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Does Employee Satisfaction Pay off?

A Comparative Study on Private Commercial Banks in Bangladesh

Dr. Ireen Akhter and Shakila Yasmin

Abstract—Satisfied employees are likely to work heart and
soul. As a result productivity and quality of work are supposed
to be high which in turn should help a company to achieve its
financial objectives. Studies such as Hassan, et. al, (2013);
Harter, et. al, (2002); and Huselid (1995) suggest that in
achieving financial objectives employee satisfaction plays the
significant role. But Keiningham et. al. (2006); Pritchard &
Silvestro (2005); Silvestro (2002); Bernhardt et. al. (2000) and
others found insignificant or no association between employee
satisfaction and financial performance. Therefore, the results
of empirical studies are inconclusive. This study has
investigated whether employee satisfaction pays off in terms of
organizational performance in the context of the banking
sector of Bangladesh. Private commercial banks operating in
Bangladesh have been taken as subjects of the study.
Organizational performance has been measured by normalized
profitability. To determine normalized profitability return on
asset data from published annual reports have been used. To
measure employee satisfaction, questionnaire survey has been
conducted on mid-level executives and managers of selected
banks. Survey has been conducted on top and bottom 20%
banks. The research hypothesis is aggregate employee
satisfaction score of the top 20% companies are significantly
higher than that of the bottom 20% companies. This study
shows positive association between EOS (overall employee
satisfaction) and financial performance. On average employees
of top performing banks have higher levels of satisfaction with
their jobs than their counterparts in low performing banks.
But low R-square value indicates that the eight dimensions of
employee satisfaction can explain variability in financial
performance only at a very limited scope. Among the eight
dimensions of satisfaction, only three that is, banks with high
employee morale (EM), better feedback and review process
(FeedRev), and good work-life balance (WLB) have better
financial performance. The other five hypotheses, that is,
banks scoring better career opportunities (CO), compensation
& benefits (CB), knowledge sharing (KS), senior leadership
(SL) and fairness & respect (FairRes) are not better in terms of
financial performance. As the results are inconclusive of any
causal relationship between employee satisfaction and financial
performance, future studies can focus on taking other factors
influencing financial performance and test if employee
satisfaction has a moderating role on financial performance.
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1. Introduction

Does Employee Satisfaction Pay off? It is assumed that
employee who are happy and satisfied with their work
environment are more likely to provide better services and
stay with the organization for long period of time, result in
lower turnover and better financial performance due to
decrease in different cost, related to from hiring to turnover.
Though, several studies reported insignificant direct
relationship between employee satisfaction and financial
performance. Tornow and Wiley (1991) reported a
consistent negative relationship  between employee
satisfaction and financial results. Bernhardt et al. (2000) also
reported that the relationship between employee satisfaction
and financial performance was ‘‘virtually nonexistent.”” As
the findings of causal direction are unresolved, preliminary
evidence in individual studies generally suggests that
aggregate employee attitudes have positive relations with
financial performance; there is a scope to explore
satisfaction level with financial performance in the context
of Bangladesh. As customers recognize the organization that
provided them excellent service; in return they may become
loyal to that organization. These loyalty behaviors generate
and increase both market share and profitability for the
company (Heskett et al., 1997). It is natural that employee
satisfaction is critical in the service industry because of the
nature of the industry (Lam et al., 2001).

The purpose of this study is to examine whether
employee satisfaction pays off in terms of financial
performance of companies in service sector. This study has
been conducted on the banking sector of Bangladesh, which
is one of the most important sectors under service sector of
Bangladesh and which has significant contributions to the
national economy of Bangladesh. At present 56 commercial
banks are operating in Bangladesh, among them 30
commercial banks are enlisted with Dhaka Stock Exchange.
Mid-level employees from these 30 commercial banks have
been considered for this study. As the result of these types of
research renders the relationship as non-obvious, it becomes
the interesting topic for future study.

n. Research Objectives

The main objective of this research is to investigate
whether companies with higher overall satisfaction level of
employees exhibit better financial performance than
companies with low overall satisfaction level of employees.
The mostly used financial performance (FP) measure,
Return on Assets (ROA) has been considered for this study.
To take the dispersion of ROA over time into account
Standardized ROA has been used as a measure of financial
performance. Besides overall employee satisfaction, eight
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individual factors also have been considered are namely:
Career Opportunities (CO), Compensation and Benefits
(CB), Knowledge Sharing (KS), Employee Morale (EM),
Feedback and Review (FeedRev), Sr. Leadership (SL),
Work Life Balance (WLB), and Fairness & Respect
(FairRes).

