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Abstract 

There are many problems in a developing economy like Bangladesh that make the operation of 

banking business difficult. This study is an attempt to evaluate the performance of private 

commercial banks considering the impact of the economic environment of Bangladesh on the 

performance of the banks. Using data on ten randomly selected private commercial banks, this 

paper evaluates the financial performance of the banks, studies the problems the banks have to 

deal with and finds out the strategies the banks use to cope with the challenges. The main 

conclusion is that operating a banking business in the economic environment of a developing 

country like Bangladesh requires full understanding of the changing economic situations, sound 

strategy-making for tackling adverse situations, effective short term planning and efficient risk 

management. The ten selected banks try to follow these strategies, and they have managed to be 

profitable and reasonably efficient. 
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Introduction 

The business environment of developing economies has unique characteristics, and some of those 

characteristics create problems for operating any kind of business in those countries. As 

Bangladesh has been categorized as a developing nation in the World Economic Outlook report 

published by IMF, the economy of Bangladesh has the unique characteristics of any other 

developing economy. Since commercial banking is actually the business of receiving deposits and 

issuing debt securities on the one hand and creating or investing in assets on the other hand 

(Fama, 1980), the business environment of a developing economy like Bangladesh has a 

significant impact on the profitability and performance of the banks. The reason behind this is 

that the main goal of operating private commercial banks is to earn profits, which are subject to 

market risks, credit risks, etc. Moreover, the commercial banks have to deal with different clients, 

establish different branches and abide by the rules and regulations of the country they are 

operating in. As a result, the whole macroeconomic and business environment has a significant 

impact on the profitability and performance of the banks.  

In Bangladesh, private commercial banking did not start immediately after independence, since 

all the financial institutions were nationalized at that time. But subsequent regimes of later 
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periods started privatizing the financial institutions and industries quite rapidly, and in the present 

time, there are state owned as well as private commercial banks in Bangladesh. As private 

commercial banks of Bangladesh have to deal with the basic problems associated with the 

business environment of a developing economy as well as try to remain profitable, evaluation of 

the performance of private commercial banks of this country would be helpful in finding out the 

problems and prospects of commercial banking in a developing economy. This evaluation 

requires answers to three questions: first, how the banks are performing (in terms of different 

indicators); second, what are the basic problems these banks have to face in Bangladesh, and 

finally, how the banks are tackling the problems.  

There have been many studies undertaken by foreign and Bangladeshi nationals which deal with 

the performance of commercial banks of Bangladesh. Some of the notable ones are: Ahmed and 

Jamsheduzzaman (1985), Swamy and Vasudevan (1985), Hossain and Bhuiyan (1990), Bhatt and 

Ghosh (1992), Avkiran (1997), Al-Shamrnari and Salirni (1998), Siddique and Islam (2001), 

Chowdhury (2002), Bhattacharya (2007), Chowdhury and Islam (2007) and Jahangir, Shill and 

Haque (2007). Most of these studies were endeavors to find out the determinants of the 

performance of commercial banks. To measure the performance level of a bank, Swamy and 

Vasudevan (1985) used per employee deposits, advances, profits, etc. and found them to be 

significant. However, Hossain and Bhuiyan (1990) stated that there is no universally accepted 

operational definition of performance measures, but in broad sense performance level of an 

enterprise can be measured by ‘the extent to which its work is carried out within established 

specifications for goods and services produced, to the general satisfaction of the clientele served, 

within given cost and time constraints, and in such a manner as to support or contribute to the 

achievement of the organization objectives. Bhatt and Ghosh (1992) observed that the 

profitability of commercial banks depend on endogenous factors like control of expenditure, 

expansion of banking business, timely recovery of loans and productivity, and exogenous factors 

consisting of direct investments such as SLR (Statutory Liquidity Ratio), CRR (Cash Reserve 

Ratio) and directed credit programs. 

Avkiran (1997) used a complex process whereby multivariate interdisciplinary measures of 

potential to perform are integrated with performance measures to develop models of retail 

performance for bank branches. But according to Al-Shamrnari and Salirni (1998), profitability 

ratios, especially return on equity (ROE), signals the earning capability of the organization. 

