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[bookmark: _Toc239076644]Abstract
This study evaluates the influence of macroeconomic factors (interest rate, inflation rate, GDP growth) and corporate governance factors (board size, board independence) on the profitability of UK banks, including HSBC, Barclays, Lloyds, and NatWest Bank. This research covers 2016 to 2025 as the research period and uses ROA to measure banks’ profitability. 
This research uses a quantitative method and relies solely on secondary data. Secondary data were collected from reputable sources such as annual reports from banks' websites, relevant journals, and other official sources. The study used 40 observations from four banks over a ten-year period. The study used Microsoft Excel to run regression analyses examining the relationship between each independent variable and bank profitability.
The results show that interest rates and inflation are positively related to ROA. They show some evidence of an effect at the 10% significance level, with p-values of 0.066 and 0.098. However, they are not significant at the 5% level. GDP growth has almost no relationship with ROA and is not statistically significant. Board size has a small negative relationship with bank profitability, while board independence has a positive relationship. However, both of these results are also not statistically significant.
So, the findings suggest that the selected macroeconomic and corporate governance factors had a limited influence on the profitability of the four major UK banks during 2016–2025. Interest rates and inflation showed positive relationships with ROA and were significant at the 10% level, but not at the 5% level. On the other hand, GDP growth, board size, and board independence did not show statistically significant relationships with ROA. The findings suggest that macroeconomic factors, interest rates, and inflation may influence bank profitability, while the corporate governance factors examined in this study showed limited evidence of influence.
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The main aim of this research is to evaluate the influence of macroeconomic factors and corporate governance on the profitability of major UK commercial banks from 2016 to 2025.

[bookmark: _Toc239076653]Research Objectives

· To achieve the research aim, the following objectives have been developed:
· To evaluate the effect of inflation on the profitability of major UK commercial banks.
· To evaluate the effect of interest rates on the profitability of major UK commercial banks.
· To evaluate the effect of GDP growth on the profitability of major UK commercial banks.
· To evaluate the effect of board size on the profitability of major UK commercial banks.
· To evaluate the effect of board independence on the profitability of major UK commercial banks.
· To evaluate the overall influence of macroeconomic and corporate governance factors on the profitability of major UK commercial banks during the period 2016–2025.

[bookmark: _Toc239076654]Research Question

Do macroeconomic factors and corporate governance influence the profitability of major UK commercial banks?















[bookmark: _Toc239076655]Background of the study
The banking industry in the United Kingdom is important because it plays a crucial role in providing financial services and supporting the UK economy. Banks provide different types of loans, accept deposits, and help money move in the economy. 
Several factors can influence bank profitability. Some factors come from the economic environment, while others come from within the bank itself. Previous research has shown that both macroeconomic conditions and bank-specific characteristics can influence bank profitability (Athanasoglou, Panayiotis P., 2005; Dietrich, 2011). However, these factors may affect bank profitability differently across countries, banks, and time periods.
Macroeconomic conditions are important because banks are affected by changes in the economy. Factors such as inflation, interest rates, and GDP growth can affect how banks operate and make profit. For example, interest rate changes can affect the interest banks earn on loans and the interest they pay on deposits. Inflation can raise costs and change how people spend and borrow. GDP growth can also affect the demand for loans and customers’ ability to repay them. So, changes in these economic factors can affect bank profitability.
Corporate governance can also affect bank performance. Banks handle large amounts of money and face different financial risks, so good management and control are important. The board of directors helps to monitor management, manage risks, and make important decisions. Board size and board independence are two important parts of corporate governance. A well-structured board may help a bank make better decisions and monitor management more effectively. Agency theory also suggests that good corporate governance can help reduce conflicts between managers and shareholders (Michael C. Jensen, 1976).
The UK is a good place to study these relationships because the banking sector has gone through many economic changes in recent years. Between 2016 and 2025, the UK faced Brexit uncertainty, the COVID-19 pandemic, high inflation and major changes in interest rates. All of these created a challenging environment for banks. For example, interest rates were very low for several years but later increased when the Bank of England took action to reduce high inflation. These changes may have affected how banks lend money, manage their costs, earn income, and make profits.
Many previous studies have looked at the factors that affect bank profitability. Athanasoglou (2005) found that profitability can be affected by the bank itself, the banking industry, and the wider economy (Athanasoglou, Panayiotis P., 2005). Dietrich and Wanzenried (2011) also found that both internal and external factors can influence bank profitability (Dietrich, 2011). In addition, Liang (2013) studied corporate governance and found that the structure of a bank's board can be linked to its performance (Qi Liang, 2013). These studies provide useful information, but they do not always reach the same conclusions. This suggests that the factors affecting bank profitability may work differently across countries, banks, and time periods.
More research is still needed because the factors that affect bank profitability may not work the same way in every country or during every period. Previous studies have examined different countries, banks, and economic conditions, so their findings are not always consistent. This is especially relevant for the UK because the country went through several major economic changes between 2016 and 2025, including Brexit, the COVID-19 pandemic, high inflation, and major changes in interest rates. Studying this period can therefore help explain how these changing conditions were linked to the profitability of UK banks.
This study focuses on four major UK banking groups: HSBC, Barclays, Lloyds Banking Group and NatWest Group. It looks at a ten-year period from 2016 to 2025 and uses Return on Assets (ROA) to measure bank profitability. The study considers three economic factors, these are inflation, interest rate and GDP growth and two corporate governance factors these are board size and board independence. Examining these factors together provides a broader picture of what may influence bank profitability. Economic conditions can change the environment in which banks operate, while corporate governance can affect how banks are managed and how decisions are made. Looking at both areas in the same study can therefore provide a better understanding than focusing on only one side.
So, this research aims to provide recent evidence on the factors that may influence the profitability of major UK banks. The period from 2016 to 2025 is particularly useful because it includes both stable and difficult economic conditions. The findings may help improve our understanding of UK bank profitability and may also be useful for bank managers, investors, policymakers and future researchers.
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The banking sector is the most important in the United Kingdom, playing a crucial role in the UK's economic development by providing loans, accepting deposits, and offering a range of services to individual and business customers. So, banking profitability is also a crucial factor because if a bank is profitable, it is financially stable and can provide loans to individuals and businesses, helping stabilize the United Kingdom’s economy.
A bank's profitability depends on both internal and external factors. External factors are called macroeconomic factors; these are GDP growth, interest rates, inflation, and exchange rates (Athanasoglou, Panayiotis P., 2005). Any change in macroeconomic factors can affect banks' activities like borrowing, lending, and investment, and this can influence the overall financial performance of banks (Athanasoglou, Panayiotis P., 2005). If economic growth is high, that means individuals and businesses are more likely to borrow money, and this can boost banks' profitability (European Central Bank, 2005). Inflation can affect bank profitability because higher inflation may increase operating costs and reduce customers' ability to repay loans (Andreas, 2011). Interest rates are also an important factor because they directly influence the income banks earn from loans and other financial services. This study focuses on three key macroeconomic variables GDP growth, inflation, and interest rates to examine how changes in the UK macroeconomic environment influence the profitability of major UK commercial banks. By analyzing HSBC, Barclays, Lloyds Banking Group, and NatWest Group over the period 2016–2025, this research aims to determine whether these macroeconomic factors have a significant effect on banks' Return on Assets (ROA), which is used as the measure of profitability.
Apart from macroeconomic factors, corporate governance also has a significant role in a bank's profitability. Corporate governance refers to the rules, regulations, practices, & principle that are used to run a company or bank (David W Duffy , 2025). Good corporate governance will help banks make faster, better decisions, manage risk, improve transparency, and protect the interests of shareholders and stakeholders. Corporate Governance factors such as board size, board independence, and CEO duality can affect banks' performance and profitability. A large board may provide more knowledge, expertise, and experience, helping to make better decisions, and independent directors can monitor management more effectively. CEO duality refers to the same person holding different roles in the same organization, such as CEO and chairman. CEO duality can negatively affect decision-making, and this can lead to overall bank profits decreasing (Aktas, et al., 2019).
The UK banking sector has experienced several major economic events over the years, such as the 2008 global financial crisis, Brexit, and the COVID-19 pandemic. Because of these events, the UK’s inflation and interest rates rose, and as a result, the UK banking industry experienced a decline in profits at that time. Also, these events have had a significant impact on the banking industry and have changed the way banks operate, manage risks, and generate profits (Al-Qaraleh, 2023). The 2008 Global Financial Crisis caused severe financial problems for many banks, leading to large losses, reduced lending, bank failures, and increased regulatory oversight (Bank of England, 2014). After the financial crisis, UK banks had to strengthen their capital positions, improve risk management practices, and comply with stricter banking regulations to enhance financial stability (Bank of England, 2014). Brexit created economic uncertainty, affected trade and investment, and increased operational challenges for financial institutions operating between UK and European Union markets (Richard Partington, 2026).
The COVID-19 pandemic also created major challenges for banks, as many individuals and businesses faced financial difficulties that increased credit risk and reduced economic activities, which eventually led to a decrease in overall bank profitability (Demirgüç-Kunt, et al., 2021).
In recent years, inflation and interest rates have had a major impact on UK banks' profitability. When inflation increases, the price of goods and services goes up, which can reduce consumers' spending power and increase business costs (Bank of England, 2026). At the same time, the central bank often increases interest rates to control inflation. Higher interest rates can increase borrowing costs for individuals and businesses, potentially reducing demand for loans. However, higher interest rates can also improve banks' net interest margins because banks may earn more income from lending activities. Changes in interest rates also influence saving behavior, as people may save more when deposit rates increase (J.B. Maverick, 2026). Therefore, fluctuations in inflation and interest rates can affect loan demand, deposit levels, borrowing costs, credit risk, and overall bank profitability. Understanding these macroeconomic factors is important because they play a major role in determining the financial performance of banks in the UK.
Research has shown that both macroeconomic factors and corporate governance play important roles in determining bank profitability. Macroeconomic factors such as inflation, interest rates, and economic growth can directly affect banking activities. For example, high inflation can increase operating costs and reduce customers' purchasing power, and changes in interest rates can influence borrowing and saving behavior. Economic growth can also affect the demand for loans and other banking services. As a result, changes in these economic conditions can significantly affect a bank’s income, costs, and overall profitability. At the same time, corporate governance is also important because it helps banks make better decisions, manage risks more effectively, improve transparency, and ensure that management acts in the best interests of shareholders and other stakeholders. Strong governance structures can help banks avoid excessive risk-taking and improve operational efficiency, which can lead to better financial performance (Al-Qaraleh, 2023).
Therefore, understanding how macroeconomic factors and corporate governance influence the profitability of UK banks matters to many groups, including researchers, policymakers, investors, regulators, and bank managers. This understanding can help banks develop better strategies, improve risk management practices, make more informed decisions, and respond effectively to changes in the economic environment. It can also help policymakers and regulators create policies that support financial stability and sustainable economic growth. Ultimately, a better understanding of these factors can contribute to improving the long-term performance, competitiveness, and stability of the UK banking sector (Al-Qaraleh, 2023).
This study examines the influence of selected macroeconomic factors and corporate governance variables on the profitability of UK banks. The study will use Return on Assets (ROA) as the measure of profitability and analyze how inflation, interest rates, exchange rates, GDP growth, board independence, CEO duality, and board size affect bank performance. The research objectives are to examine how macroeconomic factors and corporate governance variables affect UK banks' profitability. It also aims to study their combined impact on bank performance. By using data from HSBC, Barclays, Lloyds Banking Group, and NatWest Group for the period 2016–2025, this study will provide updated evidence on the main factors that influence the profitability of UK banks.
The United Kingdom has one of the largest and most developed banking sectors in the world. Banks play a major role in the UK economy by helping people save money, borrow money, and make payments (Bank of England, 2025). 
[image: ]
Infographic: What do banks do (Bank of England, 2025).
Banks also provide loans and other financial services to individuals and businesses, which helps to support overall United Kingdom economic development. Also, banks help governments and financial markets by facilitating transactions and providing financial stability. For these reasons, the banking sector is considered a major part of the UK financial system and overall economy (Bank of England, 2025).
The UK has a long and strong history of banking and financial services, and London is known as a leading global financial hub. It is home to major national and international banks, financial institutions, insurance companies, and investment firms. UK banks provide a wide range of services, including savings accounts, loans, mortgages, payment services, wealth management, and business financing. In addition, the financial services industry makes a significant contribution to the UK economy through employment, tax revenue, international trade, and economic growth. The strength and global reputation of the UK banking sector have helped establish the country as one of the world's most important centers for banking, insurance, investment, and other financial services (Hutton, 2024).




