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Abstract

Commercial Banks in Bangladesh play a vital role in the economic
development of Bangladesh. Islamic banks also play important role in this
regard. Now a days there is growing importance of human resources’
management (HRM) in any organisation. The banking performance had taken
a bad shape due to default culture and non-performing loans. Islami banks
undertook different programmes for raising their HRM development activities
through establishing separate training institutions and involving a good team
of professional bankers, economic experts and others in their training and
development activities. This has broadened the areas of success of these
banks through prudent participation of the available human resources in the
decision making process. The detailed review of different research studies
shows that many of the studies have presented the operational performance
of the Islamic Banks, their growth and development, role in entrepreneurship
development, etc. But, not a single comparative study has yet been done on
the effectiveness of Human Resources’ Development activities on the
performance of the Islamic Banks in Bangladesh. This study would be helpful
for our policy makers and decision makers in the banking arena of
Bangladesh in understanding the importance of growth and development of
human resources, their productivity and operational efficiency. The main
objectives of the study are: to assess the financial performance of the two
purposively selected Islami Banks (one is performing and the other is not
performing well) and evaluate the impact of the growth and development of
their human resources on such performance along with their major SWOT
mix. The basic hypothesis of the study is that there is a positive correlation
between managerial performance of the banks and development of the
human resources, variations of the performance between the two banks are
also statistically significant.



The methodology used here is mainly documentary analysis or content
analyses. The study also reveals that both primary and secondary data were
used here. The researcher had series of discussions with some officials of
both the banks and with some of their clients. The statistical tools used were
Mean Values, SD, DV, Multiple Correlation and Regressions, ANOVA Test
etc. Time span of the study covers the period from 1983 to 2004. The major
findings of the study show that both the banks have systems for developing
their human resources through their central training institutes in Dhaka;
financial performance of the two banks in terms of profitability, productivity,
cost of fund are more or less satisfactory. HRM development activities appear
to be satisfactory since cooperation of human resources progressed due to
motivation and collaborative approaches. Opinions of the employees reveal
that training and development activities, performance appraisal system, scope
for career planning, provisions for rewards, welfare and quality of work life,
organisational development, management relation etc. are more or less
satisfactory. There is involvement of employees in developing skills and
knowledge. Motivation of the employees is also increasing their productivity.
Absenteeism factors are negligible and there is good participation of
employees in banking decisions. The training institutes were given enough
scope for training the employees of the banks. There is also a good package
of pay structure and other benefits for the employees. These have developed
human resources of the banks. The major strength of the banks is their
manpower; opportunity is that there is good demand for their investible funds.
The major threat is that sometimes there is the problem of default culture.
This enhances the cost of fund, decreases the productivity and profitable uses
of funds. Both the banks are highly cost conscious and they perform greater
social responsibility through introducing consumers’ credit facility and other
entrepreneurial financing schemes, old age financing schemes, education
loan and financing of the rural poor. However, it is found that there is
difference in performance of the two banks. In spite of such differences, it is
concluded that HRD activities of both the banks are more or less satisfactory.
There is congenial banking environment leading to productive utilisation of the

Vi



banks' funds which are increasing the value additions to the economy. Bank

authorities need to be more vigilant on default culture and cost of funds.

It is expected that with the use of the provisions of LRA model, the
banks will be able to contribute more to the development of their human
resources. This will raise the employee morale, motivation, job satisfaction
and employees' productivity so that the managerial performance can easily be
enhanced. This will also add to the value additions to the economy raising the
growth and development activities of the banks with the expansion of
information technology. There will be wide participation in on line banking to
serve the economy.

The Banks should try to increase the effectiveness of Human
Resource Management activities through providing more training, motivation,
counselling to the employees and this will increase their productivity and
managerial performance. Unless the employees are self motivated to work
more, their productivity, growth and development of the banks would remain
poor. So, efforts should be made to increase productivity of the employees
through better HRD management.

Vil
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Chapter 1
INTRODUCTION

1.1 Role of Financial Institutions in Economic
Development

Economic development is a crafty concept.' To some extent it is termed as
economic growth as these two terms are used interchangeably. The
increasing condition of national income of a country is regarded as “growth’
but changing state of the socio-economic structure along with growth is
regarded as development.” Meir and Baldwin define economic development
as a process whereby the real national income of an economy increases over
a long period of time.?

Alpert states that a healthy and stable economy should be dependent on
domestic resources of that economy. Influx of foreign capital cannot be treated
as the Yardstick of economic development. It, however, is significant, and should
only be a supplement to domestic capital. Long lasting improvements in the level
of living can be achieved only through the positive increase in productive
capacity, which depends mostly on the pace of capital formation.*

Adam Smith emphasizes that the role of capital formation is an
important factor for economic development.” Arthur Lewis signifies that rapid
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capital accumulation is the core factor of economic development.® It may be
argued that other things, such as entrepreneurship and training of employees
and workers and administrators are needed for economic development, in
addition to capital accumulation. Yet these are rarely achieved without capital
formation. Therefore, capital formation may be considered as the main factor
by which all other things of growth are made possible.” Emphasizing the
importance of capital accumulations, Stiglitz states, "Capital accumulation is
often given credit for being the engine of growth ... . Once one identifies the

engine of growth, the task is to increase capital accum ulation”.®

Jhinsan states that capital formation is the main key to economic
growth, which reflects effective demand and creates productive efficiency for
future production. Investment in capital goods through capital formation not
only raises production but employment opportunities also, and leads to the
technological progress. The provision for social and economic expenditures
like transport power, education, hospital, etc. in the country is possible
through capital formation. Capital formation leads to the exploitation of natural
resources, human resources, industrialization and expansion of market: which
are essential and prerequisites for economic progress. A rapid rate of capital
formation gradually dispenses with the need for external helps. It helps a

country to make self-reliant and reduces the burden of foreign debt.’

Wagqif says that in the absence of a healthy financial superstructure, a
major share of people's savings is accumulated in socio-economically

unproductive assets. When sayings are hoarded privately it does not provide
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any contribution to real producer's capital formation. He also advocated that a
well-developed financial superstructure in an economy- would also facilitate
the mobilization and allocation of savings from the international sector thus

provide better scope for domestic development.'®

Therefore, the basic need for capital accumulation is the establishment
of a well-developed, wide-spread and efficient financial structure that can
mobilize small and scattered savings of the people and channel the same for

desired investments.'

Moreover, Van Horne states that efficient financial
markets are extremely important to ensure sufficient capital formation and
economic growth in a modern economy.'? Nevin observes that the poorer a
country is, the greater is the need for financial institutions to collect and invest
the savings within its borders. Such instillations will not only welcome small
amounts of savings to be handled and invested conveniently but will allow the
owners of savings to retain liquidity individually but finance long term

investment collectively. '

According to a group of authors, “Financial Institutions Serve as an
Important Function as Intermediaries between the Saver and the User of
Savings — i.e., in translating savings into capital goods".'* So, Economic
development of a country ensures resource mobilization, capital formation
and increases the savings tendencies of people. It raises the levels of

investment, industrialization and creation of employment in the economy. In
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