS, has been appointed Interim Chief Executive Officer and will join the Board of Directors. Rob Horrocks, RBS Treasury Finance Director, has been appointed Interim Chief Financial Officer. All of the above appointments are subject to approval by a regulatory committee (RBS`s Change of Directors, 2020).
Barclays
Barclays is also quite an old institution. It can trace its origins back to 1690, when two goldsmith bankers, John Freame and Thomas Gould started their business in Lombard Street, London. In 1736 James Barclay, a relative of Freame`s son became a partner in the company and his name became a constant presence in the United Kingdom banking industry ever since. By the end of the 19th century, it became obvious that the small private banks are unable to compete with the bigger investment banks, a product of joint ventures. They were simply lacking the funds to grow bigger. So, some of the small banks join forces to form a new bank. The negotiations were successful and in 1896 20 small private family-run institutions merged into a new bank – Barclay and Company Limited. Only one of those 20 banks were based in London and provided exclusively banking services, while the other 19 were more focused on trade and commerce and the banking services were just a side-line to their businesses. The owners of many of the family-run banks knew each other from before as they were members of the Society of Friends, also known as the Quakers. And the future marriages between different members of those families only helped to strengthen the links between the different banks and branches. The newly created bank had 182 branches and 806 staff. Most of the staff and branches, however, were located in South East England and the bank could not pretend to be nation-wide. So, it continued to acquire new banks through a series of further amalgamations and take-overs. By 1920, when the Treasury banned any future merges between big banks, Barclays Bank Limited was the third biggest bank in the United Kingdom. Barclays started looking for overseas expansion. The bank acquired Colonial bank with branches in West Africa and the Caribbean, the Anglo-Egyptian bank with branches in the Middle East, and the National Bank of South Africa. The three were merged in 1925 in Barclays DCO, which has been renamed later to Barclays Bank International. The bank continues to grow domestically and after the Second World War first by the opening of new branches and later by acquisitions. It took over Martins Bank in 1968, which itself was also a product of merges of many small banks dating back to 1847. In 2000 the bank acquired The Woolwich, a former building society founded in 1847. In 2003 Barclays acquired the Spanish bank Banco Zaragozano and in 2005 it took over a majority stake in a leading South African Bank, ABSA. In 2008 it acquired the major part of Lehman Brothers, US-based financial institution which was at the centre of the financial crisis and was already filled for bankruptcy.  Тhe financial crisis from 2008 led to more strict government regulations. The United Kingdom`s Financial Services Act from 2013 required from the banks to “ring-fence” their businesses in the UK, like mentioned with the previous banks. So, in accordance with the regulatory Act, in 2018 Barclays went for major structural changes. The aim of the “ring-fence“ was to separate the retail from investment banking, and the domestic operations from international. (Barclays`s archives, 2020)
After the structural changes, Barclays continued to operate as a holding company with three subsidiaries- Barclays Bank UK PLC for the retail operations in the United Kingdom, Barclays Bank PLC for investment and international operations, and Barclay Services LTD providing various functions and services. The last annual general meeting in May 2019 saw three board members stepping down, replacing them with two new non-executive directors. In May 2020 Alex Lynch was appointed as Chairman of Banking at Barclays Investment bank, and Gautam Chawla is set to become Vice Chairman of Financial Institutions Group Banking (Barclays`s press releases, 2020).
Santander UK
[bookmark: _Hlk43458053]Santander UK PLC is a British bank owned by Santander Group, a Spanish financial institution. The bank was established in 2010, but Santander entered the UK for first time in 2004 by the acquiring of Abbey National PLC. Abbey was a bank with a long history. The bank was formed as a building society in 1849 by two Liberal members of Parliament, Sir Joshua Walmsley and Richard Cobden, following a change in legislation from 1836 – the Building Societies Act, which allowed such entities to exist. The new company was named National Permanent Mutual Benefit Building Society. Meanwhile, in 1874 the Abbey Road & St. John's Wood Permanent Benefit Building Society was founded. In 1944 the two merged into one big institution - Abbey National Building Society. In 1989 Abbey National became the first building society in the United Kingdom to demutualise its funds and to become a public limited company. The move was successful, despite the annual losses between 1989 and 1993 and the society continue to grow in the 1990s. In 1994 Abbey National took over James Hay, a United Kingdom independent pension provider. In 1996 the society acquired the National & Provincial Building Society. The latter was itself a product of a merger between the Provincial Building Society and the Burnley Building Society. In April 2000 Abbey National bought Porterbrook, a railway rolling stock operating company created after the privatisation of British Rail. In 2001 Abbey National entered into the wholesale loans business, which had negative consequences. The bank suffered from the bankruptcy of the US energy giant Enron and the New York terrorist attacks on 11/09/2001. There was an attempt from Lloyds TSD for a merger, but it was rejected by the regulators in the face of the Competition Commission. Banco Santander Central Hispano did not have such issues in 2004 when they acquired Abbey National PLC. However, Abbey continued to operate under its own brand. In 2008 Santander UK acquired the savings business and branches of Bradford & Bingley. Also, in 2008 they sold Porterbrook to an alliance of Deutsche Bank, Lloyds TSB and Antin Infrastructure Partners. The next year Santander took over another famous British building society – Alliance and Leicester. After this acquisition, the bank decided to rebrand its entities. Abbey National, Alliance & Leicester and Bradford & Bingley became simply Santander UK (Santander`s “Our history”, 2020).
Nowadays Santander UK is a full-service retail and commercial bank, the fifth largest in the United Kingdom. The recent years saw a few changes in the Board of Directors. In September 2019 Antonio Roman was replaced by Madhukar Dayal as Executive Director and Chief Financial Officer. On the same date, Bruce Carnegie-Brown re-joined the Board of Directors at Santander UK as a Non-Executive Director. In January 2020 Shriti Vadera, the chairwoman of Santander UK, announced her intention to step down later in the year. There is an ongoing search for her successor (Santander`s “Press releases”, 2020).