Siddique and Islam (2001) found that the average profitability of all Bangladeshi banks 

collectively was 0.09% during 1980 to 1995, from which he concluded that the banks were, on 

average, profitable. Chowdhury (2002) also emphasized the importance of profitability and the 

relationships between variables like market size, bank's risk and bank's market size with 

profitability while measuring a bank’s performance. Jahangir, Shill and Haque (2007), on the 

other hand, stated that the loan-to-deposit ratio works as a very good indicator of banks' 

profitability, as it depicts the status of asset-liability management of banks. Chowdhury and Islam 

(2007) stated that deposits and loan advances of Nationalized Commercial Banks (NCBs) are less 

sensitive to interest changes than those of Specialized Banks (SBs). They also suggest that higher 

return on equity (ROE) ratio is appreciable as it is the primary indicator of bank's profitability and 

functional efficiency.  
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None of the studies mentioned focus on the aspect of the banks’ performance in the environment 

of a developing economy. But in order to get a clear picture of the performance of the banks, a 

qualitative evaluation of the performance, which would clarify the problems and strategies used 

by the banks to deal with the problems of the business environment of an economy like 

Bangladesh, is inevitable. Therefore, this paper firstly evaluates the performance of ten randomly 

selected private commercial banks in Bangladesh, secondly, highlights the problems faced by the 

banks and finally, shows the ways followed by the banks through which the banks cope with the 

problems. The banks randomly selected for this paper include Dhaka Bank, Dutch-Bangla Bank 

Ltd, The City Bank, Southeast Bank, Prime Bank, EXIM Bank, Eastern Bank, Trust Bank, BRAC 

Bank and Mercantile Bank. Section 2 of this paper describes the basic objectives of the study 

presented in this paper. Section 3 provides an overview of the banking system in Bangladesh.  

Section 4 provides a quantitative analysis of the performance of the ten selected commercial 

banks of Bangladesh. Section 5 shows the problems faced by the banks in Bangladesh, while 

section 6 discusses the strategies used by the banks to deal with the problems, and the final 

section concludes.  

 

Objectives of the Study 

The main objectives of the study are: 

• Evaluating the performance of the selected private commercial banks using different 

financial ratios. 

• Outlining the problems faced by commercial banks for operating banking businesses in 

Bangladesh. 

• Investigating the strategies the banks pursue to deal with the problems of the business 

environment of a developing economy like Bangladesh. 

 

Banking System in Bangladesh: An Overview 

The financial system of Bangladesh consists of Bangladesh Bank (BB) as the central bank, 4 

State Owned Commercial Banks (SCB), 5 government owned specialized banks, 30 domestic 

private banks, 9 foreign banks and 29 non-bank financial institutions. Moreover, the Microcredit 

Regulatory Authority (MRA) has given license to 560 Micro-credit Organizations. The financial 

system also includes insurance companies, stock exchanges and co-operative banks. Bank 

Company Act, 1991, empowers Bangladesh Bank to issue licenses to carry out banking business 

in Bangladesh. Licenses may be cancelled if the bank fails to comply with provisions outlined by 

Bangladesh Bank or ceases to carry on banking business in Bangladesh. The commercial banking 

system dominates the financial sector with limited role of Non-Bank Financial Institutions and 

the capital market. Sonali Bank is the largest nationalized commercial bank while Pubali Bank is 

the largest domestically owned private commercial bank, with over 400 branches. Among the 12 

foreign banks, Standard Chartered Bank has become the largest in the country.  
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There are also about 7 Islamic Banks in Bangladesh, many of which are joint ventures including 

foreign investment. IBBL (Islamic Bank Bangladesh Limited) is the largest Islamic bank in 

Bangladesh, with around 230 branches. The banking system is dominated by the 4 State Owned 

Commercial Banks, which together control more than 30% of deposits and operates 3383 

branches (50% of the total). The net profits after tax for the different types of commercial banks 

are shown in the following table: 

 
Table 3.1: Profits of Different Types of Commercial Banks (including Islamic Banks) 

Period 

State Owned Foreign Private Total 

Net Profit 

After Tax 

Net Profit 

After Tax 

Net Profit 

After Tax 

Net Profit 

After Tax 

2001 38.24 259.81 514.48 812.53 

2002 19.88 224.08 458.79 702.75 

2003 68.21 276.44 475.59 820.24 

2004 -1,904.72 392.01 736.49 -776.22 

2005 -1,209.41 470.18 954.71 215.48 

2006 -4,415.92 624.12 931.54 -2,860.26 

2007 -809.10 723.33 1,995.75 1,909.98 

2008 897.68 1,138.42 2,818.66 4,854.76 

Source: Bangladesh Bank Quarterly, Bangladesh Bank – Various Issues 

 

The table shows that, state owned commercial banks have faced losses in some years, while in 

some years these banks have made profits. But foreign and private commercial banks have not 

faced losses in the recent years, as shown by the table. This is partly due to the fact that if 

privately owned commercial banks and foreign commercial banks start facing losses, they would 

not be able to survive in the market. Hence, these banks try their level best to remain profitable. 