Infographic: Types of banks (Jenal Mehta, 2022).

The UK banking industry has several different types of banks, such as Retail banks that provide financial services directly to individuals and households. These services include savings accounts, current accounts, loans, mortgages, debit and credit cards, and commercial banks, which provide business loans, trade finance, and other financial services. On the other hand, investment banks are responsible for mergers, acquisitions, trading, and corporate finance (Jenal Mehta, 2022).
Some of the biggest banks in the United Kingdom are HSBC Holdings, Barclays, NatWest Group, and Lloyds Banking Group (Statista Research Department, 2025). Currently, they offer many financial services to banking consumers, including savings accounts, mortgages, personal and business loans, insurance, investment services, and wealth management services.

[image: ]
Infographic: Top 4 banks in the UK based on the group assets (Gert Svaiko, 2025).
The United Kingdom's banking industry makes a major contribution to the national economy. The financial and insurance services contributed around 208.2 billion pounds in 2023, which is around 8.8% of the total UK economic output (Hutton, 2024). The UK banking sector has also contributed to employment because this sector creates a large number of jobs. The UK financial sector was the 4th largest out of Organization for Economic Cooperation and Development (OECD) countries in terms of the proportion of national economic output it generates in 2023 (Hutton, 2024). 
The UK bank is a financial intermediary, meaning it collects deposits from savers and provides loans to borrowers. By doing this, banks help allocate financial resources efficiently in the economy. The United Kingdom exports more than it imports of its financial services. In 2023, the value of financial service exports reached £91.8 billion, compared with imports of £18.6 billion. As a result, the UK recorded a financial services trade surplus of £73.2 billion (Hutton, 2024).
Profitable banks are generally more stable and better able to support economic growth, and profitable banks can help to build stronger capital reserves, improve consumer service, and support overall economic growth (Klein & Weill, 2022). On the other hand, a weak bank cannot perform well and is not able to support economic growth. Therefore, understanding factors that influence banks' profit has become important to make a bank continuously profitable.
The UK banking sector has faced several major challenges over the past few years, such as the 2008 global financial crisis, COVID-19, and BREXIT. The 2008 financial crisis began in the United States housing market, and it quickly spread across the global financial system. Many banks experienced losses in this crisis, showing the weakness of risk management, corporate governance, and financial regulations (Jack, 2008). Similarly, on COVID-19, UK banks have faced many challenges, the lockdown slowed down the economic activities, raised concerns for loan defaults, and many more (Darwish & Bayyoud, 2023).
COVID-19 Pandemic
Lockdowns 

Reduced Business Activities
Lower Consumer Spending

Financial Difficulties

Increased Loan Repayment Risks

Higher Non-Performing Loans (NPLs)

Reduced Bank Profitability

Greater Financial Uncertainty

Challenges for UK Banks
Flowchart: COVID-19 challenges in the UK banks (Darwish & Bayyoud, 2023).
Corporate governance has become increasingly important in the banking sector since the financial crisis. If a bank has good corporate governance practices, this will help ensure that management decisions are made responsibly. Corporate governance factors such as board independence, board effectiveness, transparency, and accountability can help to improve the overall decision-making process, and better decisions lead to overall profitability. So, to ensure that banks maintain their profitability and financial stability, good corporate governance practice is required (Mülbert, 2010).
Economic factors such as inflation, interest rates, economic growth, and unemployment can affect loan demand, borrowing, and repayment capabilities, and these could hit the bank's profitability (Sarkar & Rakshit, 2023). For example, higher interest rates can influence banks' interest income; on the other hand, they can also reduce loan demand and increase loan default rates. So, banks must continuously adapt their strategies to changing macroeconomic conditions.
Despite recent economic challenges, the UK banking sector has remained stable and strong. According to the Bank of England Financial Stability Report, the UK banking system has strong capital levels, good liquidity, and stable funding sources, and banks are running their regular banking operations smoothly (Bank of England, 2025).
Banks earn profits mainly by becoming financial intermediaries between savers and borrowers. Banks collect deposits from consumers and provide loans to borrowers, who can be individuals or businesses. The main source of banks' profit is net interest income. Interest income refers to the money banks earn by lending money to borrowers (CFI Team, 2020). Banks collect money from depositors and pay them low interest, and by using this money, banks provide loans to individuals and businesses at higher interest rates. So, if the interest rate fluctuates, the bank's profitability will be affected.
Depositors’ money in Banks
Depositors deposit money in banks




Provide low interest
on deposits


BANK


Use this money and provides loans to individuals and businesses



Profit


Generate Interest Income
Take higher interest from lenders




Model: Banks Generating Interest Income (CFI Team, 2020).
Note: The model is developed by the author.





Banks also generate their earnings from fees and commissions. Banks offer different types of services, such as opening an account, credit and debit card services, and charge an account maintenance fee for earnings and profits (CFI Team, 2020).

Fee based income


Non-interest income from fees

     
Banking services fees




Accounts fees
Card related fees


Credit card Fees



Flowchart: Non-interest income from fees (CFI Team, 2020).
Note: The flowchart is developed by the author.





Another source of income comes from investment activities. Banks invest in government securities, corporate bonds, shares, and other financial instruments.
Investment activities



Merger and Acquisition Advisory
Underwriting services

Sales and trading services



Flowchart: Banks generate profits through investment activities (CFI Team, 2020).
Note: The flowchart is developed by the author.

However, profitability is not guaranteed. Banks face various risks, such as credit risk, market risk, liquidity risk, and operational risk (CFI Team, 2020). If borrowers fail to repay loans, banks may suffer financial losses, and economic downturns, high inflation, and financial crises can also reduce profitability by increasing loan defaults and lowering lending activities. So, bank profitability depends on both the ability of banks to generate income and their ability to manage risks effectively, and strong corporate governance and favorable macroeconomic conditions can help banks maintain stable profits and improve long-term performance (CFI Team, 2020). Although many studies have examined the factors affecting bank profitability, up-to-date research on the UK banking sector remains needed. This study addresses that need by examining the influence of selected macroeconomic factors and corporate governance variables on the profitability of HSBC, Barclays, Lloyds Banking Group, and NatWest Group from 2016 to 2025. The findings will provide a clearer understanding of the key factors influencing the profitability of UK banks.
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[bookmark: _Toc239076658]Introduction 
The UK banking sector plays a significant role in supporting economic growth by providing financial services. Profitable banks are generally better able to manage financial risks and contribute to the overall stability of the financial system. But a bank's profitability can be influenced by macroeconomic and corporate governance factors. Therefore, understanding these factors has become increasingly important due to changes in the economic environment and growing expectations for effective corporate governance.
Previous studies have examined various factors of bank profitability, with particular attention to macroeconomic factors such as inflation, interest rates, and gross domestic product GDP growth, as well as corporate governance factors such as board size and board independence and many studies report that these variables significantly influence financial performance, but the findings are often inconsistent. Some researchers suggest that inflation and higher interest rates improve bank profitability by increasing banks' net interest margins (Borio, et al., 2017). On the other hand, others argue that they reduce profitability by increasing operating costs, credit risk, and loan defaults (Athanasoglou, Panayiotis P., 2005). At the same time, evidence regarding the impact of board size and board independence remains mixed, with some studies reporting positive relationships. (Adams & Mehran, 2012). On the other hand, others identify negative effects due to coordination problems and slower decision-making in larger or more independent boards (Yermack, 1996).
Most previous studies have examined only one set of factors affecting bank profitability. Some studies focused on macroeconomic factors, such as inflation, interest rates, and GDP growth (Athanasoglou, Panayiotis P., 2005). Other studies focused on corporate governance factors, such as board size and board independence (Adams & Mehran, 2012). But very few studies have examined how both groups of factors together affect the profitability of UK banks over the last ten years (2016-2025). Also, the economy has changed a lot since the COVID-19 pandemic. Inflation and interest rates have increased, creating new challenges for banks. So, there is a need for more recent research on this topic.
So, this literature review examines previous studies on the relationship between macroeconomic factors, corporate governance, and bank profitability. It explains the main theories used in this study and reviews findings from both UK and international research. It also compares different findings, identifies the research gap, and shows why this study is needed. Finally, this literature review provides the foundation for the research hypotheses and the data analysis in the following chapters.
[bookmark: _Toc239076659]Agency Theory
Agency Theory was developed by Michael C. Jensen and William H. Meckling in 1976. It is one of the most important theories for explaining corporate governance and business performance. The theory explains the relationship between shareholders, who own the company, and managers, who are responsible for running the company. According to Agency Theory, managers do not always make decisions that are best for shareholders. Sometimes, they make decisions that benefit themselves, such as earning higher pay, keeping their jobs, or avoiding risky decisions. This difference in interests can create conflicts between shareholders and managers. These conflicts are called agency problems (Michael C. Jensen, 1976).
To reduce these conflicts, companies use corporate governance to monitor managers and ensure they act in shareholders' best interests. Corporate governance includes independent directors, audit committees, executive pay policies, shareholder monitoring, and rules set by regulators (Vishny, 1997). Among these, the board of directors is very important. The board monitors managers, approves major decisions, makes sure the company follows rules, and protects shareholders' interests (Adams & Mehran, 2012).
Agency Theory is important in the banking industry because banks operate in a complex, highly regulated environment. Banks manage customers' money, provide loans, and face many financial risks. If corporate governance is weak, banks may take on excessive risk, make poor lending decisions, or face financial losses. The Financial crisis of 2007–2008 showed that poor corporate governance was one reason many banks took excessive risks. This shows that strong boards and good corporate governance are important for keeping banks stable and reducing financial risk (OECD, 2010).
In this dissertation, Agency Theory provides the theoretical foundation for examining the relationship between corporate governance variables and bank profitability. The first governance variable is board size, which refers to the total number of directors serving on a company's board. Agency Theory suggests that a larger board may improve monitoring because it provides a wider range of knowledge, expertise, and professional experience. Directors with different backgrounds can contribute diverse perspectives, strengthen oversight, and improve decision-making, potentially leading to better financial performance (Adams & Mehran, 2012).
However, Agency Theory also recognizes that excessively large boards may reduce governance effectiveness. As board size increases, communication becomes more difficult, coordination costs rise, and decision-making may become slower. Larger boards may also experience free-rider problems, where some directors contribute less because responsibility is shared among many members. Consequently, several researchers argue that beyond a certain point, increasing board size may reduce organizational efficiency and negatively affect profitability (Yermack, 1996). These different views explain why previous studies have found mixed results about the relationship between board size and financial performance.
The second corporate governance variable in this study is board independence. Board independence means the percentage of independent non-executive directors on the board. Independent directors are not involved in the company's daily work. They also do not have close business or personal relationships with the company that could affect their decisions. According to Agency Theory, independent directors help improve corporate governance. They monitor managers, question important decisions, reduce conflicts of interest, and protect shareholders' interests. Because they are independent, they can make fair decisions and improve transparency, accountability, and decision-making (Adams & Mehran, 2012).
Board independence is especially important in banks because banks work in a highly regulated environment and face many financial risks. Independent directors help banks follow rules, monitor risks, and reduce excessive risk-taking. As a result, good board independence may improve bank profitability by strengthening corporate governance and increasing stakeholder confidence (Adams & Mehran, 2012).
However, previous studies have reported different findings. Some studies have found that larger boards and more independent directors improve profitability by providing better monitoring and stronger corporate governance (Adams & Mehran, 2012). On the other hand, other studies found little or no relationship, while some found a negative relationship. These studies suggest that the effect of corporate governance depends on factors such as the organization's size, the country's regulations, how the board functions, and the company type (Yermack, 1996). So, the relationship between corporate governance and bank profitability is more complex than Agency Theory suggests (Benjamin E. Hermalin, 2003). Agency Theory is widely used, but it has some limitations. First, the theory assumes that managers mainly work for their own benefit and always need monitoring. But many managers also care about their professional ethics, their organization, and its long-term success. Second, the theory mainly focuses on shareholders and managers. It gives less attention to other important stakeholders, such as customers, employees, regulators, and society. This is an important limitation because banks affect many different groups. Finally, Agency Theory gives little attention to macroeconomic factors such as inflation, interest rates, and economic growth. These factors can also affect bank profitability.
Despite these limitations, Agency Theory is the most suitable theory for this dissertation. It explains how corporate governance can affect business performance. It also provides a good foundation for examining whether board size and board independence affect the profitability of UK banks. When Agency Theory is used alongside macroeconomic factors, it provides a strong framework for this study, covering the period from 2016 to 2025.