. Research Hypotheses

This study investigates if employee’s satisfaction has
any impact on financial performance of a company. So the
broad hypothesis is-

Ho: Companies with better financial performance (FP)
have higher level of Employees’ overall satisfaction (EOS)

As EOS consist of eight dimensions e.g. Career
Opportunity (CO), Compensation & Benefits (CB),
Knowledge Sharing (KS), Employee Morale (EM),
Feedback & Review (FeedRev), Senior Leadership (SL),
Work-life Balance (WLB) and Fairness & Respect (FairRes)
the broad hypothesis has been broken down into the
following eight hypotheses.

H;: Banks with better CO have better FP.

H,: Banks offering better CB have better FP.
Ha: Banks with better KS have better FP.

H,: Banks with better EM have better FP.

Hs: Banks with better FeedRev have better FP.
He: Banks with better SL have better FP.

H+: Banks with better WLB have better FP.
Hg: Banks with better FairRes have better FP.

Iv. Research Methodology

A. Survey Instrument

The compiled questionnaire consisted of 17 statements
related to job satisfaction with the organization. Among
these 17 questions, one is to know overall satisfaction with
the company. Rest 16 questions are related with eight
dimensions (two for each dimension) of satisfaction level.
Responses were sought on a 5 point Likert scale. Reliability
analysis results show Cronbach Alpha value of 0.83 which
can be considered reliable for statistical analysis (DeVellis,
2012).

B. The Sample

The sampling frame of the study is the commercial
banks in Bangladesh. Of the 56 commercial banks 30 are
listed in Dhaka Stock Exchange (DSE). The researchers
collected secondary information regarding financial
performance of the banks from their published annual
reports. As information on only 25 banks was available from
DSE website only these 25 banks were considered for this
study. Based on standardized return on assets (ROA) from 5
years performance (from 2011 to 2015), 10 banks (upper 5
consist of 20% and bottom 5 consist of 20%) were selected
for this study. Then primary data were collected through the
questionnaire, administered on 15 employees (mid-level)
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each from these 10 different banks. Thus 150 employees
have been surveyed by using convenient sampling.

c. Data Analysis Method

Survey data were analyzed in SPSS 16.0. One-tail T-test
was run to compare average satisfaction scores of the top
and bottom performing banks. Regression analysis was done
to portray the relationship between satisfaction score and
financial performance and between the eight dimensions of
satisfaction and overall satisfaction score.

v. Literature Review

Employee’s satisfaction plays a primary role to achieve
financial goals of a company (Koys, 2003). Human relations
theories (Maslow, 1943; and Hertzberg, 1959) view
employees as key organizational assets, who can create
substantial value by inventing new products or building
client relationships. Human relations theories argue that
satisfaction may benefit through two main mechanisms:
improve retention and motivation, to the benefit of the
organizations. Sociological theories argue that satisfied
employees internalize its objectives in their own utility
functions, thus inducing effort even if not financially
rewarded (McGregor, 1960). The resource-based view of the
firm (Wernerfelt, 1984) argues that sustainable competitive
advantage is attained through nurturing and retaining
inimitable assets, such as human capital.

Rajan and Zingales (2001), Carlin and Gervais (2009),
Berk, et. al, (2009) and Lustig, et. al, (2009) found robust,
positive correlation between satisfaction and shareholder
returns. Employees become motivated and work harder if
they are cared by their companies. Taking care is defined as
providing better pay, job security, and training by creating a
positive work environment for the employees (Gursoy and
Swanger, 2007).