Critical Ratios Review
In the next chapter, a review the ratios which a critical for the purpose of this research study is been done. Annual data is based as it is on the 31st of December on the corresponding year. 
1. [bookmark: _Hlk43898107]Asset management performance
A) [bookmark: _Hlk43735214]Gross profit
Tab.1 Gross profit of five major UK banks in £m (2017-2019)
	[bookmark: _Hlk43464986]
	2017
	2018
	2019

	HSBC*
	12,722 ($17167)
	15,656 ($19,890)
	10,175 ($13,347)

	Lloyds
	5,275
	5,960
	4,393

	RBS
	1,508
	2,151
	3,800

	Barclays
	3,541
	3,494
	4,357

	Santander UK
	1,817
	1,545
	1,012


 *HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Author’s calculations and Annual Financial Reports. Gross profit is calculated by using the formula Gross Profit = Net Sales - Cost of Sales

No general conclusions can be drawn given the data provided above. While RBS and Barclays are gaining more profits, Lloyds and Santander UK are in decline, and HSBC`s profits are fluctuating. 

B) Gross profit margin

There are several ways to measure the profitability of a bank. Two ratios are being examined for the purpose of this study. The gross profit margin is a ratio which calculates the cost of goods sold divided by sales. Both numbers can be found on the bank`s income statement. The gross profit is calculated by subtracting the cost of sales from net sales. Usually, banks` sales are shown as “total income” on the balance sheet. The higher the gross profit margin, the better for the bank. 
Tab.2 Gross profit margin of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.269
	0.313
	0.188

	Lloyds
	0.154
	0.27
	0.104

	RBS
	0.115
	0.161
	0.267

	Barclays
	0.168
	0.165
	0.201

	Santander UK
	0.37
	0.341
	0.243


Source: Author’s calculations and Annual Financial Reports. Gross profit margin is calculated by using the formula Gross Profit Margin = Gross Profit / Sales (excl VAT)
In 2018 the banks examined managed to achieve better profits from their income compared with the previous year, however, the ratio declined overall in 2019. Only RBS and Barclays managed to improve their gross profit margin and in 2019 are staying above the table`s average of 0.222.
C) Operating profit margin
[bookmark: _Hlk43465468]The operating profit margin is another profitability ratio, also called earnings before interest and tax, or EBIT does not appear on every annual report. It is used to measure the overall operating efficiency of a bank. It can be described as a better ratio than the gross profit margin because it takes into account only the operating, not the gross profit. The difference is in the subtraction of operating expenses from the gross profit and the reason behind this is that the operating expenses such as trivial daily business activity are not that important.
[bookmark: _Hlk43992315]Tab.3 Operating profit margin of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.232
	0.273
	0.155

	Lloyds
	0.174
	0.312
	0.134

	RBS
	0.17
	0.251
	0.297

	Barclays
	0.156
	0.162
	0.198

	Santander UK
	0.652
	0.704
	0.63


Source: Author’s calculations and Annual Financial Reports. Operating profit margin is calculated by using the formulas Operating Profit Margin = Operating Profit / Sales (excl VAT) and Operating Profit = Gross Profit – Operating Expenses
The results from measuring the operating profit ratio are similar to those of the gross profit margin. Again, RBS and Barclays improved their operating profit margins during the examined period, while HSBC, Lloyds and Santander UK showed a decline in their asset management performance. Only Santander UK is above the five banks` three years average of 0.3.
2. Efficiency ratios
The next set of ratios that needs thorough examinations are the efficiency ratios.  There are two of them with significant importance for this study – asset turnover and fixed asset turnover. 
A) Asset turnover ratio
The asset turnover ratio measures the value of a bank`s sales in comparison with its assets. This is a good indicator of how effectively a bank is using its assets in order to generate revenue. Higher ratio means that the bank is using its assets wisely and vice versa. It is often represented as a percentage. 
[bookmark: _Hlk43465742]Tab.4 Asset turnover ratio of five major UK banks as a percentage (2017-2019)
	