But state owned banks can face losses and still survive, since it is backed by the state. So, these 

banks are not as concerned about the losses as private commercial banks.  

 

Performance of Private Commercial Banks: A Quantitative Analysis 

As outlined in the introduction of this paper, the first step of evaluating the performance of 

commercial banks in a developing economy context would be the quantitative analysis of their 

performance. The detailed methodological issues, along with data sources and results of the study 

are described in the following subsections. 

 

Methodology of the Study 

The sample of private commercial banks was chosen using a random sampling method. 

According to this method, all the 30 domestic private commercial banks were assigned different 

numbers, from 1 to 30. Then the random number table was used to choose the banks. For 
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example, Dhaka Bank Limited was assigned the number 4. Using the random number table, the 

first random number for choosing 10 commercial banks from 30 banks was found to be 04. 

Hence, Dhaka Bank was chosen. The other nine banks were chosen in a similar way. 

To evaluate the performance of banks, the guidelines provided by Rosenberg (2009) and the 

World Bank have been followed in this paper. According to the guidelines, the performance of 

the banks has been evaluated using indicators that represent four main criteria of performance of 

banks, which are: Outreach, Asset Quality, Profitability and Efficiency. The values of the 

indicators are then compared with average values of the same indicators for big commercial 

banks of India. India has been chosen for comparison because firstly, India is one of the emerging 

economies of the world; secondly, the socio-economic background of Bangladesh and India is 

mostly similar, and lastly, Indian banks have to deal with more or less the same problems as those 

of Bangladesh. The indicators used in this analysis are described as follows:  

 

Outreach 

The outreach of each bank simply measures the outreach of the financial services of the 

commercial bank. The simplest and most effective technique of evaluating the outreach is to look 

at the number of branches of the banks and the total amount of deposits in the banks. Opening 

branches is a costly process, so commercial banks only open new branches when the number of 

clients rises.  Increase in the amount of deposits in a bank shows that the clients of the banks are 

getting more interested in depositing money with the bank. This shows that the bank’s 

dependability is rising, or else clients would not have increased deposits in their accounts. This 

certainly would attract new clients, and the bank’s outreach would rise.  Hence, number of 

branches and amount of deposits has been used to evaluate the extent of outreach of the 

commercial banks.  

 

Asset Quality 

The main source of earnings for a commercial bank is the interest received on loans disbursed by 

the bank. Loans make up the basic elements of assets of a bank. Therefore, assets quality is 

measured by examining the percentage of classified loans among total loans disbursed, where 

classified loans are those loans which have a more than normal risk of not being repaid. 

Percentages of interest earning assets among total assets and capital adequacy ratio have also 

been examined here.  Capital Adequacy Ratio (CAR) is the ratio of a bank’s capital to its risk. It 

is calculated as: 

Assets WeightedRisk 

Capital 2Tier Capital 1Tier 
(CAR) RatioAdequacy  Capital

+
=  

where, Tier 1 Capital = Equity Capital + Disclosed Reserves  

    Tier 2 Capital = Undisclosed Reserves + General Loss reserves + Subordinate Term Debts 
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Profitability 

In this paper, profitability has been examined by calculating three most popular and effective 

financial ratios; namely, Return on Assets (ROA), Return on Equity (ROE) and Earnings per 

share (EPS). The Return on Assets (ROA) reflects the bank’s ability to use its assets profitably. It 

is calculated as:  

Assets Total

Profitstax -After
  (ROA) Asssetson Return =  

On the other hand, the Return on Equity (ROE) measures the returns produced on the owner’s 

investment. The ratio is calculated as follows: 

Equity Total

Profitstax -After
  (ROE)Equity on Return =  

Therefore, the ratio shows the average profits generated by each unit of equity. Lastly, earnings 

per share (EPS) is calculated as: 

gOutstandin Shares ofNumber 

Earnings Total
  (EPS) SharePer  Earings =  

 

Efficiency   

Efficiency refers to the effectiveness of the use of resources of the banks. The most common 

indicator used to measure the efficiency is the Operating Expense Ratio (OER) (Rosenberg 2009). 

It compares a bank’s earnings on loans with how much it spends to make loans and monitor them. 