Recent studies have shown that employee satisfaction is
positively related to the financial performance of a
company. Faleye and Trahan (2006) found that investors
react positively to the announcement of inclusion of
companies in the Best Companies list. Edmans (2011),
analyzes the relationship between employee satisfaction and
long-run stock returns and found that portfolio of Best
Companies earns a significant risk-adjusted alpha and had
significantly more positive earnings surprises and
announcement returns. If employees are motivated, they
perform better. It is argued that higher levels of employee
satisfaction lead employees to identify with the company
and its goals Akerlof and Yellen (1986) and Akerlof, (1982).

Filbeck and Preece (2003) showed that firms in the 1998
Fortune list exhibited higher returns. Simon and DeVaro
(2006) also showed that the Best Companies exhibit higher
customer satisfaction. Lau and May (1998) also found a
similar link, but Fulmer, et. al, (2003) find no relationship
between employees satisfaction and financial performance.
These results are consistent with reverse causality.

In the context of Bangladesh, Islam and Siengthai (2009)
studies the influence of the quality of work life on job
satisfaction of non-management workers of Dhaka Export
Processing Zone and their impact on organizational
performance. Results suggest that although quality of work
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life influences job satisfaction, none of them have any
significant impact on organizational performance.

Motivation and retention concerns only imply a high
level of compensation, but do not suggest that the form of
compensation should be in satisfaction compared to cash
only; thus other factors also be addressed with monetary
incentives. Thus, eight individual factors have been
considered as influencing for job satisfaction. They have
been discussed in the following (from
http://www.businessdictionary.com):

(i) Career Opportunities (CO): The progress and actions
taken by a person throughout a lifetime, especially those
related to that person's occupations. A career is often
composed of the jobs held, titles earned and work
accomplished over a long period of time, rather than just
referring to one position.

(i) Compensation and Benefits (CB): Financial support
system established under law to provide income, medical
care, and rehabilitation to employees. Amount paid as
compensation is based on the salary of the employee. In
general, indirect and non-cash compensation paid to an
employee. Some benefits are mandated by law (such as
social security, unemployment compensation, and workers
compensation), others vary from firm to firm or industry to
industry (such as health insurance, life insurance, medical
plan, paid vacation, pension, gratuity).

(iii) Knowledge Sharing (KS): Knowledge is the
combination of data, information, experience, and individual
interpretation. It is the sum of what is known and resides in
the intelligence and the competence of people.

(iv) Employee Morale (EM): Employee morale is the
description of the emotions, attitude, satisfaction, and
overall outlook of employees during their time in a
workplace environment. Part of effective productivity is
thought to be directly related to the morale of the
employees. Employees that are happy and positive at work
are said to have positive or high employee morale.

(v) Feedback and Review (FeedRev): Process in which the
effect or output of an action is 'returned’ (fed-back) to
modify the next action. As a two-way flow, feedback is
inherent to all interactions, whether human-to-human,
human-to-machine, or machine-to-machine. In an
organizational context, feedback is the information sent to
an entity (individual or a group) about its prior behavior so
that the entity may adjust or review its current and future
behavior to achieve the desired result.

(vi) Sr. Leadership (SL): The activity of leading a group of
people or an organization or the ability to do this. A leader
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steps up in times of crisis, and is able to think and act
creatively in difficult situations.

(vii) Work Life Balance (WLB): A comfortable state of
equilibrium achieved between an employee's primary
priorities of their employment position and their private
lifestyle. Most psychologists would agree that the demands
of an employee's career should not overwhelm the
individual's ability to enjoy a satisfying personal life outside
of the business environment. And

(viii) Fairness & Respect (FairRes): Fairness and
impartiality towards all concerned, based on the principles
of evenhanded dealing. Equity implies giving as much
advantage, consideration, or latitude to one party as it is
given to another. Along with economy, effectiveness, and
efficiency, Equity is essential for ensuring that extent and
costs of funds, goods and services are fairly divided among
their recipients. Respect on the other hand, to give value to
all employees.

vi. Results and Analysis

T-test was run to compare mean responses of the top
and bottom performing banks. In this case grouping variable
was performance measured by standardized return on asset
(ROA) but grouped as top (highest 20%) and bottom (lowest
20%). Level of significance for one tail t-test is 0.036 (lower
than 0.05) for overall satisfaction. That means we reject the
null hypothesis, HO and conclude that on average employees
of top performing banks have higher levels of satisfaction
with their jobs than their counterparts in low performing
banks.