	2017
	2018
	2019

	HSBC
	2.53
	2.49
	2.62

	Lloyds
	4.22
	2.77
	5.08

	RBS
	1.81
	1.93
	1.97

	Barclays
	1.86
	1.87
	1.9

	Santander UK
	1.56
	1.6
	1.48


Source: Author’s calculations and Annual Financial Reports. Asset turnover is calculated by using the formula Asset turnover = Sales (excl VAT) / Total Assets
Lloyds asset turnover ratio is higher than the ratio of the other studied banks, which means that they are generating considerably high income compared with the assets on hand. RBS and Barclays` ratios are slightly improving over time, while HSBC and Santander don`t show significant movements on asset turnover ratio.
B) Fixed Asset turnover
Fixed asset turnover is another efficiency ratio that measures how efficiently a bank is using its fixed assets in order to generate sales. It is similar to the asset turnover ratio with the biggest difference being that only the fixed assets are used to calculate this ratio. Fixed assets are generally these assets, which can`t be converted quickly into cash. They include the amount of land, property, plant, equipment, furniture, and others. However, any accumulated depreciation should be subtracted. In most cases, a higher fixed asset ratio means the investments in fixed assets are managed well in order to generate revenue. 
[bookmark: _Hlk43465981][bookmark: _Hlk43992422]Tab.5 Fixed Asset turnover of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.246
	0.21
	0.237

	Lloyds
	0.855
	0.809
	1.447

	RBS
	0.191
	0.177
	0.187

	Barclays
	1.024
	1.002
	0.985

	Santander UK
	0.209
	0.168
	0.14


Source: Author’s calculations and Annual Financial Reports. Fixed Asset turnover is calculated by using the formula Fixed asset turnover = Sales (excl VAT) / Fixed Assets
The fixed asset turnover ratio is drawing slightly different picture compared to the asset turnover ratio. Apart from Lloyds which increased the ratio in 2019, the ratio did not change a lot for the rest of the banks in the given period.  It is worth noting Barclays` efforts to keep their income above the level of their fixed assets. RBS and Santander UK are keeping both of their asset turnover and fixed asset turnover ratios at very low levels.
3. [bookmark: _Hlk43466013]Capital adequacy ratio
According to Wang, Y. (2018) the capital adequacy ratio (CAR) measures the bank`s available capital, divided by risk-weighted credit exposure. The capital adequacy ratio is also called by its formula – capital to risk-weighted assets ratio (CRAR) is often used as an indicator for protecting bank depositors and to measure how effective the banks are. There are two types of capital that must be combined – Tier 1 and Trier 2. Capital in Tier 1 can sustain losses without the need of bank`s closure, while capital in Tier 2 can divert losses in case of liquidation and therefore it provides less protection for the depositors compared to Tier 1.  According to the regulations under Basel III, the total capital from Tier 1 and Tier 2 should be at least 8% of the total risk-weighted assets. The minimum capital adequacy ratio requirements are for 10.5% or a ratio of 0.105. 
Risk-weighted assets are calculated by examination of the existing bank assets and evaluating the risk for each one of them because every asset has different risk associated with it. When measuring the credit risk, adjustments have to be made to the total value of assets on the bank`s balance sheet. All of the loans issued by a bank have to be measured based on their risk. The credit risk is different in regard to whom is the bank lending money – if the loan is issued to the government the risk is weighted at 0%, if the receiver is another bank there is a 25% risk, 50% for companies and 100% for individual consumers. Risk-weighted assets are very important because they are being used to calculate the minimum amount of capital a bank must have in order to reduce the risk of bankrupt. The requirement for how much capital in Tier 1 and Tier 2 is determined on a risk assessment for each type of bank asset. 
[bookmark: _Hlk43466309][bookmark: _Hlk43466060]Tab.6 Capital adequacy ratio of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.145
	0.14
	0.147

	Lloyds
	0.212
	0.205
	0.183

	RBS
	0.28
	0.234
	0.239

	Barclays
	0.215
	0.207
	0.216

	Santander UK
	0.197
	0.203
	0.217

	Benchmark
	0.105
	0.105
	0.105


Source: Author’s calculations and Annual Financial Reports. Capital adequacy ratio is calculated by using the formula CAR = (Tier 1 capital + Tier 2 capital) / Risk-Weighted Assets 
All of the banks examined have their capital adequacy ratios above the benchmark of 10.5% with RBS, Barclays and Santander UK in the comfort zone of above 20%. Overall, the ratio stays the same for the given banks in the given period of time with an average of 0.203, almost double the requirements. 
4. [bookmark: _Hlk43466337]Liquidity ratios
A) [bookmark: _Hlk43466467]Liquidity coverage ratio
The liquidity coverage ratio, or LCR is used to measure the amount of assets with high liquidity owned by a bank, divided by the total net cash flow amount. This is a ratio of great importance, because a ratio of above 1, or 100% means that the banks are able to pay their short-term liabilities. Because of its importance, the ratio is used from the central banks and other regulators to conduct generic stress tests on commercial banks in order to predict the possibility of future market fluctuations. The ratio is used as a guarantee that the banks have the necessary capital to meet any short-term liquidity issues. The liquidity coverage ratio is an important part of the Basel Accord - a series of regulations created by The Basel Committee on Banking Supervision, or (BCBS). The Basel Committee is a group of 27 representatives from all major financial centres. The Basel Committee requires the banks to keep a high level of liquid assets and maintain a specific level of solvency, so they will resist the temptation of lending high amounts of short-term loans. According to Basel III, the banks are required to hold a certain amount of assets which are highly liquid and are enough to cover the net cash flow amount for a period of 30 days. This one month period was chosen from the Basel Committee because of its beliefs that in case of financial crisis or forced-major situations 30 days are enough for the governments and central banks to come with a rescue plan and save the situation. Therefore, in an event of a financial crisis or other major disruptions, the banks are having 30 days before they run out of money. This 30-day requirement serves also as an obligation for governments and central banks to step in and come with proper measures in order to mitigate the risks.
Tab.7 Liquidity coverage ratio of five major UK banks as a percentage (2017-2019)
	