The ratio is calculated as follows: 

Loans all ofAmount  gOutstandin Total

Expenses tiveAdministra and Personnel
  (OER) Ratio Expense Operating =  

 

Data 

The data on the different financial ratios outlined in the methodology section is secondary data, 

which has been collected from the annual reports of the selected banks. This data consists of 

monetary values of assets, liabilities, total equity, total administrative expenses, total loans, total 

classified loans, total capital, profits, total deposits, number of branches etc. Data collected 

reflects the financial position of the commercial banks at the end of the year 2009. 

 

Data Analysis and Results 

Analysis of the data collected on the ten randomly selected banks, along with the detailed results, 

has been shown in the following sub sections. 
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Extent of Outreach of the Banks 

The extent of the outreach of the banks, as measured by the number of branches and total amount 

of deposits in the year 2009, is shown in the following table: 
 

Table 4.3.1: Outreach of the Banks 

Name of the Bank Number of Branches Total Amount of Deposits 

Dhaka Bank 52 Tk.     60918 million 

Dutch-Bangla Bank Limited 81 Tk. 6778853 million 

The City Bank Ltd 87 Tk.     62384.28 million 

Southeast Bank 56 Tk.     96669.05 million 

Prime Bank 84 Tk.   106956 million 

EXIM Bank 28 Tk.     28319.21 million 

Eastern Bank 39 Tk.     49190 million 

Trust Bank 42 Tk.     48464.64 million 

BRAC Bank 71 Tk.     75219.62 million 

Mercantile Bank 53 Tk.     55563.08 million 

The sample statistics show that the banks have significant variability in the number of deposits 

and the number of branches. But analysis of the data and its distribution is required for a 

conclusion, which has been shown in the following table: 
 

Table 4.3.2: Descriptive Statistics of the Outreach of the Banks 

 Number of Branches Amount of Deposits 

Mean 59 736253.69 

Standard Deviation 21 2123280 

Median 54.5 61651.14 

Range 59 6750533.79 

Minimum 28 28319.21 

Maximum 87 6778853 

Coefficient of Variation 10.93% 91.87% 

Coefficient of Correlation 0.4 

  

 
The two tables show that the average number of branches of the banks under study is 59, while 
the average amount of deposits is Tk. 736253.69 million. Dutch Bangla Bank Limited has the 
highest number of branches (87), while the largest amount of deposits is in Prime Bank (Tk. 
6778853 million). Prime Bank also has the second highest number of branches among the ten 
banks. Therefore, Dutch Bangla Bank Limited and Prime Bank have the greatest outreach among 
the banks considered. But the coefficient of variation, which is the ratio of standard deviation to 
mean, is higher for the number of branches than the amount of deposits. This means that 
compared to the number of branches, the amount of deposits is very unevenly distributed among 
the banks. One exception in this case in EXIM bank, the number of branches of which is only 28, 
and it has the lowest number of branches. Other than that, the number of branches of the rest of 
the banks moves around the average value. The value of the coefficient of correlation between the 
number of branches and amount of deposits is 0.4, which shows that increases in the number of 
branches increases the amount of deposits for the selected banks.  
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On an average, the main commercial banks of India have over a thousand with an average deposit 
of Rs. 200 billion. The extent of outreach of the selected banks in Bangladesh is quite low in 
comparison. But if the banks can do business profitably in the future, then hopefully they can 
expand their outreach further.  
 

Asset Quality of the Banks 

The financial ratios calculated to evaluate the asset quality of the selected commercial banks have 

been shown in the following table: 
 

Table 4.3.3: Financial Ratios of the Asset Quality of the Banks 

Name of the Bank 
Percentage of 

Classified Loans 

Percentage of Interest 

Earning Assets 

Capital Adequacy 

Ratio 

Dhaka Bank 5.57 % 87.5 % 11.31 % 

Dutch-Bangla Bank Ltd 1.58 % 85.8 % 11.59 % 

The City Bank Ltd 4.87 % 87.9 % 11.29 % 

Southeast Bank 3.73 % 85.0 % 11.72 % 

Prime Bank 1.29 % 88.0 % 14.71 % 

EXIM Bank 2.68 % 85.0 % 11.18 % 

Eastern Bank 2.46 % 87.2 % 16.84 % 

Trust Bank 2.65 % 90.4 % 12.66 % 

BRAC Bank 6.04 % 94.8 % 12.69 % 

Mercantile Bank 2.59 % 90.83 % 10.48 % 
 

The table above shows that the values of the financial ratios indicating asset quality vary from 

bank to bank, and except for the percentage of classified loans, the degree of variation is quite 

low. But further analysis is needed to find out more about the data. Descriptive statistics of the 

data are represented in the following table: 
 