Table 1: t-test to compare means

Measures of Sig. (1-| Mean |Std. Error
Satisfaction t df | tailed) |Difference |Difference
Overall -1.819( 148 .036 -.29333 16127
Satisfaction
Career -961| 147 .169 -.11486 .11956
Opportunity
Compensation | -1.185| 148 119 -.12667 .10685
& Benefits
Knowledge -330[ 147 371 -.03946 .11966
Sharing
Employee -1.606| 147 .055 -.23360 .14543
Morale
Feedbackand | -1.787| 148 .038 -.24000 13428
Review
Sr. Leadership 1182 146 120 .16603 .14042
Work-Life -1623[ 146 .054 -.24301 14971
Balance
Faimness & -1.318| 148 0.095 -0.180 0.137
Respect
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Among the eight dimensions of satisfaction, only three
namely feedback and review (FeedRev), employee morale
(EM), and work-life balance (WLB) portray p-value
(significance level) less than or close to 0.05. So, null
hypotheses H04, HO5 and HO7 are rejected which means
banks with high employee morale (EM), better feedback and
review process (FeedRev), and good work-life balance
(WLB) in place have better financial performance. The
other five hypotheses, H01, H02, HO3, HO6 and HO8 are
accepted. Banks scoring better career opportunities,
compensation & benefits, knowledge sharing, senior
leadership and fairness & respect are not better in terms of
financial performance.

We also run step-wise linear regression using the
dimensions of employee satisfaction as independent variable
and standardized return on asset as dependent variable.
Regression model has very low adjusted R-square (5.2%)
and F-statistics (1.97). That means these eight dimensions of
employee satisfaction can only explain 5.2% variability in
financial performance. The model presented below depict
that CB, KS and SL have negative association, CO has no
association and EM, FedRev, WLB and FairRes have

positive  association  with  standardized  financial
performance. However, of all eight dimensions of
satisfaction only SL shows statistically significant

association with financial performance.

StdROA = 0.668 - 0.012 CB - 0.127 KS + 0.047 EM +
0.038 FedRev - 0.349 SL + 0.141 WLB + 0.249 FairRes

Here, StdROA= Standardized return on assets

Regression run with overall satisfaction as independent
and standardized financial performance as dependent
resulted only 0.4% adjusted R-square and p-value 0.209
meaning that overall employee satisfaction cannot
significantly explain the variation in financial performance.

However, when regression is run between responses of
overall satisfaction and those of the eight dimensions of
satisfaction we get reasonably high adjusted R-square and F-
statistic (55.6% and 23.4 respectively). This model is found
to be statistically significant with p-value 0.000. The model
is presented below-

Ovrll Stsfetn = ~0.136 +0.159C0 + 0.045CB - 0.067KS + 0.392EM + 0.007FedRev + 0.0715L
+0.0841WLB + 0.201FairRes

vil. Conclusion

Whether employee satisfaction pays off is an important
question managers need to answer. Even when the overall
satisfaction is found to be translated into profitability,
companies should know how each of the factors of
satisfaction influence profitability. Such knowledge will
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help human resources professionals in determining focus
areas to endorse satisfaction and thus ultimate bottom line of
any business.

This study is different from other studies on the topic in
terms of the context and data analysis technique used. To the
best of the authors’ knowledge this is the only study on
companies in Bangladesh that investigated if employee
satisfaction is translated into profitability. Other studies
revealing influence of employee satisfaction on profitability
did correlation and regression analysis on sample data. In
most cases the sample had disproportionate representation of
high, average and low performing companies. Skewness of
the sample data is likely to affect the results of such study.
This study tried to tackle that problem by taking two
samples (top performer and bottom performer) and testing if
the high performing companies have higher employee
satisfaction than their low performing counterparts.