[bookmark: _Toc239076660]Literature on Bank Profitability 
Bank profitability is one of the most important measures of a bank's financial performance. It shows how well a bank uses its resources to earn profit while remaining financially stable. A profitable banking sector also supports economic growth. It helps banks provide more loans, improves financial services, and increases the confidence of investors, customers, and regulators (Athanasoglou, Panayiotis P., 2005).  Many researchers use many different measures to evaluate bank profitability. The most common measures are Return on Assets (ROA), Return on Equity (ROE), and Net Interest Margin (NIM). In this study, Return on Assets (ROA) measures bank profitability. ROA shows how efficiently a bank uses its total assets to generate profit. It is calculated by dividing net profit after tax by average total assets. On the other hand, ROE, which only measures return for shareholders, ROA considers all of the bank's assets. This makes ROA more suitable for banks because assets are an important part of their business. For this reason, many previous studies have used ROA to measure bank profitability (Athanasoglou, Panayiotis P., 2005).
According to Athanasoglou (2005), bank profitability is affected by both internal and external factors. Internal factors include management quality, operating efficiency, capital adequacy, liquidity, credit risk, asset quality, and corporate governance (Athanasoglou, Panayiotis P., 2005). External factors include inflation, interest rates, GDP growth, exchange rates, government regulations, and overall economic conditions. Their study showed that no single factor can explain bank profitability. Instead, bank profitability is affected by the combined effect of many internal and external factors.
Similarly, Berger (1995) explained that bank profitability depends on how well managers use the bank's resources, control operating costs, and manage financial risks (Berger, 1995). Good management helps banks earn higher profits while maintaining enough liquidity and capital. On the other hand, poor management can increase costs, reduce loan quality, and lower financial performance. These findings show that good management is important for improving bank profitability and financial performance.
Macroeconomic factors also affect bank profitability. When the economy grows, businesses expand, people spend more money, and the demand for loans usually increases. This helps banks earn more interest income. But during an economic slowdown, more borrowers may fail to repay their loans, and fewer people apply for credit. As a result, bank profitability may decrease. Inflation and interest rates can also affect banks by changing operating costs, borrowing and lending costs, and interest income (Athanasoglou, Panayiotis P., 2005). These factors are external because banks cannot control them.
Corporate governance is another important factor that affects bank profitability. Good corporate governance helps monitor managers, improves accountability, reduces conflicts of interest, and supports better decision-making (Vishny, 1997). Previous studies suggest that factors such as board size and board independence can improve financial performance by providing better monitoring of managers. (Adams & Mehran, 2012). But previous studies have reported different findings. Some found that good corporate governance improves profitability, while others found little or no effect, or even a negative effect (Yermack, 1996). These different findings suggest that the effect of corporate governance depends on the country's regulations, the organization, and how the board operates.
After the global financial crisis of 2007–2008, many researchers realized that bank profitability should not be judged only by profit. Risk management and corporate governance are also important. Banks may earn high profits in the short term by taking too much risk, but this can lead to large losses during financial crises. Recent studies show that bank profitability should be examined together with corporate governance, regulatory compliance, and macroeconomic factors to understand bank performance better (Kirkpatrick, 2009).
Although many studies have examined the factors that affect bank profitability, some research gaps still exist. First, many studies focus only on bank-specific factors or only on macroeconomic factors instead of examining both together. (Athanasoglou, Panayiotis P., 2005). Second, many previous studies use data from developing countries or compare different countries. Because of this, the findings may not fully apply to UK banks. Third, only a few studies have examined the combined effect of macroeconomic factors and corporate governance on the profitability of major UK commercial banks over the last ten years. This period includes important events such as the COVID-19 pandemic and the sharp rise in inflation and interest rates.
So, this study examines how three macroeconomic factors (inflation, interest rates, and GDP growth) and two corporate governance factors (board size and board independence) affect the profitability of four major UK banks from 2016 to 2025. This study uses Return on Assets (ROA) to measure bank profitability because it shows how well a bank uses its assets to make profit. ROA is also widely used in previous studies. This research examines both macroeconomic and corporate governance factors together to provide updated evidence on the factors that affect the profitability of UK banks
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Inflation means a continuous increase in the prices of goods and services over time. As prices increase, the value of money falls, and people can buy fewer items and services. Inflation is an important macroeconomic factor because it affects consumer spending, business investment, interest rates, and the banking sector. For banks, inflation can affect lending, operating costs, loan demand, customer deposits, and credit risk. Because of this, many researchers have studied how inflation affects bank profitability (Athanasoglou, Panayiotis P., 2005).
Some studies suggest that moderate and expected inflation can increase bank profitability. According to Athanasoglou (2005), banks can benefit if they know that inflation will increase (Athanasoglou, Panayiotis P., 2005). They can raise loan and deposit interest rates at the right time. If loan interest rates increase faster than costs, banks can earn more interest income. As a result, bank profitability may increase. This shows that good planning and pricing can help banks earn higher profits during periods of moderate inflation.
However, other researchers found that high or unexpected inflation can reduce bank profitability. When inflation increases quickly, banks have to pay higher operating costs. For example, staff salaries, technology costs, and office expenses may increase. So, some customers may find it difficult to repay their loans. This can increase the number of bad loans. As a result, banks may lose money and earn lower profits. If banks do not expect inflation, they may not increase loan interest rates quickly enough. This can also reduce profitability (Athanasoglou, Panayiotis P., 2005).
Previous studies have reported different findings. Athanasoglou (2005) found that expected inflation can improve bank profitability if banks manage it well. However, Andreas (2010) found that difficult economic conditions can reduce bank profitability (Andreas, 2011). These findings show that inflation's effect is not always the same. It depends on factors such as government policies, economic conditions, banking regulations, and how well banks are managed.
The UK is a good example for studying this relationship. Between 2016 and 2025, inflation in the UK changed a lot. Inflation increased sharply after the COVID-19 pandemic. One reason was problems in global supply chains. To control inflation, the Bank of England increased interest rates. These changes affected banks in different ways. Higher interest rates helped some banks earn more interest income. But higher borrowing costs made it harder for some customers to repay their loans. Banks also faced higher operating costs. So, inflation created both benefits and challenges for UK banks (Borio, et al., 2017).
Although many studies have examined the relationship between inflation and bank profitability, no clear answer remains. Some studies found a positive relationship, while others found a negative or no relationship. These differences may be due to variations in economic conditions, banking regulations, study periods, and research methods. In addition, few studies have used recent data from major UK banks and examined inflation alongside corporate governance. This shows that more research is needed. So, this study includes inflation as one of the independent variables. It examines whether changes in the UK inflation rate affect the Return on Assets (ROA) of HSBC, Barclays, Lloyds Banking Group, and NatWest Group between 2016 and 2025. This study aims to provide updated evidence on the factors that affect UK bank profitability by examining macroeconomic and corporate governance factors together.












[bookmark: _Toc239076662]Interest Rates and Bank Profitability
Interest rates are an important economic factor that can affect bank profitability. Interest rates influence how much banks charge for loans and how much interest they pay to customers on savings and deposits. In the UK, the Bank of England sets the Bank Rate to control inflation and support economic stability. Any changes in the Bank Rate normally affect the lending and deposit rates offered by commercial banks.
Higher interest rates can improve bank profitability by increasing net interest income. Net interest income is the difference between the interest a bank receives from loans and the interest banks pay to depositors. When lending rates increase faster than deposit rates, banks can earn a good net interest margin. This can increase their profitability. Athanasoglou (2005) found that both economic conditions and bank-specific factors can influence bank profitability (Athanasoglou, Panayiotis P., 2005).
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Flowchart: The Effect of Higher Interest Rates on Bank Profitability (Athanasoglou, Panayiotis P., 2005).