Table 4.3.4: Descriptive Statistics of the Asset Quality of Banks 

 
Percentage of 
Classified Loans 

Percentage of Interest 
Earning Assets 

Capital Adequacy 
Ratio 

Mean 3.35 %   88.24 % 12.45 % 

Median 2.67 % 87.7 % 11.66 % 

Standard Deviation 0.016433 0.030397 0.022906 

Range 4.75 %  9.8 % 8.35 % 

Minimum 1.29 % 85 % 8.49 % 

Maximum 6.04 % 94.8 % 16.84 % 

Coefficient of Variation 49.1127% 3.444701% 18.80935% 

Correlation Coefficient Between percentage of classified loans and 
percentage of interest earning assets 

0.42 

Correlation Coefficient between percentage of interest earning assets and 
capital adequacy ratio 

0.17 

Correlation coefficient between percentage of classified loans and capital 
adequacy ratio 

-0.21 
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The table shows the average, maximum and minimum values of the financial ratios of the asset 

quality of banks, along with the standard deviation, coefficient of variation and correlation among 

the ratios. Since the coefficient of variation is the highest for percentage of classified loans, the 

variation in percentage of classified loans among the selected private banks is higher than the 

variations in other indicators. The correlation coefficients show a moderate degree of positive 

correlation between percentage of classified loans and percentage of interest earning assets, 

indicating that an increase in interest earning assets is likely to increase the percentage of 

classified loans. The other correlation coefficients show very low degrees of correlation, so the 

relationship between capital adequacy ratio and percentage of classified loans along with the 

relationship between percentage of interest earning assets and capital adequacy ratio for these ten 

banks is quite insignificant.  

The percentage of interest earning assets is quite high for all the banks, the highest being in 

BRAC Bank. The capital adequacy ratio is highest for Eastern Bank, while the second highest is 

in Prime Bank. Hence, if ranked according to asset quality, Prime Bank has performed the best 

among the ten banks. The requirement of CAR for the commercial banks of Bangladesh, as 

declared by Bangladesh Bank, is 10%. So, capital adequacy of these banks is up to the standard of 

Bangladesh.  

The average values of the percentage of classified loans for banks of developing nations like 

India, Pakistan and Sri Lanka are 2.3%, 9.1% and 15.3% respectively, while for developed 

nations like USA, UK and France this percentage is on average 3%, 1.6% and 2.8%. The 

percentages of classified loans to total loans in Indian commercial banks like ICICI Bank, 

Dhanlaxmi Bank, Kotak Mahindra Bank etc. are around 1% - 2%. Hence, for commercial banks 

functioning in a developing economy like Bangladesh, the average percentage of classified loans 

(3.35%) is not very high, but it would be better if it comes down to 1% - 2%.  

 

Profitability of the Banks 

The profitability of the banks, as measured by using three financial ratios, is shown below: 
 

Table 4.3.5: Financial Ratios of the Profitability of the Banks 

Name of the Bank Return on 
Assets (ROA) 

Return on 
Equity (ROE) 

Earnings per 
share (EPS) 

Dhaka Bank 1.29 % 19 % Tk. 43.99 
Dutch-Bangla Bank Ltd 1.6 % 30.28 % Tk. 75.85 
The City Bank Ltd 1.23 % 23.66 % Tk. 52.11 
Southeast Bank 1.66 % 16.51 % Tk. 54.64 
Prime Bank 2.37 % 30.19 % Tk. 79.43 
EXIM Bank 3.49 % 25.26 % Tk. 48.61 
Eastern Bank 2.34 % 22.10 % Tk. 58.53 
Trust Bank 1.13 % 17.59 % Tk. 33.06 
BRAC Bank 1.56 % 19.19 % Tk. 60.98 
Mercantile Bank 1.22 % 18.80 % Tk. 37.41 



230  ASA University Review, Vol. 5 No. 1, January–June, 2011 

 

 

The profitability ratios of the banks indicate that all of the banks included in the sample were 

profitable in the year 2009, since none of them indicate losses. The descriptive statistics would 

give a clearer picture of the distribution of the values of the ratios, which are shown in the 

following table: 

 
Table 4.3.6: Descriptive Statistics of the Profitability of the Banks 

 
Return on Assets 

(ROA) 

Return on Equity 

(ROE) 

Earnings per Share  

(EPS) (in Tk.) 

