
International Journal of Innovations & Research Analysis (IJIRA) 176 
ISSN :2583-0295,  Impact Factor: 5.449, Volume 03, No. 02(III), April- June,  2023, pp 176-180 

 
 

A STUDY OF CORPORATE GOVERNANCE IN BANKS 
 

 Vibhu Sharad Pathak 

 
 
 
 
 
 
 
 

ABSTRACT 
 

Banks and financial institutions have been making vital benefactions over the times to nation’s 
economical growth and development. Banking business is getting more complex and diversified. Risk 
taking and operation in a less regulated competitive market will have to be done in such a way that 
investor’s confidence isn't eroded. Another important consummate matter for banks is guarding the 
interest of depositors. Banks deal in peoples ‟finances and should, thus, act as trustees of the depositors. 
Considering the significance of banking sector and the practice of corporate governance and how it helps 
banking assiduity in India in terms of bringing further translucency and overall growth of banking sector. 
Banks in numerous countries were closed, busted and acquired. The principle reason cited for the drop 
out was the absence of corporate governance. Hence the term corporate governance has come into 
middle of everyone's attention in the educational pursuit. Banks are delicate, one bank's failure could 
impact other banks in the manner, impacting the whole money related frame and the economy. In India 
public sector banks command the financial business yet there are rising solicitude about administration 
challenges in the nationalized banks. So, the research will identify the attributes of corporate governance 
and to what extent it's being enforced in India’s banking sector. This research will help in assaying the 
corporate governance norms complied by the major private and public sector banks in India. It’ll give 
useful perceptivity into comparing and differing corporate governance practices of public and private 
sector banks. This study will concentrate on a relative analysis between each bank with respect to their 
compliance of statutory corporate governance practices and their elaboration over the last 8 times in 
named banks of India. 
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Introduction 

India, which is in the liberalized economical environment and the country's integration into the 
world market, cannot ignore the significance of corporate governance. Corporate governance has been 
astronomically conceded for achievement of associations in the corporate environment. The significant 
substance of effective corporate governance has been felt when multitudinous dishonors surfaced, 
similar as the Satyam failure in India and Enron, Parmalat, WorldCom or Lehman Brother around the 
world, came into picture. The time when world was facing financial heads in the time 2008 United States, 
United Kingdom, Latvia, and any Asian nations saw a significant fall in the financial part and 
multitudinous banks were nationalized. The failures of banks during the global financial extremity were 
due to poor ethical norms and lack of translucency and exposure. According to the OCED (1999) the 
introductory pillars of corporate governance are- Fairness, translucency, Responsibility and 
Responsibility. The main purpose of corporate governance is to strengthen pot’s competitiveness, ensure 
translucency and help dishonors. With lesser translucency and exposure banks can have good inflow of 
information towards various stakeholders similar as depositors, shareholders and workers. Bank’s can be 
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nominated as trustees of depositors since they’ve high responsibility to guard their finances. It’s high 
responsibility of banks to cover the interest of investors. Several studies examine the relationship 
between corporate governance and effectiveness of banks and Risk operation, influence of corporate 
governance mechanisms on financial performance, impact of corporate governance on non-performing 
loans, part public sector banks in India and the governance challenges.  