Borio (2017) also found that interest rates are closely related to bank profitability (Borio, et al., 2017). This study showed that very low interest rates over a long period can reduce banks’ net interest margins. This happens because banks receive less interest from loans but cannot always reduce deposit rates by the same amount. So, banks may struggle to earn enough profit from normal lending activities.
Similarly, Claessens (2018) found that low interest rates can negatively affect banks’ net interest margins. However, the effect is not the same for every bank. It can depend on the bank’s business model (Stijn Claessens, 2018). Banks that depend mainly on lending may be more affected than banks that earn more income from fees, investments, and other services.
Evidence from the UK shows that interest rates affect bank profits. Alessandri and Nelson (2015) found that higher interest rates may increase banks’ income from loans (Alessandri, 2015). The difference between short-term and long-term interest rates can also affect how much profit banks make from borrowing and lending money.
However, higher interest rates do not always increase bank profitability. If interest rates rise quickly, loans and mortgages become more expensive. Households and businesses may borrow less money, and existing borrowers may also find it more difficult to repay their loans. This can increase non-performing loans and credit risk. Banks may then need to keep more money to cover possible loan losses, which can reduce their profits. So, very high interest rates may provide higher interest income but can also create financial risk.
Previous studies provide mixed findings about this relationship. Some studies show that higher interest rates improve profitability by increasing net interest margins. Other studies show that very high rates can reduce loan demand, increase funding costs, and increase the risk of customers failing to repay their loans. This means the effect depends on the level of interest rates, the speed of change, the bank’s business model, and the overall condition of the economy. Borio (2017) also found that the relationship may not be linear (Borio, et al., 2017). This means that a small increase and a very large increase in interest rates may have different effects on profitability.
The UK experienced major interest rate changes between 2016 and 2025. Interest rates remained very low for several years, especially during the COVID-19 pandemic. The Bank of England later increased the Bank Rate to control high inflation. These increases allowed banks to charge more interest on loans. However, they also increased borrowing costs for households and businesses. So, UK banks faced both the opportunity to earn higher interest income and the risk of lower loan demand and more repayment problems.
Many previous studies have examined interest rates and bank profitability; some gaps remain. Much earlier research used data from before the major interest rate changes following the COVID-19 pandemic. Few studies have examined interest rates together with corporate governance factors, such as board size and board independence, for major UK banks. Studying these factors together may provide a clearer understanding of bank profitability.
Therefore, this study includes interest rates as an important macroeconomic variable. It examines the relationship between the UK interest rate and the Return on Assets (ROA) of HSBC, Barclays, Lloyds Banking Group and NatWest Group between 2016 and 2025. This study will provide more recent evidence about how interest rates affect the profitability of major UK banks.
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Gross Domestic Product (GDP) growth is an important measure of a country’s economic performance. It shows whether the country's production of goods and services is increasing or decreasing. When GDP grows, businesses typically produce and invest more, people spend more, and employment opportunities increase. These conditions can increase the demand for banking services, such as business loans, personal loans, and mortgages. So, GDP growth can influence bank profitability.
Most studies suggest that GDP growth positively affects bank profitability. During economic growth, businesses may borrow money to expand their activities. People may also borrow more money to buy houses, cars, and other products. This increases banks’ income from loans and other financial services. Strong economic conditions can also improve customers’ ability to repay their debts. This reduces loan defaults and possible financial losses for banks.
Athanasoglou (2005) examined bank-specific, industry-specific, and macroeconomic factors affecting bank profitability, and this study found that economic growth can positively influence bank profitability (Athanasoglou, Panayiotis P., 2005). When the economy performs well, banks may have more lending opportunities and earn more income. Customers and businesses may also be better able to repay their loans, which can reduce banks’ credit risk.
Similarly, Albertazzi (2009) examined the relationship between bank profitability and the business cycle in major industrialized countries, and found that changes in economic activity can affect banks’ income, costs, and loan-loss provisions (Albertazzi & Gambacorta, 2009). During strong economic conditions, banks may earn more income and face fewer credit losses. However, during an economic downturn, loan defaults may increase, and bank profitability may fall. Their study directly examines how GDP and other macroeconomic changes affect different parts of bank profitability. 
On the other hand, GDP growth does not always improve bank profitability. During periods of rapid economic growth, banks may issue too many loans to increase market share. They may also reduce their lending standards and give loans to high-risk customers. These decisions can create future problems. If the economy later becomes weak, some customers may fail to repay their loans. So, good economic growth may improve short-term profitability but can increase long-term credit risk if banks do not manage their lending properly.
The effect of GDP growth can also be different across countries and periods. Banking regulations, economic conditions, competition and banks’ business models are not the same in every country. Adelopo (2018) found that the relationship between GDP and bank profitability can change before, during and after a financial crisis (Ismail Adelopo, 2018). The result can also depend on whether profitability is measured using ROA or net interest margin. This shows that GDP growth may have a positive, negative or insignificant effect under different conditions. 
The UK economy experienced major changes between 2016 and 2025. The economy grew moderately before the COVID-19 pandemic but declined sharply in 2020. Business activities were restricted, consumer spending decreased, and many companies faced financial difficulties. The economy later started to recover, but high inflation and interest-rate changes created new challenges. These changes affected loan demand, customers’ ability to repay loans, credit risk, and bank profitability. So, GDP growth is an important variable for this study. Previous studies have examined the effect of GDP growth on bank profitability. However, many studies have mainly focused on macroeconomic and bank-specific factors. Fewer studies have examined GDP growth together with corporate governance factors, such as board size and board independence, for major UK banks using recent data. This creates a research gap because both external economic conditions and banks’ internal governance may influence their profitability. So, this study includes GDP growth as one of the main independent variables. It examines the effect of UK GDP growth on the ROA of HSBC, Barclays, Lloyds Banking Group and NatWest Group between 2016 and 2025. GDP growth will be examined together with inflation, interest rates, board size and board independence in a regression model. This will provide a wider understanding of the factors that influence the profitability of major UK banks.
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Corporate Governance means a system of rules, practices, and processes by which organizations are directed and controlled; it defines the relationships between shareholders, the BOD, management, and stakeholders. It also ensures that organizations operate transparently, ethically, and efficiently. Effective corporate governance promotes accountability, improves decision-making, strengthens risk management, and protects shareholders' interests. In the banking sector, corporate governance is particularly important because banks manage public deposits, provide credit to businesses and households, and contribute significantly to financial stability. On the other hand, weaknesses in corporate governance can have serious consequences not only for individual banks but also for the wider economy (OECD, 2023).
The importance of corporate governance became clearer after the 2008 global financial crisis. At that time, many financial institutions suffered heavy losses because they took on too much risk, had weak board oversight, and practiced poor governance. After the crisis, regulators and researchers started paying more attention to how corporate governance affects bank performance and financial stability. So, corporate governance is now one of the most important factors studied in relation to bank profitability (Kirkpatrick, 2009).
Agency Theory is one of the main theories used to explain the relationship between corporate governance and financial performance. According to Jensen and Meckling (1976), managers do not always make decisions that are in the best interests of shareholders (Michael C. Jensen, 1976). This creates a conflict between managers and shareholders. Corporate governance helps reduce this conflict by monitoring managers and making them more accountable. The board of directors plays an important role by supervising management, approving major decisions, managing risks, and ensuring the bank follows with laws and regulations.
Many studies show that good corporate governance can improve bank profitability. It helps increase transparency, builds investor confidence, improves decision-making, and strengthens risk management. Good governance also reduces the risk of fraud and poor management. So, banks can operate more efficiently and achieve higher profitability (Kirkpatrick, 2009; Michael C. Jensen, 1976).
However, the relationship between corporate governance and bank profitability is not always the same. Some studies show that good corporate governance increases bank profits, while other studies find little or no effect. This may be because banks operate in different countries with different laws, regulations, ownership structures, and business environments. So, there is no one corporate governance system that improves the profitability of every bank (Adams & Mehran, 2012).
Researchers have studied many corporate governance factors, such as board size, board independence, board diversity, CEO duality, and audit committee effectiveness. Among these, board size and board independence are the most common because they affect how well the board performs its duties. These two factors are also easy to collect from banks' annual reports, so they are widely used in research (Yermack, 1995).
Board size means the number of directors on a company's board. A larger board can help a bank because it includes people with different skills, knowledge, and experience. This can help the board make better decisions, give better advice, and monitor managers more effectively. A larger board can also provide useful information, resources, and professional connections that may improve the bank's performance (Adams & Mehran, 2012).
However, a board that is too large can also have problems. It may take more time to make decisions, and communication between directors may become more difficult. Some directors may also take less responsibility because there are many people on the board. So, the board may not monitor managers effectively. Previous studies have reported mixed results. Some studies show that larger boards improve profitability, while others show that smaller boards perform better (Yermack, 1996; Hermalin & Weisbach, 2003).
Board independence is another important part of corporate governance. Independent directors are directors who are not involved in the bank's daily management. They make decisions without being influenced by managers or personal interests. According to Agency Theory, independent directors help monitor managers, protect shareholders' interests, and reduce conflicts between managers and shareholders. They also help improve transparency, accountability, and decision-making (Michael C. Jensen, 1976).
Board independence is very important in banks because banks deal with large amounts of money and face many financial risks. Independent directors help manage risks, improve internal controls, and make sure the bank follows laws and regulations. This can increase investor confidence and reduce unnecessary risk-taking by managers (Adams & Mehran, 2012).
However, previous studies have found different results. Some studies show that more independent directors improve bank profitability, while other studies show little or no effect. Independent directors may not know enough about the bank's daily activities, So, they may not always make the best decisions. Also, independence does not always mean a director can monitor managers effectively if they lack sufficient banking knowledge or experience (Benjamin E. Hermalin, 2003).
These findings show that the relationship between board independence and bank profitability remains unclear. The results may be different because countries have different laws, regulations, ownership structures, and banking systems. Also, only a few recent studies have examined board size and board independence together with macroeconomic factors in UK banks. Most previous studies looked at either corporate governance or macroeconomic factors separately. So, this study examines both corporate governance and macroeconomic factors together to understand how they affect the profitability of UK banks.
This research will examine the research gap by examining the combined effect of board size, board independence, inflation, interest rates, and GDP growth on the Return on Assets (ROA) of HSBC, Barclays, Lloyds Banking Group, and NatWest Group from 2016 to 2025. By studying both corporate governance and macroeconomic factors together, this research aims to provide a better understanding of what affects the profitability of major UK banks.
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This part will explain the research methods used in this dissertation. This part will explain how the research is doing and how the data were collected and analyzed to answer the research objectives. This study uses a quantitative research method and secondary data collected from reliable public sources. The study focuses on four major UK commercial banks: HSBC, Barclays, Lloyds Banking Group, and NatWest Group. The data cover the period from 2016 to 2025. Bank profitability is measured using Return on Assets (ROA). The independent variables are inflation, interest rates, GDP growth, board size, and board independence. This chapter also explains the research philosophy, research approach, research strategy, research design, data collection method, sample selection, variable measurement, and data analysis method used in this study. It also discusses the reliability, validity, ethical considerations, and limitations of the research. These methods help show that the study is organized, reliable, and suitable for achieving the research aims and objectives.
[bookmark: _Toc239076667]Research Design
Research design is the overall plan that explains how the research is carried out and how the research questions are answered, and how the data are collected and analyzed (Mark N.K. Saunders, 2023).
This study uses a mono-method quantitative research design. A mono-method means that only one research method is used (Mark N.K. Saunders, 2023). In this study, numerical data are collected and analyzed to examine the relationship between macroeconomic factors, corporate governance, and bank profitability. In this study, a quantitative approach is suitable because it uses statistical analysis to measure the relationship between variables (Creswell, 2023).
A qualitative approach usually uses interviews, observations, or focus groups to understand people's opinions and experiences. This study does not collect this type of data, so a qualitative approach is not suitable. A mixed-method approach combines both qualitative and quantitative methods. Although it can provide more detailed information, it takes more time and resources. Since this study only uses quantitative secondary data, a mono-method quantitative design is the most suitable choice.
This dissertation uses secondary data collected over the last ten years, from 2016 to 2025. Multiple linear regression analysis is used to examine the effect of inflation, interest rates, GDP growth, board size, and board independence on the Return on Assets (ROA) of selected UK commercial banks.
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Research strategy is the overall plan used to collect and analyze data to answer the research questions (Mark N.K. Saunders, 2023),It is important to choose the right research strategy because it helps to use the right methods to complete the study and answer the research questions.
This study uses a quantitative research strategy based on secondary data. Secondary data are existing data that have already been collected and published by reliable organizations, rather than being collected directly from participants. This strategy is suitable because the study uses historical financial and economic data to examine the relationship between macroeconomic factors, corporate governance, and the profitability of UK commercial banks.
The data used in this study are obtained from publicly available and reliable sources. Information on board size, board independence, and Return on Assets (ROA) is collected from the annual reports of HSBC, Barclays, Lloyds Banking Group, and NatWest Group. Macroeconomic data, including inflation, interest rates, and GDP growth, are collected from official sources such as the Bank of England (BoE) and the Office for National Statistics (ONS). These organizations provide accurate and regularly updated data, making them appropriate sources for academic research.
Using secondary data has several benefits. First, it allows the researcher to study data from 2016 to 2025 and understand the relationship between the selected variables. Second, the data come from reliable sources, such as official reports and annual reports, which makes the study more reliable. Third, using secondary data saves time and money because the researcher does not need to collect data through surveys or interviews.

