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Abstract

This study aims to identify and analyze the fundamental challenges of human resource management (HRM) in public and
private banks of West Azerbaijan Province and to propose an appropriate model for improving HR productivity in the
banking sector. This qualitative and applied research was conducted in three phases. In the first phase, an initial conceptual
model of HRM challenges was developed through a systematic research synthesis. In the second phase, semi-structured
interviews were conducted with 19 managers and employees of public and private banks in West Azerbaijan Province,
selected purposefully until theoretical saturation was achieved. In the third phase, the proposed model was validated using
expert evaluation through a structured questionnaire. Data were analyzed using open, axial, and selective coding procedures.
The findings revealed that HRM challenges in public and private banks can be categorized into three main dimensions:
behavioral, structural, and contextual. Behavioral challenges included lack of motivation, job discrimination, and resistance
to organizational change. Structural challenges encompassed the absence of meritocracy, ineffective performance evaluation
systems, and skill gaps. Contextual challenges were related to economic sanctions, political pressures, and shortages of
skilled labor. All three categories of challenges had significant negative effects on employee productivity in both public and
private banks. Enhancing HRM in the banking sector requires a comprehensive diagnosis of behavioral, structural, and
contextual dimensions. The proposed model provides a strategic framework for improving HR policies, increasing employee
productivity, and sustaining organizational efficiency within the banking industry.
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Extended Abstract

Introduction

Human resource management (HRM) has become a central determinant of organizational success in today’s
competitive and dynamic business environment. In the banking industry, human resources play a particularly
critical role in ensuring service quality, customer satisfaction, and operational efficiency. Effective HRM
policies allow banks to achieve sustainable growth and strategic alignment with evolving market expectations
(Sa'adat, 2013). In recent decades, technological advancement, globalization, and demographic shifts have
transformed the HR landscape, demanding greater agility, digital competence, and strategic integration
(Purcell, 2003). Consequently, identifying and addressing HR challenges has become an essential prerequisite
for enhancing productivity and organizational sustainability in both public and private banks (Zera'atkar et
al., 2020).

Modern HRM frameworks emphasize not only administrative functions but also strategic contributions to
corporate development. As argued by (Asadi Gorji et al., 2020), the alignment between HRM strategies and
organizational structure is a vital factor influencing employee performance and institutional efficiency. In
banking institutions, this alignment ensures that human capital is managed as a strategic resource rather than
a cost center, enabling adaptability to regulatory reforms, technological transformations, and market dynamics.
Despite this understanding, many Iranian banks—especially in developing regions—continue to struggle with
inefficiencies arising from outdated HR structures, poor motivational systems, and insufficient training
programs (Shirzad & Barazideh, 2016).

The global movement toward digitization has further intensified these challenges. The incorporation of big
data analytics, automation, and artificial intelligence has redefined HR processes, requiring novel
competencies and a data-driven mindset (Hamilton & Sodeman, 2020). In the Middle East and Central Asia,
the adoption of such digital HR systems remains uneven due to infrastructural limitations, resistance to change,
and insufficient investment in human capital (Bozhko & Naizabekov, 2017). Research indicates that digital
human resource management not only improves efficiency but also enhances job satisfaction and career agility
when implemented effectively (Althabhawee & Saeed, 2024). However, in developing economies, digital
transformation often meets resistance from employees who fear technological redundancy or lack adequate
training (Kultalahti & Viitala, 2015).

Beyond technological barriers, behavioral and structural challenges continue to impede HR performance in
banking institutions. Studies such as (Divandari et al., 2015) demonstrate that misalignment between
employee competencies and organizational expectations leads to lower productivity and limited innovation.
Similarly, hierarchical organizational cultures that restrict employee participation in decision-making
processes can stifle creativity and motivation. This is consistent with (Smith et al., 2019), who argued that
ethical leadership and participatory management are essential for fostering organizational commitment and
trust. Moreover, factors such as job discrimination, favoritism, and lack of transparent performance appraisal
systems have been cited as pervasive problems in the Iranian banking context (Zera'atkar et al., 2020).
Another dimension relates to contextual and environmental influences, including economic sanctions, political
instability, and demographic trends. According to (Rahman Seresht, 2011), structural and institutional reforms
in public organizations are often constrained by bureaucratic inertia and policy volatility. These systemic
pressures exacerbate HRM challenges by limiting recruitment flexibility, reducing training budgets, and
creating uncertainty about future employment. Similar conclusions were drawn by (Taha & Taha, 2022), who
emphasized that economic constraints and regulatory burdens directly affect HR sustainability in Middle
Eastern banking systems.
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Sustainable HRM, as proposed by (Griep et al., 2024), advocates an integrative approach that balances
economic performance with employee well-being and social responsibility. In the banking sector, sustainable
HR practices can build legitimacy and stakeholder trust while improving long-term productivity (Yahya &
Zargar, 2023). Meanwhile, studies by (Razmkhah & Sajadi Khah, 2024) and (Achi & Sleilati, 2023) have
shown that when HR systems incorporate corporate social responsibility and coaching-based development,
employee engagement and retention increase significantly. Despite such evidence, Iranian banks still face
persistent obstacles in implementing these strategies due to inconsistent leadership practices and limited
technological infrastructure (Bahari & Taheri Rouzbahani, 2023).