	2017
	2018
	2019

	HSBC
	142
	154
	150

	Lloyds
	206
	234
	205

	RBS
	152
	158
	152

	Barclays
	154
	169
	160

	Santander UK
	120
	164
	142

	Minimum LCR required in %
	80
	90
	100


Source: Author’s calculations and Annual Financial Reports. The liquidity coverage ratio is calculated by using the formula LCR = High-quality liquid asset amount / Total net cash flow amount
All of the five researched banks` liquidity coverage ratios are well above the minimum required by Basel III for each year part of this study, which is a good indicator for their short-term liquidity abilities. However, all the five major banks in the United Kingdom are in decline of their liquidity coverage ratio in 2019 compared to 2018, therefore banks` management should examine this ratio more thoroughly in the quarters of 2020.
B) Current ratio
The current ratio, which is also called working capital ratio, is a liquidity ratio that is used to measure the ability of a bank to pay its short-term obligations. The current, or short-term obligations are those liabilities, which the bank must pay in the forthcoming year. The current ratio shows how a bank can increase its current assets on the balance sheet in order to meet its obligations. A current ratio of above 1 is considered acceptable, while a current ratio lower than 1 is a factor for concern. On the contrary, if the current ratio is higher than the sector`s average this is an indicator that the bank`s assets are not used very effectively, and more capital can be involved. The name of the ratio is self-explanatory – it measures only the current assets with current liabilities with no regard to any long-term obligations and assets.
Tab.8 Current ratio of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	1.066
	1.076
	1.082

	Lloyds
	1.078
	1.062
	1.052

	RBS
	0.958
	0.984
	0.98

	Barclays
	1.08
	1.072
	1.071

	Santander UK
	0.988
	0.97
	0.96


Source: Author’s calculations and Annual Financial Reports. The current ratio is calculated by using the formula Current ratio = Current Assets / Current Liabilities
Not all of the banks examined are keeping their current assets above their current liabilities. The mean ratio, however, is 1.032 with no major fluctuations during the researched period of time.
5. Leverage ratios
A) Leverage ratio
There are several ratios for measuring companies` abilities to meet their obligations. For the purpose of banking regulations, the Tier 1 leverage ratio is used more often and is called just a Leverage ratio when it is in regard to banks. The leverage ratio measures a bank`s Tier 1 capital in comparison with its total assets. It is prescribed under Basel III regulations. It is important because Tier 1 capital consists of assets which are highly liquid and can be easily turned into cash if a bank needs money in the event of a financial crisis. It is also used by central banks for stress tests to make sure the banks are having enough capital. The higher the ratio is, the higher the probability is that the bank will cushion any negative shocks and financial distress. 
Tab.9 Leverage ratio of five major UK banks as a percentage (2017-2019)
	
	2017
	2018
	2019

	HSBC
	5.6
	5.5
	5.3

	Lloyds
	5.4
	5.6
	5.2

	RBS
	5.6
	5.4
	5.1

	Barclays
	4.9
	5.1
	5.1

	Santander UK
	4
	4.5
	4.6

	Minimum LR required 
	3.25
	3.25
	3.25


Source: Annual Financial Reports. Leverage ratio is calculated by using the formula Leverage ratio = Tier 1 capital / total assets
One of the most important ratios for the purpose of this research, the minimum leverage ratio required by the regulators increased from 3% to 3.25% in 2017. All of the researched banks are above the requirements, and apart from Santander UK the rest of the banks inspected have their leverage ratios above 5 %. 
B) [bookmark: _Hlk43466952]Debt to equity ratio
The debt-to-equity ratio is another simple, but powerful tool in measuring a bank`s leverage. It is calculated by dividing a company’s total liabilities by its shareholder equity. The total liability and total equity can be found on the banks` financial statements. The ratio is used to calculate a bank`s financial leverage. It is an important indicator used in the corporate finance world. It shows how a bank is financing its operations – to what degree a debt is been used and to what degree a bank is using its own funds. It also measures the ability of shareholder`s equity to cover all liabilities in case of financial crisis or economic disruptions. 
The debt to equity and debt to asset ratios are also called gearing ratios. Considering that the debt to equity ratio indicates how much is a bank`s debt in relation to the total amount of its net assets, it is commonly used to measure how much a bank borrows as a means of leveraging its assets. If the debt to equity ratio is too high, it means more risk because the bank is financing its growth through debt.
When a bank uses a lot of debt to finance its growth, it can produce more earning that it will have produced without borrowing. If the leverage increases profits with amount higher than the amount used to cover the cost of debt (interest paid) than investors and shareholders are taking profits. The opposite is also true – if the cost of debt is higher than the generated income the investors will suffer, and the share values will decline. The cost of debt varies over time and places. It is an external factor the banks cannot control. The base interest rate is set by the central banks and reflects the current market conditions. Therefore, is hard to guess if borrowing will be profitable or not unless the interest rates are not fixed. 
The debt to equity ratio is heavily affected by changes in the long-term debt and assets because they are quite bigger compared to short term debt and assets. It is a useful ratio, but if investors want to check on a bank`s short-term leverage and whether the bank can meet its short-term obligations they should use other ratios as well. 
Tab.10 Debt to equity ratio of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	11.74
	12.17
	13.09