Corporate Governance  

Corporate governance is the general term used to define the custom, laws, programs, 
processes and authority that companion companies and associations in how they perform, manage and 
regulate their conditioning. It helps to negotiate the association’s thing and manages the relationship 
among stakeholders. Corporate governance has wide compass, which contains social as well as 
institutional aspects. Corporate governance encourages an environment of trust, morals and ethics. In 
other words, exposure, translucency, responsibility and integrity are the pillars of corporate governance. 
Corporate governance may be epitomized as a set of systems and subsystems through which a 
company is managed and controlled. It establishes a set of norms in terms of integrity, effectiveness, 
responsibility, translucency and goodwill of the company in society, to attain its thing in relation to 
workers, suppliers, shareholders, controllers and the community at large. N.R. Narayana Murthy 
Committee argues that the Indian corporate sector needs to be more responsible in all its conditioning. 
This sector gains numerous benefits in the form of government concessions. Companies should be 
managed in the stylish interests of shareholders as well as other stakeholders, which could boost the 
confidence position of its investors. Corporate governance can be considered as the frame through which 
associations are coordinated and controlled. There are numerous guidelines, the end of which is to 
ameliorate the image, capability, acceptability and moral responsibility of the association. Globalization 
and liberalization have led to the belle époque of the idea of corporate governance in India. Indian 
associations presently face a profoundly unstable, serious emulsion and undiplomatic business condition. 
Fierce original and transnational competition is coming up. New markets are rising every day, which is 
hanging the abidance of associations. In such a circumstance, the crucial question which ought to be 
tended to is the manner in which the Indian corporate division can manage the business efficiently in this 
new condition. It requires immediate consideration of associations to revamp, reshape and realign 
business methodologies, invention, individualities and foundations grounded on the requirements of 
original and global guests. Reasonable progress of associations will make way for their abidance in since 
a long time back run. In the present exceptionally serious and client- driven markets, long- term abidance 
can be achieved through trust, which associations can achieve through corporate governance, as 
corporate governance depends on the proclamation of plumpness, responsibility and quality. Corporate 
governance manages observers and supervises difference corporate frame in such a way as not to 
question the corporate responsibility, quality and character. Corporate governance supports fairness and 
translucency in operations that satisfies responsibility and responsibility towards stakeholders. 

Corporate Governance and Companies Act 2013  

The Companies Act 2013 deals with the vittles relating to corporate governance including 
appointment of the director, appointment and outside term of independent directors, appointment of 
crucial directorial labor force's performance elaboration of directors and the commission and the board as 
a whole, Risk operation, affiliated party deals, enhanced exposures and assertions in board report, 
internal control of financial reporting, periodic return, directors ‟ report with regard to directorial 
remuneration, corporate social responsibility, legal compliance, unutilized public money, shareholding 
pattern etc., stricter but forward- looking procedural conditions to misbehave with obligatory secretarial 
and secretarial norms, enhanced restrictions on appointment of adjudicators and obligatory gyration of 
adjudicators, preface of conception of arm’s length pricing, enhanced obedience’s of affiliated party deals 
separation of part of speaker and principal administrative officer obligatory vittles regarding constitution of 
nomination and remuneration commission, constitution of corporate social responsibility commission, 
surveillance medium, gyration of adjudicators, secretarial inspection. All these vittles of the Companies 
Act, 2013 are essential to give better corporate governance frame. After the enactment of the Companies 
Act, 2013, the rules pertaining to Corporate Governance were notified on March 27, 2014. The conditions 
under the Companies Act, 2013 and the rules notified there under would be applicable for every company 
or a class of companies (both listed and unrecorded) as may be handed therein. Consequently SEBI 
issued a revised indirect on April, 17 2014 with the vittles of the Listing Agreement with an ideal to align 
with the vittles of the Companies Act, 2013, borrow stylish practices on corporate governance and to 
make the corporate governance frame more effective.  
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Corporate Governance in Banks  

