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ABSTRACT 

The study was carried out to explore the key determinants of profitability of commercial banks 

operating in Ethiopia using unbalanced panel data set of banks over the period 1999/00-2008/09. To this 

end, internal and external factors to the banks are regressed against the ROAA of the commercial banks. 

The internal factors considered are related to the bank’s capital structure, liquidity, credit risk, loan 

portfolio, asset quality, and expense management aspects whereas the external factors are related to the 

industry and the macroeconomic scenarios within which the banks operate.  In this analysis the fixed 

effects model is used to control the unobservable bank specific characteristics. The fixed effects model is 

preferred to the random effect model following the Hausman test, Chi-square =27.6, and P-value =0.005. 

The result of the study indicates that the most determinants of bank profitability in Ethiopia are the 

internal factors, factors over which a bank’s management has control. Though the external factors are 

found to be statistically insignificant, their signs have important policy implications, and thus require the 

attention of policy makers and bank regulators. 
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