	Lloyds
	15.53
	14.89
	16.44

	RBS
	19.6
	13.93
	15.6

	Barclays
	16.17
	16.77
	16.36

	Santander UK
	18.42
	16.81
	16.59


Source: Author’s calculations and Annual Financial Reports. Debt to equity ratio is calculated by using the formula Debt to equity = Total Liability / Total Equity
Simple but efficient, the debt to equity ratio also remained relatively stable across the table above. The average ratio of the five banks for five years is 15.607, and only HSBC`s ratio is significantly lower than the rest. 
C) Debt to asset ratio
The debt to asset ratio is another indicator to measure a bank`s financial leverage. It shows how much of a bank`s total assets were financed by debt. It is calculated by dividing a bank`s liabilities by its total assets. 
Tab.11 Debt to asset ratio of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.922
	0.924
	0.929

	Lloyds
	0.94
	0.94
	0.94

	RBS
	0.951
	0.933
	0.94

	Barclays
	0.94
	0.94
	0.94

	Santander UK
	0.95
	0.94
	0.94


Source: Author’s calculations and Annual Financial Reports. Debt to asset ratio is calculated by using the formula Debt to Asset = Total Liability / Total Assets
The debt to asset ratio is 0.94 for four of the banks examined and 0.93 for HSBC. It didn`t show any fluctuations at the researched period and it didn`t change at all for most of the banks examined.
D) [bookmark: _Hlk43467426]Interest coverage ratio
The interest coverage ratio measures whether a bank has enough funds so it can pay interest on its outstanding debt. The interest coverage ratio is calculated by dividing a bank's earnings before interest and taxes (EBIT) during a given period by the bank's interest payments within the same period. It is often called “times interest earned”. It is used by investors and creditors to calculate in what risk is the bank in terms of financing its current debt or future borrowings. Like the mane suggests, the interest coverage ratio measures if a bank can cover its current interest payments from its earnings. The ratio calculates how safety it is for a bank to fund the interest on its debt during a given period of time. 
Normally every bank pays interest on time, the purpose of this ratio is to determine how easy this is. It is simple to calculate ratio – the bank`s earnings before interest and taxes are divided by its interest expenses for the same period. The higher the ratio, the better for the bank and vice versa – lower ratio means the bank is burdened by debt interest. If a bank`s interest coverage ratio is 1 or lower this is a matter of concern as it shows the interest payable is more than the gross earnings and therefore the ability of the bank to pay its interest expenses in under a question.
The banks need to have enough profit in order to meet their interest payments if they want to survive during times of economic crisis and financial distress. This is a very important factor for the investors and shareholders because if the banks are not able to pay its interest expenses this may leave to insolvency. When analysing the interest coverage ratio, it is important to examine it over a longer period of time. If the investors and shareholders are looking on a single number, they can understand the bank`s current financial situation, but if they want a clear view of the future position, they should look at more than one ratio. A good period of time for analysing the interest coverage ratio is a minimum three years. This period will give them better information if the ratio is actually improving, worsening or staying stable. Also, the ratios of different banks can be compared by investors and shareholders in order to determine what the best investment decision will be. 
When examining the interest cover ratio over a longer period of time one of the most important things to look at is the stability of the ratio. If the ratio is declining over time, it`s an early indicator that the bank may have some issues and may not be able to pay its loan expenses in the future. Although this ratio cannot predict banks` long-term financial situation in the future, it is a good indicator is assessing their short-term liquidity abilities.
Tab.12 Interest coverage ratio of five major UK banks (2017-2019)
	
	2017
	2018
	2019

	HSBC
	1.346
	1.04
	0.551

	Lloyds
	1.036
	2.018
	0.658

	RBS
	0.737
	0.899
	1.142

	Barclays
	0.935
	0.638
	0.72

	Santander UK
	0.864
	0.627
	0.386


Source: Author’s calculations and Annual Financial Reports. The interest coverage ratio is calculated by using the formula ICR = Earnings Before Interest and Taxes / Interest Expenses
Another important indicator for banks` performance, the interest coverage ratio shows a lot of movement for three years and it differs quite a lot among different banks. While RBS improved the ratio and Barclays showed a small decline, the ratio plummeted at HSBC, Lloyds and Santander UK. The table`s average ratio is 0.907, but it doesn`t reflect individual banks` performance. 
6. Profitability ratios
The next set of ratios examined are the profitability ratios. They are used to calculate a bank`s earnings in comparison to its expenses for a specific period of time. Generally speaking, is it better to compare those ratios over different periods and with other banks. A high ratio compared to previous periods or to other financial institutions shows that the bank is performing well.
A) Return on equity ratio
[bookmark: _Hlk43891552]The return on equity is probably the most important of all the financial ratios in the eyes of the investors in publicly owned institutions such as banks. It is simple, but very effective measurement. It calculates the return of funds invested into a bank. The net income after tax is divided by total equity. For a better understanding of the results, it is shown as a percentage as the numbers are often quite low. Net income or profit after tax can be found in banks` income statement, while the total equity is in the balance sheet. Obviously, the higher the ratio, the better the results as it means that the bank is using the investor's funds to create more profits. 
Tab.13 Return on equity ratio of five major UK banks as a percentage (2017-2019)
	