Like previous research (Rajan & Zingales, 2001; Carlin &
Gervais, 2009; Berk, et. al, 2009; Lustig, et. al, 2009;
Edmans , 2011 and others) this study shows positive
association between EQOS (overall employee satisfaction)
and financial performance. But low R-square value
indicates that the eight dimensions of employee satisfaction
can explain variability in financial performance only at a
very limited scope. In fact there are many other factors that
directly influence financial performance of companies. Like
Brenhardt et. al. (2000) and several others results are found
to be statistically insignificant for most of the eight
dimensions of employee satisfaction.

Results are inconclusive of any causal relationship
between employee satisfaction and financial performance.
Future studies can focus on taking other factors influencing
financial performance and test if employee satisfaction has a
moderating role on financial performance. There might be
cyclical relation between satisfaction and performance i.e.
good performance may allow companies create/offer
environment/factors to enhance employee satisfaction;
satisfied employees may be motivated to work harder to
achieve the goals of the company and thus result in better
performance and even higher employee satisfaction.
Researchers in future can investigate as such through cross-
sectional and longitudinal studies.

Finding of the study will shed light on the importance of
employee satisfaction on the financial bottom-line of
companies. If the hypothesis is accepted human resources
professionals can argue to top management for focusing on
employee perks, benefits, work life quality, organizational
culture, job design and others to enhance employee
satisfaction. Future research can investigate the factors of
enhancing employee satisfaction in specific contexts.
Another avenue of future research can be why or why not is
employee satisfaction of well performing companies
different from that of bad performing companies.

SEEK

(t

DIGITAL LIBRARY



(1]
[2]
(3]

(4]

(5]
(6]
(7]

(8]

(9]

[10]

[11]

[12]

[13]

[14]
[15]

[16]

[17]

(18]

[19]

[20]

[21]

[22]

[23]

[24]

Proc. of The Sixth Intl. Conf. On Advances In Economics, Social Science and Human Behaviour Study - ESSHBS 2017
Copyright © Institute of Research Engineers and Doctors, USA .All rights reserved.
ISBN: 978-1-63248-120-7 doi: 10.15224/ 978-1-63248-120-7-72

References

Akerlof, G., 1982. Labor contracts as partial gift exchange. Quarterly
Journal of Economics 97, 543-569.

Akerlof, G., Yellen, J., 1986. Efficiency Wage odels of the abor
arket. Cambridge University Press, Cambridge, UK.

Bernhardt, K. L., Donthu, N., & Kennett, P. A. (2000). A longitudinal
analysis of satisfaction and profitability. Journal of Business
Research, 47(2), 161-171.

Berk, Jonathan, Richard Stanton and Josef Zechner (2009): Human
Capital, Bankruptcy, and Capital Structure.Journal of Finance,
forthcoming

Carlin, Bruce and Simon Gervais (2009): Work Ethic, Employment
Contracts, and Firm Value.Journal of Finance 64, 785-821

DeVellis, R.F., 2016Scale development: Theory and applications,
Sage Publications, Vol. 26.

Edmans, Alex, 2011, Does the stock market fully value intangibles?
Employee satisfaction and equity prices. Journal of Financial
Economics 101 (2011) 621-640

Faleye, O., Trahan, E., (2006) . Is what’s best for employees best for
shareholders? Unpublished working paper, Northeastern University.

Filbeck, Greg and Dianna Preece (2003): Fortunes Best 100
Companies to Work For in America: Do They Work For
Shareholders?Journal of Business, Finance and Accounting 30,
771797.

Fulmer, Ingrid Smithey, Barry Gerhart and Kimberly Scott (2003):
Are the 100 Best Better? An Empirical Investigation of the
Relationship Between Being a Great Place to Workand Firm
Performance.Personnel Psychology 56, 965-993.

Gursoy, D., Swanger, N., 2007. Performance-enhancing internal
strategic factors: impacts on financial success. International Journal of
Hospitality Management 26 (1), 213-227.