Mean 1.8 % 22.26 % 54.461 

Median 1.58% 20.65 % 53.375 

Standard Deviation 0.007423 0.050009595 15.0487 

Range 2.36 % 13.77 % 46.37 

Minimum 1.13 % 16.51 % 33.06 

Maximum 3.49 % 30.28 % 79.43 

Coefficient of Variation 41.49164% 22.46814387% 27.63206% 

Coefficient of Correlation between ROA and ROE 0.46 

Coefficient of Correlation between ROE and EPS 0.77 

Coefficient of Correlation between ROA and EPS 0.31 

 

The average ROA is 1.79%, while the average ROE is 22% for the ten banks under study. This 

performance is not bad at all, since for many large banks in India, like in Dhanlaxmi Bank, Kotak 

Mahindra and ICICI, ROA has values of 1.2% - 1.7% and ROE has values around 20%. The 

average value of earnings per share is Tk. 54.46.  EXIM Bank has the highest return on assets 

(ROA), followed by Prime Bank. Prime Bank also has the highest Return on Equity (ROE) and 

Earnings per Share (EPS). The loans to deposits ratio is highest for Eastern Bank, while Prime 

Bank has the third highest loans to deposits ratio. Hence, among the ten banks considered, Prime 

Bank is the most profitable.  

 

Efficiency of the Banks 

As mentioned earlier, efficiency refers to the effectiveness of the use of resources of the banks. 

The most common indicator used to measure the efficiency is the Operating Expense Ratio 

(Rosenberg 2009). It compares a bank’s earnings on loans with how much it spends to make 

loans and monitor them. The ratio is calculated as follows: 

Loans all ofAmount  gOutstandin Total

Expenses tiveAdministra and Personnel
  (OER) Ratio Expense Operating =  
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The operating expense ratios for the ten selected private banks have been shown in the following 

table: 
Table 4.3.7: Financial Ratios measuring Efficiency 

Name of the Bank Operating Expense Ratio 

Dhaka Bank 2.0 % 

Dutch-Bangla Bank Ltd 2.4 % 

The City Bank Limited 4.9 % 

Southeast Bank 1.6 % 

Prime Bank 3.3 % 

EXIM Bank 1.8 % 

Eastern Bank 3.5 % 

Trust Bank 3.4 % 

BRAC Bank 5.5 % 

Mercantile Bank 3.3 % 

 

The table shows that the lowest operating expense ratio belongs to Southeast Bank Ltd. Hence, 

this indicator shows that South East Bank manages its operations most efficiently as compared to 

the rest of the nine banks under study. BRAC bank has the highest operating expense ratio, 

indicating the bank as the most inefficient among the lot. However, further analysis of the data is 

needed to understand the variability in the data. 

 
Table 4.3.8: Descriptive Statistics of Efficiency 

 Operating Expense Ratio (OER) 

Mean 3.17% 

Median 3.3 % 

Standard Deviation 0.012876 

Range 3.9% 

Minimum 1.6 % 

Maximum 5.5 % 

Coefficient of Variation 40.61799% 

 

Prime Bank has the third lowest operating efficiency ratio. The commercial banks of a big 

economy like India have an average OER of around 1.5% to 1.6%. Hence, except for South East 

Bank and Prime Bank, the rest of the banks are comparatively inefficient. But since economies of 

scale rise due to the expansion of banks, maybe the banks would become more efficient as their 

growth rates rise.  

 

Major Findings of the Quantitative Analysis 

Analysis of the ten randomly selected private commercial banks using the criteria described in the 

methodology section suggests that on average, these banks are performing well. The main 

findings are as follows: 
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• The values of the financial ratios representing profitability of the banks are quite 

impressive compared to the commercial banks of an emerging economic power like 

India. The average ROA is 1.79%, while the average ROE is 22% for the ten banks under 

study, while for many large banks in India, like in Dhanlaxmi Bank, Kotak Mahindra and 

ICICI, ROA has values of 1.2% - 1.7% and ROE has values around 20%. 

• The values of the financial ratios which measure efficiency of the banks are also very 

impressive if they are compared with Indian commercial banks. Efficiency has been 

measured by using the Operating Expense Ratio (OER), which is the ratio of Personnel 

and Administrative Expenses to Total Amount of Outstanding Loans, and the average 

value of this ratio for the banks under study is 3.17%, which is almost equal to the values 

of the ratio of Indian commercial banks. 

• The outreach of the banks under study is not as impressive as other famous commercial 

banks of India. However, recent steady growth of the banking sector would be helpful in 

increasing the outreach in the near future. 