	2017
	2018
	2019

	HSBC
	6
	7.74
	4.52

	Lloyds
	7.43
	8.98
	6.29

	RBS
	4.28
	4.63
	8.72

	Barclays
	-1.09
	4.05
	5.11

	Santander UK
	8.03
	7.2
	4.58


Source: Author’s calculations and Annual Financial Reports. Return on equity ratio is calculated by using the formula ROE = Net income / Total equity
Barclays registered loss rather than profit after tax in 2017 mostly due to a loss of £m 2,195 from discontinued operations and that is the reason for their negative profitability ratios for 2017. The average ratio for the five chosen banks for the three chosen years is 5.765 with only Lloyds and RBS above the mean. It is worth noticing that Barclays and RBS managed to significantly improve their return on equity ratio, while it plummeted at Santander UK.
B) Return on assets ratio
The return on assets is another ratio of great significance. It measures how efficiently a bank is managing its assets and how it is using them in order to generate profit. It is calculated by dividing the net income after taxes with the average total assets. The average total assets are calculated by adding the total assets from the beginning of a given period to the total assets at the end of the given period and dividing them by 2. Net income after tax can be found in banks` income statement, while the amount of the total assets is in the balance sheet. It is often shown as a percentage for a better presence. Generally speaking, the higher the percentage, the better for the bank, because is showing that the bank is performing well in using its assets to generate income.
Tab.14 Return on assets ratio of five major UK banks as a percentage (2017-2019)
	
	2017
	2018
	2019

	HSBC
	0.485
	0.592
	0.331

	Lloyds
	0.448
	0.56
	0.369

	RBS
	0.198
	0.303
	0.536

	Barclays
	-0.061
	0.228
	0.295

	Santander UK
	0.422
	0.383
	0.259


[bookmark: _Hlk43740419]Source: Author’s calculations and Annual Financial Reports. Return on assets ratio is calculated by using the formula ROA = net income after taxes/ average total assets
It is not a surprise that the chosen banks` return on asset ratio follows the trend of a return to equity ratio. The results are similar – great improvement at Barclay's and RBS and decline with the rest. Again, only RBS and Barclays are above the table`s mean of 0.357.

Correlation analysis
In this chapter, the results from the ratios will be analysed by looking at any correlations between them. First, a descriptive analysis is been made. It provides a summary of the results from the observations. The mean and median variables are shown, and for better understanding of the results, the author has included the levels of standard deviation and dispersion. 
Tab. 15 Descriptive Statistics of the Variables
	
	Mean
	Median
	SD 
	Dispersion
	Observations

	Gross profit in £m
	24559
	21136
	17015
	28938
	15

	Gross profit margin
	0.222
	0.201
	0.081
	0.007
	15

	Operating Profit Margin
	0.3
	0.232
	0.196
	0.038
	15

	Asset turnover
	2.379
	1.93
	1.017
	1.033
	15

	Fixed asset turnover
	0.526
	0.237
	0.44
	0.194
	15

	Capital Adequacy Ratio
	0.203
	0.207
	0.038
	0.001
	15

	Liquidity Coverage Ratio
	164.1
	154
	29.29
	857.8
	15

	Current Ratio
	1.032
	1.062
	0.051
	0.003
	15

	Leverage ratio
	5.127
	5.2
	0.462
	0.214
	15

	Debt to equity ratio
	15.607
	16.17
	2.165
	4.688
	15

	Debt to assets ratio
	0.931
	0.94
	0.008
	<0.001
	15

	Interest Coverage Ratio
	0.907
	0.864
	0.396
	0.157
	15

	Return on Equity Ratio
	5.765
	6
	2.537
	6.434
	15

	Return on Assets ratio
	0.357
	0.369
	0.167
	0.028
	15



The correlation analysis measures the relationship between different variables and whether any changes in the value of one variable reflects changes in the other variable. A coefficient between 0 and 0.009 means there is no correlation between the variables, a coefficient from 0.1 to 0.299 shows weak correlation, and a coefficient between 0.3 and 0.499 is described as medium. A correlation of more than 0.5 is a strong correlation and if the number is negative, this is an indicator of the negative correlation. This means that if one of the variables goes in one direction, the other variable will go in the opposite direction.
Tab. 16 Correlation Coefficients
	
