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ARTICLE INFO ABSTRACT

Received: 18 Dec 2024 The Indian banking sector plays a pivotal role in economic growth and financial stability, yet it

faces persistent challenges such as governance lapses, rising non-performing assets (NPAs), and

systemic risks. This study examines the effectiveness of corporate governance in mitigating these

Accepted: 28 Feb 2025 risks by analyzing stakeholder perceptions and empirical data. Findings indicate a high level of
awareness of corporate governance among stakeholders, with no significant gender differences.
A positive correlation exists between recognizing governance lapses and assessing governance
quality, highlighting areas for improvement in implementation. Additionally, confidence in
banks’ risk management capabilities strongly aligns with the belief that sound corporate
governance positively influences financial performance. Despite the presence of regulatory
frameworks, governance challenges persist, necessitating an integrated approach that fosters
transparency, accountability, and ethical conduct within banking institutions. The adoption of
advanced technologies can further strengthen governance practices by enhancing risk
management and operational efficiency. Continuous monitoring, stronger regulatory oversight,
and increased stakeholder engagement are crucial for improving governance effectiveness. This
research provides valuable insights for policymakers, regulators, and banking professionals,
offering recommendations to strengthen governance frameworks and promote a resilient and
sustainable banking sector. Addressing governance-related challenges will not only enhance
financial stability but also safeguard stakeholder interests and contribute to India's long-term
economic growth.
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INTRODUCTION:

The Indian banking sector plays a central role in the nation’s economic development and financial stability, serving
as a cornerstone for financial intermediation, capital formation, and economic growth (Reddy, 2012). Over the years,
the sector has undergone significant reforms, driven by policy changes and regulatory frameworks aimed at
modernizing operations, improving transparency, and enhancing overall financial integrity (Mishra & Pattanayak,
2014). However, despite these reforms, the sector faces persistent challenges such as rising non-performing assets
(NPAs), governance lapses, and increasing systemic risks that threaten its resilience and long-term sustainability
(Sharma & Singh, 2018). Non-performing assets have become one of the most pressing concerns for Indian banks,
with the ratio of NPAs rising significantly in recent years (Reserve Bank of India [RBI], 2020). These assets reflect
poor lending practices, inadequate risk management, and, often, governance failures within financial institutions. As
NPAs continue to escalate, they create challenges not only for the stability of individual banks but also for the broader
financial system, potentially destabilizing the country’s economic growth trajectory (Ghosh & Kundu, 2019). In this
context, effective corporate governance mechanisms are indispensable in safeguarding against such vulnerabilities.
Corporate governance refers to the systems, principles, and processes by which banks are directed and controlled. It
encompasses the practices that ensure accountability, transparency, ethical decision-making, and risk mitigation
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(Chakrabarti & Chawla, 2015). The importance of corporate governance has been underscored by its role in ensuring
that banks operate efficiently, adhere to ethical norms, and manage risks effectively (Bhagat & Bolton, 2008).
Effective governance helps to create a strong risk management framework, which not only mitigates the likelihood of
financial crises but also fosters investor confidence, thereby contributing to the long-term sustainability of banks
(Basel Committee on Banking Supervision, 2015). In recent years, despite the introduction of regulatory frameworks
such as the Companies Act (2013), the RBI's guidelines on corporate governance, and the National Guidelines on
Responsible Business Conduct (NGRBC), deficiencies in governance practices persist. The failure to address
governance lapses has led to significant challenges, such as insider lending, fraud, and mismanagement of funds,
leading to a lack of investor trust and a reduction in market confidence (Dhar, 2021). While the regulatory measures
aim to curb these challenges, their enforcement has often been inconsistent, and the adaptation of these regulations
to rapidly changing technological and economic environments has been slow (Singh & Rao, 2020).

One of the critical dimensions of modern corporate governance is the use of technology. Financial technology, or
fintech, has become a key enabler of operational transparency, risk management, and regulatory compliance
(Kashyap & Rathi, 2022). Through advanced data analytics, real-time monitoring, and enhanced customer
engagement mechanisms, banks can improve governance processes and mitigate risks more effectively. However, the
challenge lies in ensuring that technology is used ethically and does not exacerbate existing issues such as financial
inclusion gaps or cybersecurity threats (Chandran & Sharma, 2019).