• The asset quality of the banks under study is quite good, but the number of classified 

loans is still causing problems for the selected commercial banks. The percentage of 

classified loans as compared to total loans for the selected banks is 3.35% on average. 

But in India, for big commercial banks this percentage is just around 2%. So, for the 

selected private commercial banks in Bangladesh, if this percentage comes down to 2 or 

1 percent, the banks would certainly perform a lot better.   

 

Therefore, comparison of commercial banks of a big economy like India and a smaller economy 

like Bangladesh suggests that the ten selected commercial banks are performing remarkably well 

in terms of profitability and efficiency and reasonably well in terms of outreach, but the asset 

quality needs improvement. 

 

Problems Being Faced by Private Commercial Banks 

The quantitative analysis revealed a quite satisfactory performance according to most of the 

criteria outlined in the methodology section, as compared to the banks of India. However, the 

commercial banks in Bangladesh have to face many challenges while operating their business. 

These problems are common among countries which are developing slowly, and some of the 

problems are more severe in Bangladesh compared to other developing countries. Therefore, 

analysis of these factors is important to understand the performance of the selected banks in the 

context of a developing economy like Bangladesh.  

Many organizations around the world calculate different indicators which provide a good picture 

of different elements of the economic and business environment of Bangladesh. The low values 

of these indicators would indicate problems in business environment, while high values indicate a 

favorable environment. Among those indicators, the Control of Corruption Index measures the 

extent to which public power is exercised for private gain. Regulatory Quality measures the 

ability of the government to formulate and implement sound policies and regulations that permit 

and promote private sector development. Index of Economic Freedom measures economic 
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freedom of 183 countries based on trade freedom, business freedom, investment freedom, and 

property rights. Finally, political risk ratings, calculated by ICRG, give an indication of the 

political risks associated with any business in Bangladesh. The recent trends of these indicators in 

Bangladesh are shown in the following table: 

 
Table 5.1: Recent Trends in Some Indicators of Business Environment 

Indicator 2010 2009 2008 2007 2006 2005 Scale 

Control of Corruption Index 

(World Bank Group) 

_ _ 
-1.1 -1.1 -1.3 -1.2 -2.5 - 2.5 

Regulatory Quality 

(World Bank Group) 

_ _ 
-0.8 -0.9 -0.9 -1.0 -2.5 - 2.5 

Index of Economic Freedom 

(The Heritage Foundation and the Wall 

Street Journal) 

_ 47.5 44.2 46.7 52.9 47.5 0-100 

Political Risk Rating 

(ICRG) 
55.0 53.0 49.5 49.5 52.0 49.0 0-100 

 

The table shows that, the control of corruption index and regulatory quality in Bangladesh is 

showing a decreasing trend, index of economic freedom is increasing, while political risk ratings 

have remained around 49 to 52. The rankings according to these indices are shown below: 

 
Table 5.2: Rankings of Bangladesh According to Selected Indicators 

Indicator 2010 2009 2008 2007 2006 

Control of Corruption Index 

(World Bank Group) 

_ _ 180 

(202) 

181 

(201) 

189 

(201) 

Regulatory Quality 

(World Bank Group) 

_ _ 161 

(202) 

158 

(200) 

158 

(200) 

Index of Economic Freedom 

(The Heritage Foundation and the Wall Street Journal) 
_ 

160 

(179) 

151 

(157) 

147 

(157) 

123 

(157) 

Political Risk Rating 

(ICRG) 

119 

(140) 

125 

(140) 

129 

(140) 

129 

(140) 

126 

(140) 

 

In the table above, the figures in the parenthesis show the total number of countries for which the 

indicator was calculated. For example, in the year 2008, Bangladesh was ranked 73 among 82 

countries, according to the Business Environment Index. On the other hand, Bangladesh was 

ranked 180 among 202 countries according to the control of corruption index in the year 2008. 

The biggest problems in Bangladesh (as shown by the previous table), which have direct impact 

on bank performance are corruption, regulatory quality and political risk. The low rankings and 

unsatisfactory values of the indices presented in the table show that Bangladesh has to go a long 

way to ensure a greatly favorable environment of business. This would certainly require drastic 

policy measures.   
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Strategies Pursued by the Banks to Cope with the Problems 

The study reveals that the selected private commercial banks are performing profitably and are 

reasonably efficient.  But the indicators of business environment in Bangladesh represent some 

serious problems in operating any kind of business. In this context, the final question that needs to 

be answered is how the banks are coping with the problems outlined in the previous section and 

maintaining their reasonably good performance.  