	GP
	GPM
	OPM
	AT
	FAT
	CAR
	LCR
	CR
	LR
	DER
	DAR
	ICR
	RER
	RAR

	GP
	1
	0.214
	-0.315
	0.228
	-0.097
	-0.814
	0.009
	0.636
	0.527
	-0.833
	-0.839
	0.341 
	0.195
	0.491

	GPM
	0.214
	1
	0.761
	-0.442
	-0.536
	-0.35
	-0.339
	-0.221
	-0.495
	-0.16
	0.131
	0.255
	0.531
	0.528

	OPM
	-0.315
	0.761
	1
	-0.479
	-0.521
	0.032
	-0.338
	-0.636
	-0.765
	0.275
	0.258
	-0.157
	0.341
	0.188

	AT
	0.228
	-0.442
	-0.479
	1
	0.592
	-0.344
	0.678
	0.475
	0.409
	-0.215
	-0161
	0.166
	0.24
	0.289

	FAT
	-0.097
	-0.536
	-0.521
	0.592
	1
	-0.005
	0.626
	0.603
	0.138
	0.162
	0.179
	0.066
	-0.243
	-0.274

	CAR
	-0.814
	-0.35
	0.032
	-0.344
	-0.005
	1
	0.042
	-0.603
	-0.077
	0.736
	0.764
	-0.099
	-0.172
	-0.403

	LCR
	0.009
	-0.339
	-0.338
	0.678
	0.626
	0.042
	1
	0.378
	0.462
	-0.057
	0.056
	0.485
	0.276
	0.246

	CR
	0.636
	-0.221
	-0.636
	0.475
	0.603
	-0.603
	0.378
	1
	0.415
	-0.52
	0.488
	0.278
	-0.167
	0.033

	LR
	0.527
	-0.495
	-0.765
	0.409
	0.138
	-0.077
	0.462
	0.415
	1
	-0.502
	-0.468
	0.4505
	0.021
	0.215

	DER
	-0.833
	-0.16
	0.275
	-0.215
	0.162
	0.736
	-0.057
	-0.52
	-0.502
	1
	0.958
	0.362
	-0.13
	-0.442

	DAR
	-0.839
	0.131
	0.258
	-0.161
	0.179
	0.764
	0.056
	-0.488
	-0.468
	0.958
	1
	-0.188
	-0.028
	-0.346

	ICR
	0.341
	0.255
	-0.157
	0.166
	0.066
	-0.099
	0.485
	0.278
	0.4505
	-0.362
	-0.188
	1
	0.422
	0.513

	RER
	0.195
	0.531
	0.341
	0.24
	-0.243
	-0.172
	0.276
	-0.167
	0.021
	-0.13
	-0.028
	0.422
	1
	0.941

	RAR
	0.491
	0.528
	0.188
	0.289
	-0.274
	-0.403
	0.246
	0.033
	0.215
	-0.442
	-0.346
	0.513
	0.941
	1



Results and Discussion
The empirical research is in line with the theoretical. The gross profit margin is in strong positive correlation with the operating profit margin and with both of profitability ratios – return on equity and return on assets ratio. It is in negative correlation with the leverage ratio and the efficiency ratios – asset turnover and fixed asset turnover. The operating profit margin is in negative correlation with most of the other ratios- current ratio, leverage ratio, and both the efficiency ratios - asset turnover and fixed asset turnover. Those efficiency ratios, on the other hand, are positively correlated only among each other and with the current ratio and the liquidity coverage ratios. The asset turnover ratio is also in medium correlation with the leverage ratio and returns on assets ratio. Capital adequacy ratio is in strong negative correlation with the current ratio and strong negative correlation with debt to equity and debt to asset ratios. The liquidity coverage ratio is in line with the rest, showing semi-strong positive correlation with the liquidity and interest coverage ratios. The current ratio showed similar results, being in semi-strong correlation with the liquidity ratio. An interesting fact is that the current ratio is experiencing negative correlation with debt to equity ratio, and positive correlation with the debt to asset ratio. The leverage ratio is in correlation with the rest of the ratios from the same group – strong negative with debt to equity and debt to current, and semi-strong positive with the interest coverage ratio. Apart from the above-mentioned connections, debt to equity and debt to asset ratios are in correlation only among themselves. Both are showing medium negative correlation with the return on assets ratio. Debt to equity ratio is also experiencing medium correlation with the interest coverage ratio. The interest coverage ratio by itself is in strong positive correlation with both profitability ratios – return on equity and return on assets ratios. And the profitability ratios with no surprise are very strongly correlated. 
The results are not very surprising. Like it was stated above in the theoretical part of the study, liquidity is a necessary condition for ensuring solvency. Although the terms “liquidity” and ”solvency” have a close meaning, they do not completely overlap. Liquidity is a static state showing how quickly a company's liquid assets cover its short-term liabilities at a given date. Solvency is usually determined over a period of time - week, month, quarter, year, etc. It shows the extent to which the enterprise is able to repay its financial obligations in the required terms and amounts. Many authors divide profitability into short-term and long-term. The presented liquidity ratios and additional characterize the profitability of the banks in the short term. The key financial ratios presented in this study are used to assess mainly long-term profitability.
Conclusions and Recommendations
The detailed knowledge of the various forms and sources for providing financial resources is a real prerequisite for increasing funding in its various forms. This, in turn, is a key condition for achieving a high standard of living and economic growth, which is a key issue for the British economy, especially after leaving the European Union. To the greatest extent, this finding refers to the importance of bank financing. Many theses, opinions and analyses are presented on the role of banks in economic development, all of which emphasize the support of the importance of lending as a major factor for economic development.
The prevailing view is that improving access to bank financing depends primarily on banks, which need to increase incentives to seek borrowed capital. The objective analysis requires the clarification that the banking institutions rather follow the economic subjects, when the business prospects are positive and vice versa. It would be too unrealistic to expect banking activity to rise at a time when markets do not provide reliable indications for short-term and medium-term sustainable stabilization, while consumer and business confidence remains low. This suggests that the importance of bank financing for economic development should not be absolute, but should be assessed through the objective and subjective circumstances and specific features of the external environment in which banks and their customers develop.
Another important aspect of banks' activity is their role in terms of the money supply. The main role in this process is played by the central bank, which with the legally established status of a banking regulator determines the goals and tools for conducting monetary policy. In this way, it influences the economic processes, but to a very large extent forms the overall market policy of the commercial banks. For this reason, serious attention is paid to the functions of the banking regulator not only in relation to its regulatory activity but also in connection with the conduct of a comprehensive monetary policy. 
The issue of financial security of investment and consumer demand is not limited to traditional bank financing. Although the financial resources are predominantly provided by banks, in the modern world some alternative forms of financing are developed. All these alternative forms of financing complement the traditional bank financing and find a successful market positioning in areas that, due to their specific features, very often remain outside the credit portfolio of commercial banks. This mostly refers to financing through venture capital, which is primarily aimed at the financial provision of high-risk innovative projects.