Primary research is not used because this study does not collect data from people. Primary research methods such as surveys and interviews are used to collect people's opinions and experiences. This study uses financial and economic data to examine the relationship between macroeconomic factors, corporate governance, and bank profitability. So, secondary data are more suitable because they are already available from reliable sources, such as annual reports and official databases. For this reason, using secondary data also saves time and cost and provides enough information to answer the research questions.
So, a secondary research strategy is well suited to this study because it enables the researcher to use high-quality secondary data to examine the influence of macroeconomic factors and corporate governance on the profitability of major UK commercial banks.
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Flowchart: Data Collection Process
Data collection means collecting the information needed to answer the research questions and meet the research objectives (Office of Research Integrity, 2025). The results of a study depend on the quality and accuracy of the data collected. So, choosing the right way to collect data is an important part of the research.
This study uses secondary quantitative data to analyze how macroeconomic factors and corporate governance affect the profitability of major UK commercial banks. Secondary data are data that have already been collected and published by other people or organizations, meaning these data already exist and were not collected for this study. This study does not collect new data through surveys or interviews. Instead, it uses existing financial and economic data from annual reports and official sources such as the Bank of England and the Office for National Statistics.
In this study, using secondary data is more appropriate because all independent and dependent variables are numerical and publicly available. This study will analyze the relationship between macroeconomic factors, such as the inflation rate, interest rate, and GDP growth, and corporate governance factors, such as board size, board independence, and ROA. Most of the variable data are collected from the annual reports of banks such as HSBC, Lloyds, Barclays, and NatWest, as well as from reputable sites such as ONS and the BoE. Where data are not directly available, calculations have been done. For example, the board independence formula used in this study was Board Independence: (independent board members/total board Size) *100, and for ROA: (net income/total assets) *100 (Einstein, 2025; Byrne, 2025).
The data used in this study cover the period from 2016 to 2025. A ten-year period was chosen because it provides enough data to examine the relationship between macroeconomic factors, corporate governance, and bank profitability over time. This period also includes important events, such as the COVID-19 pandemic and the economic recovery process. So, it helps to examine how economic changes affect bank profitability.
This study focuses on four major UK commercial banks: HSBC Holdings plc, Barclays plc, Lloyds Banking Group plc, and NatWest Group plc. These banks were chosen because they are among the largest banks in the UK. They publish annual reports that provide reliable financial and corporate governance data. All four banks also follow the same UK rules and regulations, making it easier to compare the data.
The data for the dependent and independent variables are collected from reliable and reputable sources. Board size data are collected from the published annual reports of each bank. For board independence, total board size and the number of independent board members are also collected from the annual reports, and calculations such as % board independence are performed to determine it. The reason for using % board independence is that most of the data are in % format, so the researcher did so to make it simple. For ROA, the author finds that some annual reports directly provide the ROA value, but for those where ROA is not reported directly, the author calculates it by collecting total assets and net income data from the annual report. These annual reports contain audited financial statements and information about the board of directors. So, they are considered reliable sources of financial and corporate governance data.

Macroeconomic data are collected from official UK sources. Inflation and GDP growth data are collected from the Office for National Statistics (ONS), while interest rate data are collected from the Bank of England (BoE). These sources provide accurate and reliable economic data, so they are widely used in research.
The data were collected in a simple and organized way. First, the annual reports of HSBC, Barclays, Lloyds Banking Group, and NatWest Group for 2016 to 2025 were downloaded from each bank's official website. Then, data such as Return on Assets (ROA), board size, and board independence were collected, calculated where required, and recorded. Board size was measured by counting the total number of directors each year. Board independence was measured by dividing the number of independent non-executive directors by the total number of board directors and multiplying the result by 100.
After collecting the data from the banks, the macroeconomic data were collected for the same period, from 2016 to 2025. Inflation and GDP growth data were collected from the Office for National Statistics (ONS), while interest rate data were collected from the Bank of England (BoE). These organizations provide official and reliable economic data. 
Once all the data had been collected, it was organized into a single dataset in Microsoft Excel. Each row represented one bank in one financial year, while each column represented one variable included in the study. The dataset was carefully checked for missing values, calculation errors, and inconsistencies before statistical analysis was conducted. 
Secondary data used in research has several benefits. Such as, it saves time because the data have already been collected. It also saves money because no surveys or interviews are needed. Then, annual reports and official government websites provide reliable, trustworthy data. This helps improve the quality of the research. Also, secondary data allow the researcher to study information over many years. 
But secondary data also have some limitations. The researcher cannot control how the data were collected. If there are mistakes in the published data, they may affect the results of the study. The study can only use information available in annual reports and on official websites. Data that are not publicly available cannot be used. Even these limitations, secondary data are the most suitable choice for this study because they provide reliable and comparable data for the analysis.
Overall, the data collection method used in this study is suitable because it provides reliable and accurate data from trusted public sources. Using secondary data helps the author evaluate the relationships among macroeconomic factors, corporate governance, and the profitability of major UK commercial banks.
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Flowchart: Types of Variables Used in this Research

Variables are the main factors that are studied in research. They help the researcher understand the relationship between different factors. In this research, the author used quantitative research, and variables are mainly divided into two types: dependent variables and independent variables. 
In this study, the dependent variable is bank profitability, which is measured by Return on Assets (ROA). The independent variables are inflation, interest rate, GDP growth, board size, and board independence. These variables were chosen because previous studies show that they can affect bank profitability. By studying these variables together, this research aims to understand how they affect the profitability of major UK commercial banks.
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[bookmark: _Toc239076672]
Return on Assets (ROA)

The dependent variable in this study is Return on Assets (ROA). ROA is used to measure bank profitability. It shows how well a bank uses its total assets to make a profit. A higher ROA means the bank is using its assets well, while a lower ROA means it is using its assets less efficiently. ROA is widely used to measure financial performance because it shows how efficiently a company uses its assets to earn profit (Dietrich, 2011).  ROA is calculated using below formula.

ROA = Profit After Tax /Average Total Assets*100

[bookmark: _Toc239076673]Independent Variables
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Inflation means that the prices of goods and services increase over time (Bank Of England, 2026). Inflation is important because it affects how much people spend, save, and borrow money. Inflation can also affect bank profitability. If inflation is low and expected, banks may earn more profit. If inflation is high or unexpected, banks may earn less profit because their costs increase and some customers may find it difficult to repay their loans. In this study, the inflation data has been collected from the Office for National Statistics (ONS). 
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Interest rates are the amount of money people pay when they borrow money or earn when they save money (Bank Of England, 2026). In the UK, the Bank of England decides the interest rates. Interest rates can affect bank profit. When interest rates go up, banks may earn more money from loans. On the other hand, if interest rates become too high, people may borrow less money, and some borrowers may find it difficult to repay their loans. This can reduce bank profit.
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Gross Domestic Product growth shows how much the country's economy grows over time. It measures the increase in the value of goods and services produced in the UK (Rishi Sunak, 2024). GDP growth is important because it can affect bank profitability. When the economy grows, more people and businesses borrow money, spend more, and invest more. This increases the demand for banking services. A strong economy can also help people repay their loans on time. So, banks may earn more profit.
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Board size means the number of directors on a company's board. The board helps manage the company and makes important decisions. Board size can affect bank profit. A larger board may have more knowledge and experience, which can help the bank make better decisions (Adams & Mehran, 2012). But if the board is too large, it may become harder to make decisions quickly. In this study, the board size data has been collected from the annual reports of HSBC, Barclays, Lloyds Banking Group, and NatWest Group. Board size will be measured by counting the number of directors on the board each year.
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Board independence means the percentage of independent directors on the board. Independent directors do not take part in the daily management of the company. Board independence can affect bank profit. Independent directors help monitor managers, reduce risks, and improve the way the bank is managed. This can help the bank perform better (Adams & Mehran, 2012). In this study, the board independence data have been collected from the annual reports of HSBC, Barclays, Lloyds Banking Group, and NatWest Group. Board independence has been measured using the formula given below:
Board Independence = (Number of Independent Non-Executive Directors /Total Number of Directors) *100
[bookmark: _Toc239076679]Limitations
This research has some limitations. This study uses secondary data from annual reports, the Office for National Statistics, and the Bank of England. The Author did not collect the data personally and cannot control how the information was originally collected. If there are any errors in the published data, the results may be affected.
This study uses data from 2016 to 2025 only. During this period, events such as the COVID-19 pandemic and changes in inflation and interest rates may have affected bank profitability. These events could influence the research results. Also, this study examines five independent variables: inflation, interest rate, GDP growth, board size, and board independence. Other factors, such as bank size, capital, liquidity, and loan quality, may also affect bank profitability, but they are not included in this study. Finally, this study uses a quantitative approach based on numerical data. It does not include interviews or surveys, so it cannot explain the opinions or experiences of people working in banks.
[bookmark: _Toc239076680]Data Analysis
This section explains the data analysis used in this study. The main reason is to evaluate the relationship between macroeconomic and corporate governance factors and the profitability of UK major commercial banks. This research used data from 2016 to 2025, and for banks, the author took 4 major commercial banks in the UK, HSBC, Barclays, Lloyds Banking Group, and NatWest.
To evaluate the relationship between variables and factors, this research used the regression method in Microsoft Excel. In this regression analysis, the independent variables are inflation, interest rate, GDP growth, board size, and board independence, and the dependent variable is ROA.
The regression results are interpreted using several statistical measures, including multiple R, R squared, and adjusted R squared, p-value, Significance, coefficients, and confidence level. These statistical measures help assess the strength of the relationship between each independent variable and ROA and determine whether the relationship is statistically significant.
[bookmark: _Toc239076681]Interpretation of Regression Statistics
Before going into the regression section, let's know what each regression statistic is. The regression analysis was done using Microsoft Excel. The main statistics used to understand the results are Multiple R, R Square, Adjusted R Square, regression coefficient, standard error, t-statistic, p-value, F-statistic, Significance F, and confidence. These measures help to understand the relationship between the independent variables and Return on Assets.
[bookmark: _Toc239076682]Multiple R 
Multiple R explains the relationship between variables. A value closer to 1 indicates a strong relationship, and a value closer to 0 indicates a weak relationship. In this research, this factor will help to identify the strength of the relationship between each independent variable and ROA.  However, Multiple R alone cannot show whether the relationship is statistically significant. So, the p-value should also be considered when interpreting the regression results (Penn State, 2026).
[bookmark: _Toc239076683]R Square
R Square shows how much of the change in the dependent variable is explained by the regression model (Wooldridge, 2020). R Square is a number between 0 and 1. A higher R Square means that the model explains more changes in the dependent variable, like, an R Square of 0.10 means that the model explains 10% of the changes. In this study, R Square shows how much inflation, interest rate, GDP growth, board size, and board independence can explain changes in bank ROA. A low R Square does not mean that the research is wrong. It only means that these variables explain a small part of the changes in ROA. Other factors may also affect bank ROA.
[bookmark: _Toc239076684]Adjusted R Square 
Adjusted R Square is another way to check how well a regression model explains the dependent variable. It is similar to R Square, but it also considers the number of independent variables used in the model (Wooldridge, 2020).
[bookmark: _Toc239076685]Regression Coefficient 
The regression coefficient shows whether the relationship between variables is positive or negative. It also shows the size of the relationship (Wooldridge, 2020). A positive coefficient means that when the independent variable increases, the dependent variable also increases. On the Other hand, a negative coefficient means that when the independent variable increases, the dependent variable decreases. For example, if inflation has a positive coefficient, higher inflation is linked with higher ROA. If board size has a negative coefficient, a larger board is linked with lower ROA. But the coefficient should not be checked alone. The p-value and confidence should also be checked to understand whether there is enough statistical evidence for the relationship.