Given these complexities, it becomes imperative to explore the multidimensional challenges of HRM across
both public and private banking institutions. The present study thus seeks to identify, categorize, and compare
the behavioral, structural, and contextual challenges affecting HR productivity in the banks of West Azerbaijan
Province. The study further aims to propose an appropriate model for improving human capital management
efficiency in Iran’s banking sector.

Methods and Materials

This research employed a qualitative, exploratory design with a multi-phase approach. In the first phase, a
research synthesis was conducted to develop an initial conceptual framework of key HRM challenges in public
and private banks. In the second phase, semi-structured interviews were conducted with 19 participants,
including senior managers and highly educated employees (master’s and doctoral degree holders) with over
five years of experience in the banking system of West Azerbaijan Province. Purposeful sampling was applied,
and interviews continued until theoretical saturation was achieved. The data were analyzed using open, axial,
and selective coding to extract core themes. In the final phase, the derived model was validated by HR experts
through a structured questionnaire.

Findings

The analysis revealed that HRM challenges in public and private banks can be categorized into three main
dimensions: behavioral, structural, and contextual.

In the behavioral dimension, factors such as low motivation, job discrimination, lack of internal and external
incentives, resistance to organizational change, limited participation in decision-making, and insufficient
recognition of training needs emerged as dominant issues. In public banks, employee demotivation and
favoritism were identified as the most critical problems, whereas in private banks, job insecurity and talent
turnover were more prevalent.

In the structural dimension, the most significant challenges included the absence of an integrated HR system,
lack of merit-based promotion, inadequate performance evaluation mechanisms, insufficient training
programs, weak talent management practices, and inconsistent compensation systems. Public banks were
characterized by bureaucratic rigidity, a fixed salary system, and lack of managerial professionalism in HR,
while private banks suffered from nepotism in recruitment, undefined promotion pathways, and the absence
of succession planning.

The contextual dimension encompassed external factors such as economic sanctions, government policy shifts,
political interference in recruitment, and regional skill shortages. Both types of banks were affected by
macroeconomic instability and the scarcity of qualified professionals, particularly in specialized areas like
digital finance and risk management.

Overall, the findings showed that all three categories—behavioral, structural, and contextual—exerted a
statistically significant and negative influence on employee productivity across both public and private banking
institutions.

Discussion and Conclusion
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The findings of this study underscore the complex and interdependent nature of HRM challenges in Iran’s
banking sector. The dominance of behavioral issues such as low motivation and resistance to change suggests
that organizational culture reform is crucial for revitalizing human capital. The hierarchical and risk-averse
nature of Iranian banks limits employee empowerment and creativity, thereby diminishing innovation capacity.
These behavioral barriers echo previous findings that intrinsic motivation and participatory management are
essential drivers of performance and productivity.

From a structural perspective, the absence of meritocracy, weak evaluation systems, and lack of talent
management indicate that HR practices remain largely administrative rather than strategic. The persistence of
traditional, rule-bound HR mechanisms hampers adaptability and responsiveness to technological and market
changes. Effective HRM requires the integration of digital systems, competency-based assessments, and
performance-linked compensation models to enhance fairness and transparency. Modern banking institutions
worldwide have shifted toward data-driven HR strategies, whereas many Iranian banks still rely on manual,
paper-based systems that fail to capture employee potential or facilitate real-time decision-making.

The contextual findings highlight the extent to which macroeconomic and political factors shape HRM
outcomes. Sanctions and policy instability have led to a shortage of training budgets, reduced international
collaboration, and limited access to modern HR technologies. Moreover, political influence in recruitment
processes undermines fairness, damages morale, and creates perceptions of inequality. In this regard, the
implementation of standardized and transparent recruitment criteria is a vital step toward restoring
organizational legitimacy and efficiency.

Another notable insight from the study is the difference between public and private banks in managing HR-
related challenges. Public banks, though more secure in employment terms, suffer from bureaucratic
inefficiencies and resistance to reform. Conversely, private banks are more agile and customer-oriented but
face high turnover rates due to the lack of structured career development systems. Addressing these contrasting
issues requires differentiated HR strategies tailored to each institution’s governance model and cultural
context.

The research also reinforces the growing relevance of sustainable and digital HRM practices. Integrating
technology such as cloud computing, big data analytics, and e-HRM platforms can optimize HR functions,
improve data accuracy, and enhance decision-making. Furthermore, adopting sustainable HR practices—
emphasizing fairness, employee well-being, and corporate social responsibility—can improve both employee
engagement and institutional reputation.

In conclusion, the study provides a comprehensive model for understanding and addressing HRM challenges
within Iran’s banking sector. By recognizing the interrelated behavioral, structural, and contextual factors,
policymakers and bank executives can design more responsive and adaptive HR strategies. Organizational
productivity will improve only when HR is viewed not as a subsidiary administrative unit but as a strategic
partner in value creation.

To foster sustainable growth, banks should institutionalize continuous learning, digital transformation, and
ethical leadership across all HR functions. By investing in human capital development, promoting meritocracy,
and strengthening technological and managerial capabilities, both public and private banks can enhance their
resilience, innovation potential, and global competitiveness in the evolving financial landscape.
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