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ABSTRACT

The aim of this paper is to investigate the effect of bank specific characteristics and
macroeconomics determinants on bank profitability. To examine the determinants of
profitability estimated in term of two financial ratios (ROE, NIM), we apply a fixed
effect model to a panel of ten Saudi commercial banks that covers the period from
1999 to 2006.

The study results showed that in case of calculating profitability in terms of ROE, the
most significant internal and external factors affecting Saudi banks are: capital
adequacy ratio, earning assets to deposits ratio, operational efficiency, growth rate in
GDP, and banking sector development.

This research indicated also that the bank size (total assets) and capital adequacy ratio
are statistically significant. They positively affect the Net Interest Margin, while the
liquidity ratio has a negative impact on it. Finally, variables concerned credit risk;
inflation rate and interbank offered rate are insignificant and have a low effect on all

indicators of profitability
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