[bookmark: _Toc239076686]P value 
The p-value helps to show whether there is enough evidence of a relationship between two variables (Wooldridge, 2020). In this study, the 5% level (0.05) is used as the main significance level. The 10% level (0.10) is also used to check for weaker evidence. If the p-value is below 0.05, the result is significant at the 5% level. If the p-value is between 0.05 and 0.10, the result is significant at the 10% level but not at the 5% level. This means that the evidence is weaker but significant. If the p-value is above 0.10, the result is not statistically significant. For example, a p-value of 0.03 is significant at the 5% level. A p-value of 0.07 is significant only at the 10% level. A p-value of 0.20 is not significant at either level. A high p-value does not mean that there is definitely no relationship. It only means that there is not enough evidence to show a relationship (Wooldridge, 2020). So, this study uses both the 5% and 10% levels when explaining the regression results.
[bookmark: _Toc239076687]Regression Analysis of Inflation Rate and Return on Assets (ROA)
In this regression analysis, the independent variable is the inflation rate and the dependent variable is ROA. The analysis is based on a total of 40 observations. The Multiple R value is 0.2654, which means a weak relationship between inflation and ROA. The R-squared value is 0.0704. This means that inflation explains about 7.04% of the changes in ROA. The other changes in ROA may be related to other factors that are not included in this regression. The Adjusted R Square is 0.0460, which is also low. R Square shows how much of the variation in the dependent variable is explained by the regression model (Wooldridge, 2020).
The F-statistic is 2.8792, and the Significance F is 0.0979. The result is not statistically significant at the 5% level because 0.0979 is higher than 0.05. But it is statistically significant at the 10% level because 0.0979 is lower than 0.10. The coefficient for inflation is 0.5560, which shows a positive relationship between inflation and ROA. This means that when inflation increases, ROA will increase. Inflation has also been identified in previous banking research as a macroeconomic factor that can influence bank profitability (Athanasoglou, Panayiotis P., 2005). The standard error is 0.3277, and the t-statistic is 1.6968. The p-value is 0.0979. So, inflation is not statistically significant at the 5% level, but it is significant at the 10% level. The p-value helps to determine whether there is enough statistical evidence to reject the null hypothesis at the selected significance level (Wooldridge, 2020). The 90% confidence interval is between 0.0036 and 1.1084. This range does not include zero, which supports the finding that inflation is significant at the 10% level. 
Overall, the results show a weak positive relationship between inflation and ROA. Inflation explains about 7.04% of the variation in ROA. The relationship is not statistically significant at the 5% level, but it is significant at the 10% level. So, the results provide some evidence of a positive relationship between inflation and bank profitability.
[bookmark: _Toc239076688]Regression Analysis of Interest Rate and Return on Assets (ROA)
In this regression analysis, the independent variable is the interest rate and the dependent variable is ROA. The Multiple R value is 0.2932, which means a weak relationship between interest rate and ROA. The R Square value is 0.0860. This means that interest rate explains about 8.60% of the variation in ROA. The remaining variation in ROA may be related to other factors that are not included in this regression. The Adjusted R Square is 0.0619, which is also low. R Square shows how much of the variation in the dependent variable is explained by the regression model (Wooldridge, 2020). The F-statistic is 3.5736, and the Significance F is 0.0663. This means that the regression model is not statistically significant at the 5% level, because 0.0663 is higher than 0.05. But it is statistically significant at the 10% level, because 0.0663 is lower than 0.10.
The coefficient for interest rate is 0.8079, which shows a positive relationship between interest rate and ROA. This means that when interest rates increase, ROA will increase in this model. Previous research also shows that interest rates can affect bank profitability. Borio (2017) found that the level and structure of interest rates can influence bank profitability (Borio, et al., 2017). Similarly, Claessens (2018) found that a long period of low interest rates can reduce banks' interest margins and profitability (Stijn Claessens, 2018). These studies support the importance of interest rates when analyzing bank profitability.
The standard error for interest rate is 0.4274, and the t-statistic is 1.8904. The p-value is 0.0663. So, interest rate is not statistically significant at the 5% level, but it is significant at the 10% level. The p-value helps to determine whether there is enough statistical evidence to reject the null hypothesis at the selected significance level (Wooldridge, 2020). The 90% confidence level is between 0.0874 and 1.5285. This range does not include zero, which supports the finding that interest rate is statistically significant at the 10% level.
Finally, the regression results show a weak positive relationship between interest rate and ROA. Interest rate explains about 8.60% of the variation in ROA. The relationship is not statistically significant at the 5% level, but it is statistically significant at the 10% level. So, the results provide some evidence that higher interest rates are associated with higher bank profitability in this regression model. 
[bookmark: _Toc239076689]Regression Analysis of GDP Growth and Return on Assets (ROA)
In this regression analysis, the independent variable is the interest rate and the dependent variable is ROA. The Multiple R value is 0.0202, which means a very weak relationship between GDP growth and ROA. The R Square value is 0.0004. This means that GDP growth explains only about 0.04% of the variation in ROA. So, GDP growth explains almost nothing of the changes in ROA in this regression model. The Adjusted R Square is -0.0259, which also shows that the model has very little explanatory power. R Square shows how much of the variation in the dependent variable is explained by the regression model (Wooldridge, 2020). The F-statistic is 0.0156, and the Significance F is 0.9013. This value is much higher than both 0.05 and 0.10. So, the regression model is not statistically significant at either the 5% or 10% level.
The coefficient for GDP growth is -0.0241, which shows a negative relationship between GDP growth and ROA in this model. This means that higher GDP growth is associated with little lower ROA. But the coefficient is very small, and the relationship is not statistically significant. So, there is no reliable statistical evidence from this regression that GDP growth is related to ROA.
Previous research shows that economic growth can be relevant to bank profitability, but its effect can depend on the country, period, and banking environment. Athanasoglou (2005) found that the business cycle can positively affect bank profitability (Athanasoglou, Panayiotis P., 2005). Research on EU banking systems has also found that economic growth can influence bank profitability (Nicolae Petria, 2015). But this does not mean that every individual study must find a significant relationship.
The standard error for GDP growth is 0.1929, and the t-statistic is -0.1248. The p-value is 0.9013, which is much higher than 0.05 and 0.10. So, GDP growth is not statistically significant at both significance level. The 95% confidence interval is between -0.4146 and 0.3665, while the 90% confidence interval is between -0.3493 and 0.3012. Both confidence intervals include zero. This supports the finding that GDP growth is not statistically significant at either the 5% or 10% level.
Lastly, the results show a very weak negative relationship between GDP growth and ROA. GDP growth explains only about 0.04% of the variation in ROA, and the p-value of 0.9013 shows that the relationship is not statistically significant. So, this study finds no statistically significant relationship between GDP growth and bank profitability in this regression model.
[bookmark: _Toc239076690]Regression Analysis of Board Size and Return on Assets (ROA)
In this regression analysis, the independent variable is board size, and the dependent variable is ROA. The Multiple R value is 0.0978, which shows a very weak relationship between board size and ROA. The R Square value is 0.0096. This means that board size explains only about 0.96% of the changes in ROA. So, board size explains very little of the variation in bank profitability. The Adjusted R Square is -0.0165, which also shows that the model has very low explanatory power (Wooldridge, 2020). The F-statistic is 0.3668, and the Significance F is 0.5483. This value is higher than both 0.05 and 0.10. So, the regression model is not statistically significant at either the 5% or 10% level.
The coefficient for board size is -0.0028, which shows a small negative relationship between board size and ROA. This means that when board size increases, ROA will decrease by a small amount in this regression model. But the relationship is very weak and is not statistically significant. So, there is not enough evidence to say that board size is related to ROA.
Previous research has also examined the relationship between board size and bank performance. Pathan and Faff (2013) studied board structure and performance in US banks and found that board size and board independence can be important when examining bank performance (Shams Pathan, 2013). This supports the importance of including board size as a corporate governance variable, but the effect may differ between study to study.
The standard error for board size is 0.0046, and the t-statistic is -0.6057. The p-value is 0.5483, which is higher than both 0.05 and 0.10. So, board size is not statistically significant at either the 5% or 10% level (Wooldridge, 2020). The 95% confidence interval is between -0.0122 and 0.0066. The 90% confidence interval is between -0.0106 and 0.0050. Both ranges include zero. This also supports the finding that board size is not statistically significant.
So, the results show a very weak negative relationship between board size and ROA. Board size explains only about 0.96% of the changes in ROA. The p-value of 0.5483 shows that the relationship is not statistically significant. So, this study does not find enough statistical evidence that board size is related to bank profitability in the sample.
[bookmark: _Toc239076691]Regression Analysis of Board Independence and Return on Assets (ROA)
In this regression analysis, the independent variable is board size, and the dependent variable is ROA. The Multiple R value is 0.1637, which shows a weak relationship between board independence and ROA. The R Square value is 0.0268. This means that board independence explains about 2.68% of the changes in ROA. So, board independence explains only a small part of the variation in bank profitability. The Adjusted R Square is 0.0012, which is also very low (Wooldridge, 2020). The F-statistic is 1.0468, and the Significance F is 0.3127. This value is higher than both 0.05 and 0.10. So, the regression model is not statistically significant at either the 5% or 10% level.
The coefficient for board independence is 0.0952, which shows a positive relationship between board independence and ROA. This means that higher board independence is associated with slightly higher ROA in this sample. But the relationship is weak and is not statistically significant. So, there is not enough statistical evidence to say that board independence is related to ROA.
Board independence has also been examined in previous research on bank performance. Pathan (2013) examined different parts of bank board structure, including board independence, and found that board structure can be related to bank performance (Shams Pathan, 2013). This shows why board independence is an important corporate governance factor to examine when studying bank performance.
The standard error for board independence is 0.0930, and the t-statistic is 1.0231. The p-value is 0.3127, which is higher than both 0.05 and 0.10. So, board independence is not statistically significant at either the 5% or 10% level. The 95% confidence interval is between -0.0931 and 0.2835. The 90% confidence interval is between -0.0617 and 0.2520. Both ranges include zero. This also supports the finding that board independence is not statistically significant.
Lastly, the results show a weak positive relationship between board independence and ROA. Board independence explains about 2.68% of the changes in ROA. However, the p-value of 0.3127 shows that the relationship is not statistically significant. 