This study aims to fill the existing research gap by comprehensively analyzing the effectiveness of corporate
governance in mitigating risks within the Indian banking sector. The study will examine the perceptions of
stakeholders such as bank employees, customers, regulators, and investors regarding the existing governance
frameworks. It will also assess the impact of technological advancements and regulatory measures on improving
governance practices within banks. Furthermore, this study will explore the real-world challenges faced by Indian
banks, including the difficulties in implementing governance reforms across diverse institutions, the complexities of
regulatory compliance, and the resistance to change within organizational cultures (Kumar & Nair, 2023). By
addressing these critical issues, the research will provide valuable insights into the areas where governance
frameworks need to be strengthened and offer recommendations for policy reforms. These findings will be beneficial
for policymakers, regulators, and banking professionals, facilitating the development and implementation of best
practices in corporate governance. Moreover, the study will contribute to fostering a more resilient and sustainable
banking sector capable of effectively navigating the complexities of the modern financial landscape. Ultimately, the
research seeks to ensure that the Indian banking sector continues to contribute to sustainable economic growth,
protecting the interests of all stakeholders while maintaining financial stability (Yadav & Singh, 2021).

REVIEW OF LITERATURE:

This study of Zulfikar et al., 2020 is to provide empirical support for the idea that board composition affects corporate
governance compliance in the banking sector of Indonesia. A company's level of corporate governance compliance
reflects its efforts to meet legal requirements designed to shield the general public from possible financial losses in
the banking sector. The present study examined the impact of board features, with a particular focus on the ways in
which the institutions and tools of a board of commissioners influence corporate governance compliance. The
population for this study consisted of all banks that were listed on the Indonesia Stock Exchange between 2010 and
2015. 195 observations were obtained using the sample strategy of purposeful sampling. Multiple regression analysis
was used as the method of data analysis to assess the hypotheses of this study. (Tatiana et al 2011) Assessed
compliance with corporate governance policies regarding Romanian financial investment companies. The link
between the parties investing resources and who administrating the businesses is formal, but the rules and
regulations are informal and enforce ethical codes and business practices. In the case of financial investment entities,
the authors of this research paper found that when institutional investors buy and sell in the capital market, there is
a level of compliance with corporate governance policies. methodology contains first and foremost prepared data and
was distinguished through questions addressed to these investment firms and corporate governance observations
disclosed by each firm. (Maryam Safari et al 2015) researchers inquired about the link between the level of compliance
of Australian listed companies with Australian corporate governance principles accumulated and the level of
discretionary accruals using the modified Jones model. It is hypothesized that higher levels of compliance would be
associated with lower levels of discretionary accruals. The authors found a significant negative relationship indicating
that companies with higher levels of compliance engage in lower levels of earnings management through optional
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accruals. (Salim Darmadi et al 2011) studied the Head administration of women influence the firm performance proof
from Indonesia. The authors of this study used dependent variables for analysis of firm performance, asset returns,
and Tobinas q. The independent variables are namely gender diversity, proxied by the proportion of women, the
presence of women, and a gender heterogeneity index. the author identified the headship of female top executives as
highly negatively related to both ROA and Tobinas q and in smaller firms controlled by women the proportion of
female members in management teams is high. (Collins et al 2012) studied post-Apartheid South African
Corporations Voluntary disclosed the corporate governance. For this research author used variables like a dependent
variable (South African corporate governance disclosure), independent variables (Block ownership, institutional
ownership, government ownership, board size, audit firm size, cross-listing, corporate governance committee),
Control variables (Return on assets, Capital expenditure, Gearing, Growth, Firm size, Industry, year). The authors
found that corporate governance disclosure, the size of the board of directors, the existence of audit companies, cross
lists, the existence of corporate government committees, government property, institutional property, and negative
ownership of the block. (Rudi Zulfikar et al 2020) investigated the compliance of banking corporate governance. the
authors used variables like the Board of Commissioners, Increase Directors, Increase Audit Committee, Increase
Risk-Monitoring Committee, Increase, Remuneration and Nomination Committee, Increase Audit Function, and
Stable Level of Compliance linked with levels of compliance with corporate governance. Through the analysis of the
result, the authors found Active cooperation among authors on the size of the review board by corporate governance.
The examination committee watches managers, internally interrogate, and external catechize to adjudge whether to
act in the main interests of the company. This finding is compatible with previous studies where the exam board has
been found to have an impact on directorial administration different studies have displayed that reappraisal
association magnitude may be a factor in reducing errors in the charge and ensuring the effectiveness of its
monitoring. (Grant Kirkpatrick 2008) analyzed the outcomes of corporate management failures and weaknesses
during the financial crisis, including risk management systems and executive salaries. The authors found that the
financial crisis of corporate government contract failure and weaknesses is due to the most important extent to which
the targets are not achieved to ensure excessive risk in some financial services companies. Accounting standards and
regulatory requirements have also been negative in some areas. (Ebenezer Y. et 2014) studied the Nigerian industry
analysis of corporate governance practice and level of compliance. Data sets for corporate management mechanisms
were analyzed by the company's annual report published by the Nigeria Securities Exchange and on the company
website and analyzed using description analysis. The author found results revealed a structural shift in corporate
governance structure and a slow-down in charge of corporate governance practices among firms.