Limitations
There are several limitations which may impact the results and conclusions of this dissertation: 
· The research has been conducted over a very limited period of three years only;
· The research is limited to five British banks and although they are “the big five” in terms of total assets, it will reflect only a partial view of the overall performance of the British banking sector;
· The research is based mostly on secondary data rather than primary;
· The research is based on consolidated annual financial statements and balance sheets of the selected banks and author`s calculations, which may leave some grounds for errors;
· Although a thorough examination has been made over descriptive statistics and correlation analysis, the research is lacking a regression analysis.
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Appendix
[bookmark: _Hlk43739656]Tab.170. USD to GBP exchange rates
	Date
	USD / GBP

	31/12/2019
	0.76231

	31/12/2018
	0.78711

	31/12/2017
	0.74108



Tab.17 Total income of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	47,263 ($63,776)
	50,049 ($63,587)
	54,142 ($71,024)

	Lloyds
	34,237
	22,091
	42,356

	RBS
	13,133
	13,402
	14,253

	Barclays
	21,076
	21,136
	21,632

	Santander
	4,912
	4,534
	4,173


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports
[bookmark: _Hlk43715965]Tab.18 Total assets of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	1,868,830 ($2,521,771)
	2,013,520 ($2,558,124)
	2,069,780 ($2,715,152)

	Lloyds
	812,109
	797,598
	833,893

	RBS
	726,237
	694,235
	723,039

	Barclays
	1,133,248
	1,133,283
	1,140,229

	Santander
	314,765
	283,372
	281,702


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports
[bookmark: _Hlk43722344]Tab.19 Total fixed assets of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	192,082 ($259,192)
	238,510 ($303,020)
	228,238 ($299,405)

	Lloyds
	40,026
	27,294
	29,268

	RBS
	68,735
	75,906
	76,384

	Barclays
	20,586
	21,089
	21,954

	Santander
	23,462
	27,047
	29,889


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports
Tab.20 Total current assets of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	 1,676,748 ($2,261,979)
	 1,755,010 ($2,255,104)
	 1,841,542 ($2,415,747)

	Lloyds
	772,083
	770,304
	804,625

	RBS
	657,502
	618,329
	646,655

	Barclays
	1,112,662
	1,112,194
	1,118,275

	Santander
	291,303
	256,325
	251,813


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports and author`s calculations.
[bookmark: _Hlk43485043]Tab.21 Total current liabilities of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	1,572,700 ($2,122,172)
	 1,631,390 ($2,072,635)
	 1,701,930 ($2,232,611)

	Lloyds
	716,239
	725,574
	765,146

	RBS
	686,065
	628,256
	659,857

	Barclays
	1,029,910
	1,037,583
	1,044,460

	Santander
	294,898
	264,169
	262,340


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports and author`s calculations.
Tab.22 Interest expenses of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	(9450) (-$12,819)
	(15050) (-$19,120)
	(18473) (-$24,233)

	Lloyds
	(5,094)
	(2,953)
	(6,681)

	RBS
	(2,047)
	(2,393)
	(3,328)

	Barclays
	(3,786)
	(5,479)
	(6,049)

	Santander
	(2,102)
	(2,463)
	(2,625)


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Author’s calculations and Annual Financial Reports. 

[bookmark: _Hlk43739776]Tab.23 Total net income after tax of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	8,803 ($11,879)
	11,826 ($15,025)
	6,638 ($8,708)

	Lloyds
	3,649
	4,506
	3,006

	RBS
	1,508
	2,151
	3,800

	Barclays
	(720)
	2,583
	3,354

	Santander
	1,302
	1,146
	733


 
*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  
Source: Annual Financial Reports
Tab.24 Average total assets of five major UK banks in £m (2017-2019)
	
	2017
	2018
	2019

	HSBC*
	1,814,440 ($2,448,379)
	1,999,220 ($2,539,948)
	2,007,640 ($2,633,638)

	Lloyds
	814,951
	804,854
	815,746

	RBS
	762,026
	710,236
	708,637

	Barclays
	1,173,187
	1,133,266
	1,136,756

	Santander
	308,638
	299,069
	282,537


 
[bookmark: _Hlk43740588][bookmark: _Hlk43740527]*HSBC data is in millions of USD on the annual statements. USD are been converted to GBP using official Bank of England exchange rates on the corresponding dates.  Average total assets are calculated by using the formula ATA = ( Total assets in the beginning + Total assets in the end ) / 2
Source: Annual Financial Reports
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