[bookmark: _Toc239076692]CONCLUSIONS AND RECOMMENDATIONS
[bookmark: _Toc239076693]Introduction
This chapter is all about the conclusions and recommendations of the study. The main aim of this research was to evaluate how macroeconomic factors and corporate governance affect UK banks' profitability. The study focused on four major UK banks, namely HSBC, Barclays, Lloyds Banking Group and NatWest Group. The study covered the period from 2016 to 2025. This means the study used ten years of data. In total, the study included 40 bank-year observations.
Bank profitability was measured by using ROA. The study used three macroeconomic factors. These were inflation, interest rate, and GDP growth. Two corporate governance factors were also used. These were board size and board independence. The study used a quantitative research method. It also used secondary data. The data were collected mainly from bank annual reports and official sources such as the ONS & Bank of England. The results show that most of the relationships between the selected factors and bank profitability were weak. Interest rate and inflation showed positive relationships with ROA. These two variables showed some weak evidence at the 10% significance level. But they were not statistically significant at the 5% level. GDP growth, board size, and board independence did not show statistically significant relationships with ROA. Previous studies explain that bank profitability can be affected by many different factors. These can include bank-specific factors, industry factors, and macroeconomic factors (Athanasoglou, Panayiotis P., 2005). 
This chapter first explains the main conclusions of the study, then shows how the research aim and objectives were achieved. After that, the chapter gives recommendations for bank managers. It also explains the contribution of the study, the limitations, and areas for future research.
[bookmark: _Toc239076694]Conclusion
The main conclusion of this study is that the selected macroeconomic and corporate governance factors did not strongly explain the profitability of the four UK banks during 2016–2025. Some variables had positive relationships with ROA, while others had negative relationships. But a positive or negative coefficient alone does not show that a variable has a strong effect. The p-value and the strength of the relationship must also be considered. The findings show that bank profitability is a complex issue. Many different factors can affect bank profits at the same time.
Athanasoglou (2005) studied bank-specific, industry-specific, and macroeconomic factors and found that different types of factors can affect bank profitability (Athanasoglou, Panayiotis P., 2005). Dietrich (2011) also examined different factors that can influence bank profitability (Dietrich, 2011). So, the weak results found in this study do not mean that macroeconomic factors or corporate governance are not important. It means that these factors alone did not strongly explain ROA in this sample. Bank profitability may also be affected by other factors such as bank size, risk, management decisions, operating costs, lending quality, and competition.	`
The results show that interest rate had the strongest relationship with ROA. The coefficient was about 0.808, and the p-value was about 0.066. This means that interest rate had a positive relationship with ROA, but the result was not significant at the 5% level because the p-value was above 0.05. But it showed weak evidence at the 10% level because the p-value was below 0.10. This suggests that when interest rates increased, ROA also tended to increase. One possible reason is that banks may earn more from loans when interest rates are higher. However, higher interest rates can also reduce borrowing and make loan repayment more difficult for customers. 
Inflation also had a positive relationship with ROA. The coefficient was about 0.556, and the p-value was about 0.098. This result was not significant at the 5% level, but it showed weak positive evidence at the 10% level. Inflation may help banks increase loan rates and fees, but it can also increase costs and create financial pressure for customers. Previous studies also show that macroeconomic factors can affect bank profitability (Athanasoglou, Panayiotis P., 2005).  GDP growth showed almost no relationship with ROA. The coefficient was about -0.024, and the p-value was about 0.901. This means that GDP growth was not statistically significant in this study. Different studies can give different results because they use different countries, banks, time periods, and methods. 
Board size also showed a weak relationship with ROA. The coefficient was about -0.0028, and the p-value was about 0.548. This means that board size was not statistically significant. Adams and Mehran (2012) found a positive relationship between larger boards and bank performance; on the other hand, Liang (2013) found a negative relationship. This shows that board size does not always have the same effect (Adams & Mehran, 2012; Qi Liang, 2013).  Board independence had a positive coefficient of about 0.095, but the p-value was about 0.313. So, the relationship was not statistically significant. Overall, interest rate and inflation showed positive relationships with ROA, but the evidence was weak. GDP growth, board size, and board independence did not show significant relationships with ROA. So, banks should consider economic conditions as well as internal factors such as risk management, cost control, and good corporate governance. Future studies can use more banks, more years, and more variables to provide stronger results.
[bookmark: _Toc239076695]Recommendations

The results of this study provide some useful recommendations for bank managers. However, these recommendations should be used carefully because regression analysis shows relationships, but it does not always prove that one factor directly causes another. First, bank managers should closely watch changes in interest rates. Interest rates showed the strongest relationship with ROA in this study. Managers should regularly examine how higher or lower interest rates may affect lending income, deposit costs, customer borrowing, and loan repayments. Managers should not believe that higher interest rates will always increase bank profits. Higher interest rates may help banks earn more from loans, but they may also reduce customer borrowing and increase the risk of missed repayments. Banks should also closely watch inflation. Inflation showed a positive relationship with ROA, although the statistical evidence was weak. High inflation can increase bank costs. It can increase wages, technology costs, property costs, and other operating expenses. High inflation can also reduce customers' spending power.
Bank managers should not depend only on GDP growth when making decisions about future profitability. GDP growth showed almost no relationship with ROA in this study. A growing economy may create more business opportunities. However, economic growth does not always mean that every bank will become more profitable. Banks should also focus on their own internal factors. These can include cost control, credit quality, capital management, customer service, risk management, and operational efficiency. Previous research also shows that bank profitability is affected by many internal and external factors (Athanasoglou, Panayiotis P., 2005).
Banks should not focus only on the number of directors on the board. This study did not find a significant relationship between board size and ROA. Previous research has also shown mixed results about board size (Adams & Mehran, 2012; Qi Liang, 2013). So, banks should focus more on the quality of directors.
Banks should continue to support board independence. This study did not find a statistically significant relationship between board independence and ROA. However, independent directors can still play an important role. They can monitor managers, support transparency, improve accountability, and help control risk.
[bookmark: _Toc239076696]Contribution to Theory and Knowledge
This study adds to the existing knowledge about bank profitability by providing recent evidence from four major UK banks between 2016 and 2025. Previous studies show that bank profitability can be affected by both internal bank factors and wider economic factors (Athanasoglou, Panayiotis P., 2005). This study adds to this research by examining inflation, interest rate, GDP growth, board size, and board independence.
The results showed that interest rate and inflation had positive relationships with ROA. However, these relationships were not statistically significant at the 5% level. GDP growth showed almost no relationship with ROA. This is different from Athanasoglou (2005), who found that economic conditions were related to bank profitability. This difference suggests that macroeconomic factors may affect banks differently depending on the country, bank, and economic period.
The corporate governance findings can also be linked to Agency Theory. Agency Theory explains that managers and shareholders may have different interests (Michael C. Jensen, 1976). Good corporate governance can help reduce this problem by monitoring managers and improving accountability. In this study, board independence had a positive relationship with ROA, but the relationship was not statistically significant. Previous studies have also found different results. Adams and Mehran (2012) found no relationship between board size & independence and bank performance, while Liang (2013) found a positive relationship (Adams & Mehran, 2012; Qi Liang, 2013).
Overall, this study contributes by providing recent evidence from four major UK banks over a ten-year period. However, the study used only four banks and 40 observations. Therefore, the findings cannot represent all UK banks. The main contribution of this study is to provide recent evidence about the relationship between macroeconomic factors, corporate governance and UK bank profitability, which can also support further research in this area.
[bookmark: _Toc239076697]Limitations of the Study
This study has several limitations. Beginning with the study included only four major UK banks: HSBC, Barclays, Lloyds Banking Group and NatWest Group. The study covered ten years from 2016 to 2025, giving a total of 40 observations. This is a relatively small sample for regression analysis. So, it may be difficult to find statistically significant relationships, and the results may not represent all banks in the UK. The study then used secondary data collected from annual reports and official economic sources. These are reliable sources, but the researcher had no control over how the original data were prepared and reported. Different banks may also report some information differently. ROA was used as the only measure of bank profitability. Other measures, such as Return on Equity (ROE) and Net Interest Margin (NIM), could provide a wider understanding of profitability. The study also examined only five independent variables. Other factors, such as bank size, liquidity, capital adequacy, credit risk, and cost efficiency, may also affect bank profitability (Athanasoglou, Panayiotis P., 2005).
[bookmark: _Toc239076698]Areas for Further Research
Future research can improve this study by including more UK banks and using a longer time period. This would increase the number of observations and may provide stronger and more reliable results. Future studies can also use other measures of profitability, such as Return on Equity (ROE) and Net Interest Margin (NIM), together with ROA. More independent variables, such as bank size, liquidity, capital adequacy, credit risk and cost efficiency, can also be included, as previous studies show that different internal and external factors can affect bank profitability (Athanasoglou, Panayiotis P., 2005). Corporate governance can also be studied in more detail by including board diversity, board meetings, director experience, and CEO duality. More advanced methods can also be used to provide a deeper analysis. Future studies could also compare periods of high and low interest rates or inflation to better understand how changes in the economy affect UK bank profitability.
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Years Banks InflatioInterest RateGDP Growth Board Size Board  ROA 