Banks perform a vital part in the economical growth of any country. Banks aren't quite the same 
as other associations since banks are largely obliged realities and government and nonsupervisory 
agencies play a more significant part in the banking assiduity. Sound banking sector is the key to the 
financial substance of the various stakeholders. Banks are keys to market advancement and 
socioeconomic development, nonsupervisory and economical reforms, involving corporate governance 
practices. “Like in numerous other corridor of the world, bank also playing a critical part in the socio- 
economical development process in Asia. For illustration, banks are the dominant assiduity, important 
motorists for economical growth, most important sources of finance, and main repository for the 
economy’s savings. Corporate governance principles and practices are most significant in the banking 
diligence compared to the other diligence and arguably one of the most important conversations in this 
current financial extremity. Banks accept money largely in the form of deposits from the general public 
(i.e. depositors). Banks advance money that is, in effect, espoused from these depositors, and the failure 
of a bank could affect in a financial loss for depositors with major consequences for the economy. 
Corporate governance principles and practices are particularly important in the banking sector. Banks 
play a particularly important part in any economy. First, they accept deposits and are responsible to the 
general public. These deposits form an important part of a nation's wealth and thus must be managed 
properly. However, people’s money and livelihoods could be at stake, If this wealth is managed inaptly. 
Another issue that makes a difference in bank governance is the fact that banks grant loans. Banks are 
the sole source of backing for the vast maturity of companies, particularly in arising markets. Client 
evaluation and selection and the performing opinions to grant or refuse credit are important processes 
that unnaturally impact the growth of the economy. Eventually, some banks are anticipated to offer credit 
and liquidity in delicate market conditions”. The significance of banks to public agriculture is underscored 
by the fact that banking is nearly widely a regulated sector. It’s therefore of great significance that banks 
have sound corporate governance practices. It's important to take wider corporate governance view since 
banks aren't unnaturally different from other companies with respect to corporate governance indeed 
through there are significant differences in degree and failures would have economy impacts. For 
illustration reputational and functional pitfalls may be more dynamic and precious in the banking sector 
than in other associations, but the need to efficiently cover Risk is same. What separates banks in 
respect of corporate governance is more significant part of stakeholders (e.g. depositor) and implicit of 
unequivocal guarantees with respect to classes of arrears which changes the incitement facing board, 
shareholders and directors. The issue of corporate governance is strong in public sector banks, as 
there's no significant concentrated power to fight the government. The government is itself the controller, 
so it can act at its own discretion”. Reserve Bank of India enterprise towards strong governance of public 
sector banks has raised great concern which leads to select nationalized banks for the study. More 
corporate governance help public sector banks to enhance the performance and serves to avoid some of 
the problems they typically face in this respects.  

Corporate Governance and Indian Banks  

In India the content of corporate governance honored recently, the issues and practices of 
banks in India have got little attention. The issue of corporate governance in banking sector is imperative 
on several grounds in India, as India has liberalized banking assiduity by privatization, divestment and 
condensed the part of economical regulation and thus bank directors have acquired more independence 
and liberty regarding operation of banks. This will bear them to observe corporate stylish practices to 
reclaim confidence of investor, as long as government authority no longer protects them. The significance 
of corporate governance in banking sector has grown in India after 1991 reforms as competition has 
forced banking assiduity to enhance their performance. Indeed the maturity of banks and financial 
institutions possessed, managed and influence by the government with neither high quality operation nor 
any exemplary record of rehearsing corporate governance have realised the significance of espousing 
better practices to cover their depositors and the public. The unique features of the banking assiduity are 
in developing or developed nations bear banks to borrow wide perspective of corporate governance that 
includes both depositors and shareholders. Particularly, the features of banking assiduity are similar that 
guidelines are demanded to guard both depositors and entire financial system. The confined approach to 
corporate governance views the subject as the medium through which shareholders are assured that 
directors would bear to stimulate their interests. The special point of banks would bear acceptance of 
wide perspective of corporate governance. Likewise, the unique point of banks needs involvements of 
government to check the behaviour of the bank operation. Another problem is that bank shareholder 
interests can go against to government controllers, having own docket, which may not inescapably 
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concur with maximizing bank. Shareholders may want banks to take further Risk than socially optimal, 
while controllers prefer directors to take mainly lower Risk due to enterprises about financial stability 
across the system. Shareholders could motivate similar Risk- taking using impulses compatible with the 
compensation schemes impulses.  