RESEARCH GAP:

Despite the presence of stringent regulatory frameworks, the Indian banking sector continues to face governance-
related challenges, including rising non-performing assets (NPAs) and systemic vulnerabilities (Rao & Patel, 2020).
Previous research has predominantly examined isolated aspects such as financial performance, risk management, or
regulatory compliance, failing to provide a holistic evaluation of corporate governance effectiveness (Sharma &
Gupta, 2018). Moreover, empirical studies on stakeholder perceptions and real-world governance challenges in
Indian banks remain limited (Mehta & Chatterjee, 2019). The persistent governance failures, as seen in the cases of
IL&FS and Yes Bank, underscore the necessity for a comprehensive approach that integrates corporate governance
mechanisms, risk management strategies, and stakeholder trust to enhance banking sector resilience (Kumar &
Sinha, 2021). Addressing these gaps through empirical research can contribute to the development of robust
governance frameworks that ensure financial stability and sustainable growth in the Indian banking industry.

PROBLEM STATEMENT:

The Indian banking sector is critical to the nation’s economic stability and growth, yet it faces significant challenges
related to governance lapses, high levels of non-performing assets (NPAs), and systemic vulnerabilities. Despite
existing regulatory frameworks, these issues persist, indicating deficiencies in the implementation and effectiveness
of corporate governance mechanisms. Instances of governance failures, such as the crises in IL&FS and Yes Bank,
have eroded public trust and highlighted the urgent need for robust governance structures. Moreover, there is a
pressing need to understand stakeholder perceptions, the impact of technology on governance, and the effectiveness
of current regulatory measures. Addressing these challenges is paramount to enhancing the resilience and stability
of Indian banks, thereby safeguarding the interests of stakeholders and promoting sustainable growth.
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OBJECTIVES:

e To Assess the Current State of Corporate Governance in Indian Banks
e Evaluate Impact of Corporate Governance on Risk Mitigation
e Analyze Current Governance Practices

HYPOTHESES:

Ho: There are significant challenges in implementing effective corporate governance practices in Indian banks.

H;: There are no significant challenges in implementing effective corporate governance practices in Indian banks.
METHODOLOGY:

The study aims to provide valuable insights into the effectiveness of corporate governance practices in mitigating
risks within the Indian banking sector, thereby contributing to the development of more resilient and sustainable
banking institutions. Qualitative data will be collected through a structured questionnaire survey targeting key
stakeholders such as banking professionals, regulatory authorities, and industry experts. Participants will be selected
using a combination of convenience and snowball sampling techniques, ensuring diverse perspectives and
experiences related to corporate governance in the banking sector. These will use Likert scale responses to assess
perceptions and attitudes towards corporate governance practices, risk management, and regulatory frameworks.