Harter, J. K., Schmidt, F. L., & Hayes, T. L. (2002). Business-unit-
level relationship between employee satisfaction, employee
engagement, and business outcomes: a meta-analysis. Journal of
applied psychology, 87(2), 268.

Hassan, M. U., Tabasum, S., & Lugman, R. (2013). Impact Of
Employee Satisfaction On Financial Performance Through Mediating
Effect Of Customersatisfaction: A Case Study Of Life Insurance
Corporation Of Pakistan. Science International, 25(4), 957-963.

Hertzberg, Frederick (1959): The Motivation to Work.John Wiley &
Sons, New York

Heskett JL, Sasser WE & Schlesinger LA, 1997, The Service Profit
Chain, The Free Press, New York

Huselid, M. A. (1995). The impact of human resource management
practices on turnover, productivity, and corporate financial
performance. Academy of management journal, 38(3), 635-672.

Islam, M. Z., & Siengthai, S. (2009, July). Quality of work life and
organizational performance: Empirical evidence from Dhaka Export
Processing Zone. In ILO Conference on Regulating for Decent Work,
Geneva.

Keiningham, T. L., Aksoy, L., Daly, R. M., Perrier, K., & Solom, A.
(2006). Reexamining the link between employee satisfaction and store
performance in a retail environment. International Journal of Service
Industry Management, 17(1), 51-57.

Koys, 2003, How the achievement of human-resources goals drives
restaurant performance, Cornell Hotel and Restaurant Administration
Quarterly, 44 (1) (2003), pp. 17-24

Lam, T, Zhang, HZ & Baum, TG 2001, 'An investigation of
employess job satisfaction: the case of hotels in Hong Kong' Tourism
Management, vol 22, no. 2, pp.

Lau, R.S.M. and Bruce May (1998): A Win-Win Paradigm for
Quality of Work Life and Business Performance.Human Resource
Development Quarterly 9, 211-226

Lustig, Hanno, Chad Syverson and Stijn van Nieuwerburgh (2009):
Technological Change and the Growing Inequality in Managerial
Compensation.Working Paper, University of California, Los Angeles
Maslow, Abraham (1943): A Theory  of Human
Motivation.Psychological Review 50, 370-396

McGregor, D., 1960. The Human Side of Enterprise. McGraw-Hill,
New York

[25] Pritchard, M., & Silvestro, R. (2005). Applying the service profit
chain to analyse retail performance: The case of the managerial strait-
jacket?. International Journal of Service Industry Management, 16(4),
337-356.

[26] Rajan, Raghuram and Luigi Zingales (2001): The Firm as a Dedicated
Hierarchy: A Theory of the Origins and Growth of Firms.Quarterly
Journal of Economics 116, 805851

[27] Silvestro, R. (2002). Dispelling the modern myth: Employee
satisfaction and loyalty drive service profitability. International
Journal of Operations & Production Management, 22(1), 30-49.

[28] Simon, Daniel and Jed DeVaro (2006): Do the Best Companies to
Work for Provide Better Customer Satisfaction?Managerial and
Decision Economics 27, 667-683

[29] Tornow, W.W., Wiley, J.W., 1991. Service quality and management
practices: a look at employee attitudes, customer satisfaction, and
bottom-line consequences. Human Resource Planning 14, 105-115.

[30] http://www.businessdictionary.com

About Author (s):

Dr. lIreen Akhter is currently serving as an
associate professor at Institute of Business
Administration, Jahangirnagar University, where
she is serving for last 11 years. Her main
specialization is in the areas of Human Resource
Management, especially in the area of Industrial
Relations. Her research interests include
employee relations, leadership, work-behavior,
and work-life balance.

Ms. Shakila Yasmin is currently serving as an
assistant professor at the Institute of Business
Administration, Dhaka University, where she is
serving for last 12 years. Her main specialization
is in the areas of finance and organizational
management. Her research interests include
finance, entrepreneurship, work-behavior, and
gender issues.

SEEK
DIGITAL LIBRARY


http://www.sciencedirect.com/science/article/pii/S187704281505421X#bib0140