Firstly, banks give utmost importance to asset liability management as a determinant of 

profitability. For example, all ten selected banks have Assets and Liabilities Committees. These 

committees monitor market risks and liquidity risks, and at the same time they interpret the 

market views, competition and the potential target markets. These committees are mainly 

spearheaded by the top officials of the banks.  

Secondly, all the banks have Risk Management Units, which mainly manage credit risk, liquidity 

risk, foreign exchange risk, internal control and compliance risk, and take necessary steps for 

prevention of money laundering.  The main strategies of these units include the conducting of 

stress testing for all functional levels of the Bank to eliminate the existence of any mistake. The 

unit also analyzes resilience capabilities of the banks in combating different financial distress. 

Another main function of the unit is trying to stop the bank from taking excessive risks.  

Thirdly, banks generally follow the guidelines provided by Bangladesh Bank while managing 

credit risk, which refers to the risk of losses of banks if borrowers fail to repay the borrowed 

money in time. Banks have credit operations departments which monitor the credit facilities.  

Fourthly, for tackling liquidity risk, which refers to the risk that the bank will encounter difficulty 

in meeting obligations from its financial liabilities at a point of time, each bank monitors the daily 

liquidity positions. Necessary steps are always taken to keep the liquidity position up to the mark.  

Fifthly, for tackling foreign exchange risk, which represents the fluctuations in exchange rate 

movement that may affect the bank’s position, techniques like hedging against risks are used. 

Banks also take different measures to prevent money laundering. 

Sixthly, banks closely observe the movements in the economy. In every annual report of the 

commercial banks, there is a report on the recent macroeconomic trends, which helps the bank 

management to update their policies to adjust with the changing circumstances.  

Finally, banks undertake human resource training for better management. Some of the banks 

maintain separate departments which not only provide training for their own employees, but also 

extend their training towards trainees of other banks. This helps the banks to increase their 

efficiency.  

Bangladesh Bank also has a key role to play here. Commercial Banks are obligated to regularly 

report the measures taken by them for compliance with the rules and regulations of Bangladesh 

Bank. If any of them fail to follow the rules, Bangladesh Bank cancels their license. Bangladesh 
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Bank also monitors the activities of the private commercial banks and regulates their activities 

where necessary.  

However, unavoidable risks, like political risk, risk of macroeconomic downturn, etc. cannot be 

prevented by the banks. To some extent, these factors affect the performance of these banks. 

Another problem the banks have to face is that whenever there is a change in the government, or 

there is any strong recommendation by any powerful donor country, the policy initiatives of the 

government change drastically. This forces the banks to focus more on short term planning and 

short term adjustments than long term planning, since there is a significant amount of uncertainty 

among the banks about the future. Since in this case, banks with more capabilities of adjusting to 

changed circumstances perform better, a considerable amount of manpower and resources of each 

bank is directed towards the monitoring and prediction of movements in the economy and the 

changes in the government.  

 

Conclusion 

Private commercial banks of Bangladesh have dealt with some adverse political situations in the 

past, and they still face many problems which are out of their control. These problems mainly 

stem from the fact that Bangladesh is still going through the stages of development, and some of 

the sectors are still underdeveloped. Control of corruption and regulatory quality are two main 

aspects which need further improvement in Bangladesh. When compared to private banks of 

India, the ten randomly selected private commercial banks are performing well in terms of 

profitability. Their performance is reasonably well in terms of efficiency, but asset quality needs 

improvement, since the percentage of classified loans is comparatively higher. This again reflects 

the lack of control over corruption and weak regulatory control. Nevertheless, the strategies 

pursued by the banks to deal with the problems of the economic environment of a developing 

country like Bangladesh is commendable. In fact, these strategies have enabled them to make 

profits in adverse situations.  

 

Therefore, the study of the ten randomly selected banks reveals that operating a banking business 

in the economic environment of a developing economy like Bangladesh requires full 

understanding of the changing economic situations, sound strategy making for tackling adverse 

situations, and efficient risk management. Since the political situation of the country and the 

policy measures of the government change drastically from time to time, banks have to give more 

importance to short term planning than long term strategic planning. Theoretically, long term 

planning is important, but for economies like Bangladesh, planning for short term adjustments is 

more important, since the economic and political scenario changes every day. As a result, 

successful operation of commercial banks in a developing economy requires good strategic 

thinking, efficient management of risks, intensive monitoring of the movements of economic 

aggregates as well as capabilities to adjust to changing circumstances.   
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