ANALYSIS:
T -TEST: INDEPENDENT SAMPLE TEST

Group Statistics

Gender of the Std. Std. Error
Respondent N Mean Deviation Mean
1. How familiar are you Male
with the concept of 45 41111 1.00504 14982
corporate governance in  Female
the Indian banking 42 4.2381 .98301 15168
sector?
Interpretation:

The analysis of familiarity with corporate governance in the Indian banking sector reveals that both male and female
respondents have a relatively high level of awareness. The mean familiarity score for male respondents is 4.1111, while
for female respondents, it is 4.2381. The standard deviations (1.00504 for males and 0.98301 for females) indicate a
similar spread in responses across both groups.

The standard error means (0.14982 for males and 0.15168 for females) suggest that the differences in mean values
are minor. Although female respondents show a slightly higher familiarity level, the difference is not substantial. This
implies that awareness of corporate governance is fairly uniform across genders in the surveyed population,
indicating that both male and female stakeholders have comparable exposure to and understanding of corporate
governance principles in the Indian banking sector.

Independent Samples Test

Levene's
Test for
Equality of
Variances t-test for Equality of Means
95%
Confidence

Interval of the
Mean Std. Error Difference

F |Sig. [ t df Sig. (2-tailed) [ Difference | Difference | Lower | Upper
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1. How Equal
familiar are variances | .129 | .720 ) 85 .553 -.12698 .21336 | -.55121| .29724
you with assumed 595
the concept Equal
of corporate varjances
governance pot
IIIrl1 (tilil:n assumed 596 84.807 .553 .12698 .21320 55090 .29693
banking
sector?
Interpretation:

The Levene's Test for Equality of Variances resulted in an F-value of 0.129 with a significance (Sig.) of
0.720 (p > 0.05), indicating that the assumption of equal variances holds true. The t-test for Equality of Means
produced a t-value of -0.595 with 85 degrees of freedom (df) and a two-tailed significance (p-value) of
0.553 (p > 0.05). Since the p-value is greater than 0.05, there is no statistically significant difference in
familiarity with corporate governance between male and female respondents. The mean difference is -0.12698,
with a standard error difference of 0.21336. The 95% confidence interval for the mean difference
ranges from -0.55121 to 0.29724, further confirming that the difference is not significant.

1 Correlations

4. Have you observed
instances of
governance lapses or
misconduct in Indian
banking institutions?

3. How would you
rate the current level
of corporate
governance practices
in Indian banks?

3. How would you rate the Pearson Correlation 1 .494™
current level of corporate  Sig. (2-tailed) .000
governance practices in

Indian banks? N 87 87
4. Have you observed Pearson Correlation .494™ 1
instances of governance  Sig. (2-tailed) .000

lapses or misconductin

Indian banking 87 87
institutions?

**_Correlation is significant at the 0.01 level (2-tailed).
Interpretation:

The Pearson correlation coefficient between "How would you rate the current level of corporate
governance practices in Indian banks?" and "Have you observed instances of governance lapses or
misconduct in Indian banking institutions?" is 0.494. This indicates a moderate positive correlation,
suggesting that as perceptions of corporate governance practices improve, there is also a tendency for respondents
to report observing governance lapses or misconduct. The p-value (Sig. 2-tailed) is 0.000 (p < 0.01), meaning
the correlation is statistically significant at the 1% level. This confirms that the relationship between the two
variables is unlikely to have occurred by chance.
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2 Correlations
11. Do you believe that
there is a correlation
10. How confident are | between corporate
you in the ability of | governance practices
Indian banks to and the financial
effectively manage performance of
systemic risks? Indian banks?
10. How confident are you Pearson Correlation 1 .600™
in the ablhty of Indian Slg (2_taﬂed) .000
banks to effectively N
manage systemic risks? 87 87
11. Do you believe that Pearson Correlation .600™ 1
there is a correlation Sig. (2-tailed) .000
between corporate N
governance practices and
the financial performance 87 87
of Indian banks?
**_Correlation is significant at the 0.01 level (2-tailed).
Interpretation:

The Pearson correlation coefficient between "How confident are you in the ability of Indian banks to
effectively manage systemic risks?" and "Do you believe that there is a correlation between corporate
governance practices and the financial performance of Indian banks?" is 0.600, indicating a strong
positive correlation between the two variables.