Sound Corporate Governance Practices for Banks  

Administrators have keen interest in catching on whether banks have strong corporate 
governance. For this purpose, administrators must seriously assess the corporate governance medium in 
virtue of the following factors ensure Essential factors of Corporate Governance Procedure  

• Establish strategic pretensions and corporate values, which are conveyed throughout the banks.  

• Establish and apply easily defined responsibility and responsibility throughout the banks.  

• Ensure that members of board are competent for their position, have in- depth knowledge of 
their functions in corporate governance and aren’t overly told from operation or external 
enterprises.  

• Ensure acceptable supervision by top operation.  

• Effective application of work performed by external and internal adjudicators  

• Ensure harmonious remuneration approaches with bank’s objects, strategies, ethical values and 
control environment.  

• Conduct corporate governance in transparent way.  

Ensure Strong Corporate Governance Environment  

The Basel Committee acknowledges that primary obligation for good corporate governance lies 
with the board members and crucial directorial labor force of banks, in malignancy of this there are 
several another mores to promote corporate governance, including under:  

• Government- through laws  

• SEBI- through exposure and listing scores  

• Adjudicators- through inspection norms on dispatches to board members, crucial directorial 
labor force and administrators.  

• Banking assiduity associations through enterprise associated to the voluntary assiduity 
principles and to the understanding and publication of sound practices.  

Ensures Part of Administrators  

 Administrators need to recognize the significance of corporate governance and its effect on 
performance of corporate and must anticipate banks to establish corporate frame, which contain 
acceptable administrative medium. Regulatory preventative measures must emphasize translucency and 
responsibility. They must establish procedures to ensure that board member and crucial directorial labor 
force fulfill their places and liabilities. Good corporate governance considers the interest of all 
stakeholders, including depositors, whom concern isn't every time conceded. Hence, administrators need 
to ascertain that banks carry out operations in similar manner that doesn’t detriment depositors.  

Ensure Perpetration of the New Basel Capital Accord (Basel III)  

The relinquishment of Basel III is essential with respect of developing market agriculture that 
can address unique problems in absence of credit standing system, important information collection 
systems, and other fundamentals. Thus, failure to execute without licit reasons will eventually affect in 
inimical credit standing, advanced procurement costs and consequent impacts on the real economy. This 
is an explanation that no nation can bear to defer the relinquishment of Basel III in an uncertain way.  

Conclusion  

Research in corporate governance in India is at a incipient stage, either by the nonsupervisory 
authorities, corporate or researches. In this study, a bid was made to examine the relationship of 
corporate governance practices with the financial performance of named banks in India. For this purpose 
a corporate governance indicator was constructed and a relative study of corporate governance practices 
and financial performance of public and private sector banks was also done. The overall print is that 
corporate governance does have impact on the establishment’s profitability and value. The markets 
observe the governance practices of banks and respond consequently. Especially the board of directors 
is set up to be the most significant element that told the bank’s profitability and value. High ethical norms 
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are demanded in banks and to ensure their responsibility to society. Accordingly, banks that follow sound 
and effective governance practices will enjoy the confidence of the people. Banks play a vital part in the 
economy and the uninterrupted strength and stability of the banking system is a matter of general public 
interest and concern. In malignancy of this, the proper perpetration of corporate governance practices in 
a large number of banks remains. Also, there are numerous gaps in the exposures made in Indian 
associations in comparison with the transnational norms. Indian norms fall suddenly of transnational 
norms in numerous areas. Corporate Governance is necessary or the uninterrupted actuality of banks. 
Accordingly, it becomes obligatory for the Banking sector to cleave to obligatory corporate governance 
practices since wrong governance practices can affect into ineffective Risk operation and financial 
insecurity. Therefore, the significance of corporate governance, especially in the banking sector, cannot 
be overlooked. To Finish up, if corporate governance system must be compelling than the proportions of 
the corporate governance must be reckoned for in a decreasingly straightforward manner and must be 
connected to the result of that specific procedure. 
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