2016HSBC 0.66% 0.25% 1.90% 20 85% 0.14%

2016Barclays 0.66% 0.25% 1.90% 13 76.92% 0.24%

2016Lloyds 0.66% 0.25% 1.90% 16 81.25% 0.30%

2016NatWest 0.66% 0.25% 1.90% 11 81.81% -0.86%

2017HSBC 2.68% 0.50% 1.70% 18 77.78% 0.48%

2017Barclays 2.68% 0.50% 1.70% 13 84.61% -0.07%

2017Lloyds 2.68% 0.50% 1.70% 14 85.71% 0.42%

2017NatWest 2.68% 0.50% 1.70% 14 78.57% 0.09%

2018HSBC 2.48% 0.75% 1.50% 14 78.57% 0.59%

2018Barclays 2.48% 0.75% 1.50% 13 92.30% 0.20%

2018Lloyds 2.48% 0.75% 1.50% 11 72.72% 0.51%

2018NatWest 2.48% 0.75% 1.50% 16 75% 0.22%

2019HSBC 1.79% 0.75% 1.50% 14 64.28% 0.32%

2019Barclays 1.79% 0.75% 1.50% 13 53.84% 0.29%

2019Lloyds 1.79% 0.75% 1.50% 12 66.67% 0.35%

2019NatWest 1.79% 0.75% 1.50% 11 63.63% 0.43%

2020HSBC 0.85% 0.10% -10.40% 14 71.42% 0.20%

2020Barclays 0.85% 0.10% -10.40% 14 64.28% 0.19%

2020Lloyds 0.85% 0.10% -10.40% 12 66.67% 0.16%

2020NatWest 0.85% 0.10% -10.40% 12 58.33% 0.40%

2021HSBC 2.59% 0.25% 8.80% 14 71.42% 0.48%

2021Barclays 2.59% 0.25% 8.80% 13 61.53% 0.52%

2021Lloyds 2.59% 0.25% 8.80% 12 66.67% 0.69%

2021NatWest 2.59% 0.25% 8.80% 12 66.66% 0.37%

2022HSBC 9.07% 3.50% 4.80% 13 85% 0.55%

2022Barclays 9.07% 3.50% 4.80% 13 61.53% 0.41%

2022Lloyds 9.07% 3.50% 4.80% 12 66.67% 0.44%

2022NatWest 9.07% 3.50% 4.80% 12 58.33% 0.44%

2023HSBC 7.30% 5.25% 0.40% 15 80.00% 0.80%

2023Barclays 7.30% 5.25% 0.40% 12 83.33% 0.35

2023Lloyds 7.30% 5.25% 0.40% 13 69.23% 0.63%

2023NatWest 7.30% 5.25% 0.40% 11 72.72% 0.62%

2024HSBC 2.53% 4.75% 1.00% 13 84.61% 0.81%

2024Barclays 2.53% 4.75% 1.00% 13 84.61% 0.42%

2024Lloyds 2.53% 4.75% 1.00% 12 66.67% 0.50%

2024NatWest 2.53% 4.75% 1.00% 10 80% 0.64%

2025HSBC 3.37% 3.75% 1.30% 13 84.61% 0.72%

2025Barclays 3.37% 3.75% 1.30% 13 76.92% 0.47%

2025Lloyds 3.37% 3.75% 1.30% 12 75% 0.52%

2025NatWest 3.37% 3.75% 1.30% 11 63.64% 0.71%

Dependent Variables (Y) Data Sets

Independent Values (X)
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0.265388

R Square 0.0704308

Adjusted R Square 0.0459685

Standard Error 0.0535174

Observations 40

ANOVA

df SS MS F Significance F

Regression 1 0.008246212 0.008246212 2.87915124 0.097911238

Residual 38 0.108836259 0.002864112

Total 39 0.117082471

CoefficientsStandard Error t Stat P-value Lower 95% Upper 95% Lower 90.0% Upper 90.0%

Intercept -0.00594 0.013812939 -0.430038002 0.669597013 -0.033902921 0.022022744 -0.029228074 0.017347897

Inflation  0.555975 0.327659722 1.696806188 0.097911238 -0.107337385 1.219287475 0.003555674 1.108394415
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0.293186337

R Square 0.085958228

Adjusted R Square 0.061904498

Standard Error 0.053068543

Observations 40

ANOVA

df SS MS F Significance F

Regression 1 0.010064202 0.010064202 3.57359235 0.066349495

Residual 38 0.107018269 0.00281627

Total 39 0.117082471

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 90.0% Upper 90.0%

Intercept -0.003452429 0.011932263 -0.289335646 0.77389731 -0.0276080330.02070318 -0.023569682 0.016664823

Interest Rate 0.807930938 0.427387419 1.890394761 0.0663495 -0.0572696591.67313154 0.087375212 1.528486664
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0.020240139

R Square 0.000409663

Adjusted R Square -0.025895346

Standard Error 0.055496445

Observations 40

ANOVA

df SS MS F Significance F

Regression 1 4.79644E-05 4.8E-05 0.0155740.901344362

Residual 38 0.117034507 0.00308

Total 39 0.117082471

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 90.0% Upper 90.0%

Intercept 0.012885951 0.009100116 1.416021 0.164915 -0.00553627 0.031308172 -0.00245643 0.028228332

GDP Growth  -0.024076088 0.1929264 -0.12479 0.901344 -0.41463517 0.366482991 -0.34934121 0.301189037
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0.097781849

R Square 0.00956129

Adjusted R Square -0.016502887

Standard Error 0.055241816

Observations 40

ANOVA

df SS MS F Significance F

Regression 1 0.001119459 0.001119 0.366836 0.548334492

Residual 38 0.115963012 0.003052

Total 39 0.117082471

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 90.0% Upper 90.0%

Intercept 0.049418573 0.061438611 0.804357 0.426195 -0.074957392 0.173794539 -0.054164127 0.153001274

Board Size -0.002811723 0.004642333 -0.60567 0.548334 -0.012209636 0.006586189 -0.010638486 0.005015039
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0.163736484

R Square 0.026809636

Adjusted R Square 0.001199364

Standard Error 0.054758689

Observations 40

ANOVA

df SS MS F Significance F

Regression 1 0.003138938 0.003139 1.046831 0.312707618

Residual 38 0.113943533 0.002999

Total 39 0.117082471

Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 90.0% Upper 90.0%

Intercept -0.057318182 0.068868105 -0.83229 0.410446-0.196734371 0.082098007 -0.17342667 0.058790306

Board Independence  0.095167225 0.093014155 1.023148 0.312708-0.093130088 0.283464539 -0.06165041 0.251984856
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Formula Used

ROA =( Profit after Tax/Average Total Assets)*100

Average Total Assets = (Beginning Total Assets+Ending Total Assets)/2
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Year

Profit After 

Tax (US$m)

Average Total 

Assets Calculation

Average Total Assets 

(US$m)

ROA (%)

2016 3,446

(2,284,931 + 

2,499,711) /2

2,392,321.00 0.14

2017 11,879

(2,499,711 + 

2,397,046) /2

2,448,378.50 0.48

2018 15,025

(2,397,046 + 

2,682,849) / 2

2,539,947.50 0.59

2019 8,708

(2,682,849 + 

2,741,903) /2

2,712,376.00 0.32

2020 6,099

(2,741,903 + 

3,131,975)/ 2

2,936,939.00 0.2

2021 14,693

(3,131,975 + 

2,892,899) /2

3,012,437.00 0.48

2022 16,670

(2,892,899 + 

3,168,249) /2

3,030,574.00 0.55

2023 24,559

(3,168,249 + 

2,951,525) /2

3,059,887.00 0.8

2024 24,999

(2,951,525 + 

3,173,423) /2

3,062,474.00 0.81

2025 23,131

(3,173,423 + 

3,223,335) /2

3,198,379.00 0.72
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Year

Profit After 

Tax (£m)

Average Total 

Assets Calculation

Average Total Assets 

(£m)

ROA (%)

2016 2,828

(1,120,012 + 

1,213,126)/2

1,166,569.00 0.24

2017 -894

(1,213,126 + 

1,133,248) /2

1,173,187.00 -0.07

2018 2,372

(1,133,248 + 

1,133,283) /2

1,133,265.50 0.2

2019 3,354

(1,133,283 + 

1,140,229)/2

1,136,756.00 0.29

2020 2,461

(1,140,229 + 

1,349,514) /2

1,244,871.50 0.19

2021 7,226

(1,349,514 + 

1,384,287) /2

1,366,900.50 0.52

2022 5,973

(1,384,285 + 

1,513,699)/ 2

1,448,992.00 0.41

2023 5,323

(1,513,699 + 

1,477,487) /2

1,495,593.00 0.35

2024 6,356

(1,477,487 + 

1,518,202)/ 2

1,497,844.50 0.42

2025 7,213

(1,518,202 + 

1,544,165) /2

1,531,183.50 0.47
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Year

Profit After 

Tax (£m)

Average Total 

Assets Calculation

Average Total Assets 

(£m)

ROA (%)

2016 2,514

(842,402 + 

792,993)/2

817,697.50 0.3

2017 3,547

(792,993 + 

861,876)/2

827,434.50 0.42

2018 4,400

(861,876 + 

839,717)/2

850,796.50 0.51

2019 3,006

(839,717 + 

833,893)/2

836,805.00 0.35

2020 1,387

(833,893 + 877,269) 

/2

855,581.00 0.16

2021 5,885

(871,269 + 

833,893)/2

852,581.00 0.69

2022 3,923

(871,269 + 

883,584)/2

877,426.50 0.44

2023 5,518

(883,584 + 

869,139)/2

876,361.50 0.63

2024 4,477

(881,453 + 

906,224)/2

893,838.50 0.5

2025 4,757

(906,700 + 

905,500)/2

906,100.00 0.52
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Year

Profit After 

Tax (£ million)

Average Total 

Assets Calculation 

(£ million)

Average Total Assets 

(£ million)

ROA (%)

2016 -6,955

(815,408 + 798,656) 

/2

807,032.00 -0.86

2017 752

(798,656 + 738,056) 

/2

768,356.00 0.09

2018 1,622

(738,056 + 694,235) 

/2

716,145.50 0.22

2019 3,133

(694,235 + 754,417) 

/2

724,326.00 0.43

2020 3,136

(754,417 + 799,491) 

/2

776,954.00 0.4

2021 2,950

(799,491 + 781,992) 

/2

790,741.50 0.37

2022 3,340

(781,992 + 720,053) 

/2

751,022.50 0.44

2023 4,394

(720,053 + 692,673) 

/2

706,363.00 0.62

2024 4,519

(692,673 + 718,882) 

/2

705,777.50 0.64

2025 5,242

(718,882 + 747,630) 

/2

733,256.00 0.71
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2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Inflation Rate 0.66% 2.68% 2.48% 1.79% 0.85% 2.59% 9.07% 7.30% 2.53% 3.37%

Interest Rate 0.25% 0.50% 0.75% 0.75% 0.10% 0.25% 3.50% 5.25% 4.75% 3.75%

GDP Growth 1.90% 1.70% 1.50% 1.50%−10.4% 8.80% 4.80% 0.40% 1.00% 1.30%

Macroeconomic Facors
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Baord Size Independent Board MembersBoard Independence (%)

Years

2016 20 17 85

2017 18 14 77.77777778

2018 14 11 78.57142857

2019 14 9 64.28571429

2020 14 10 71.42857143

2021 14 10 71.42857143

2022 13 11 84.61538462

2023 15 12 80

2024 13 11 84.61538462

2025 13 11 84.61538462

FOR HSBC
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Baord Size Independent Board MembersBoard Independence (%)

Years

2016 13 10 76.92307692

2017 13 11 84.61538462

2018 13 12 92.30769231

2019 13 7 53.84615385

2020 14 9 64.28571429

2021 13 8 61.53846154

2022 13 8 61.53846154

2023 12 10 83.33333333

2024 13 11 84.61538462

2025 13 10 76.92307692

For Barclays


image18.emf
Baord Size Independent Board MembersBoard Independence (%)

Years

2016 16 13 81.25

2017 14 12 85.71428571

2018 11 8 72.72727273

2019 12 8 66.66666667

2020 12 8 66.66666667

2021 12 8 66.66666667

2022 12 8 66.66666667

2023 13 9 69.23076923

2024 12 8 66.66666667

2025 12 9 75

For Lloyds
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Baord Size Independent Board MembersBoard Independence (%)

Years

2016 11 9 81.81818182

2017 14 11 78.57142857

2018 16 12 75

2019 11 7 63.63636364

2020 12 7 58.33333333

2021 12 8 66.66666667

2022 12 7 58.33333333

2023 11 8 72.72727273

2024 10 8 80

2025 11 7 63.63636364

For NatWest Group
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