The p-value (Sig. 2-tailed) is 0.000 (p < 0.01), making the correlation statistically significant at the 1% level.
This suggests that the relationship is not due to random chance.

Correlations
11. Do you believe that
3. How would you there is a correlation
rate the current between corporate
level of corporate | governance practices and
governance the financial
practices in Indian | performance of Indian
banks? banks?
3. How would you rate the Pearson Correlation 1 .580™
current level of corporate  Sig. (2-tailed) .000
governance practices in
Indian banks? N 87 87
11. Do you believe that Pearson Correlation .580™ 1
there is a correlation Sig. (2-tailed) .000
between corporate N
governance practices and
the financial performance 87 87
of Indian banks?
**_Correlation is significant at the 0.01 level (2-tailed).
Interpretation:

The Pearson correlation coefficient between "How would you rate the current level of corporate
governance practices in Indian banks?" and "Do you believe that there is a correlation between



1065 J INFORM SYSTEMS ENG, 10(29s)

corporate governance practices and the financial performance of Indian banks?" is 0.580, indicating
a strong positive correlation between the two variables.

The p-value (Sig. 2-tailed) is 0.000 (p < 0.01), making the correlation statistically significant at the 1% level.
This suggests that the relationship is highly reliable and not due to random chance.

RESULTS:

Awareness of corporate governance is high among stakeholders in the Indian banking sector, with no significant
gender differences. There is a recognized link between corporate governance practices and the occurrence of
governance lapses, indicating that better governance awareness correlates with greater recognition of governance
issues. Stakeholders who have confidence in banks' risk management capabilities also strongly believe in the positive
impact of corporate governance on financial performance. The overall perception is that robust corporate governance
practices are crucial for the financial health and stability of banks.

CONCLUSION:

The Indian banking sector, a cornerstone of the country’s economic framework, continues to grapple with challenges
such as governance lapses, rising non-performing assets (NPAs), and systemic risks. This study assessed the
effectiveness of corporate governance in mitigating these risks through stakeholder perceptions and empirical
analysis. The findings emphasize the crucial role of strong corporate governance in ensuring the stability and
sustainability of the banking sector.

A high level of awareness regarding corporate governance was observed among stakeholders, with no significant
gender differences. This awareness serves as a solid foundation for further improvements. Notably, the study found
a direct correlation between recognizing governance lapses and assessing governance quality—stakeholders well-
versed in governance issues were more likely to identify instances of misconduct, indicating room for enhanced
implementation. Moreover, confidence in banks’ risk management capabilities was closely linked to the belief that
sound governance positively impacts financial performance. This underscores the pivotal role of governance in
strengthening risk management and financial stability.

Despite existing regulatory frameworks, persistent challenges call for a more integrated approach to corporate
governance. Compliance with regulations must be complemented by fostering a culture of transparency,
accountability, and ethical conduct within banking institutions. The adoption of advanced technologies and digital
transformation can further enhance governance by improving transparency and operational efficiency. Continuous
monitoring and evaluation of governance practices are essential to promptly address any shortcomings.
Strengthening regulatory oversight, ensuring the independence and effectiveness of bank boards, and increasing
stakeholder engagement can help build greater trust and confidence in the banking system.

This study contributes to a deeper understanding of corporate governance in the Indian banking sector, highlighting
both progress made and areas needing improvement. Addressing these challenges and leveraging the insights gained
will enable policymakers, regulators, and banking professionals to build a more resilient and sustainable banking
sector—one that safeguards stakeholder interests and fosters long-term economic stability and growth in India.
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