
                                       Corporate Governance  

 

The concept of corporate governance can be understood as the system through  

which shareholders are assured that their interest will be taken care of by 

management. In a  

much wider term, corporate governance was defined as the methods by which 

suppliers of finance control managers in order to ensure that their capital cannot be 

expropriated and  

that they earn a return on their investment (Parekh, 2003).The literature on 

corporate  

governance in its wide subtext covers a variety of aspects, such as protection of  

shareholder’s rights, improving shareholders value, board matters etc.  

However, the importance of corporate governance in banking sector weighs very 

much due  

to very nature of banking transactions. Banking is the crucial factor effecting 

economic 

development of an economy. It is the life-blood of a country. It is responsible for 

the flow  

of credit and for maintaining the financial balances of the economy. In India, since 

the 

nationalization process banks emerged as a tool of economic development along 

with  

social justice. Corporate Governance has become very important for banks to 

perform and  

remain in competition in this era of liberalization and globalization. 

'good corporate governance' is simply  

'good business'. It ensures:  

 Adequate disclosures and effective decision making to achieve corporate 

objectives; 



 Transparency in business transactions;  

 Statutory and legal compliances;  

 Protection of shareholder interests  

 Commitment to values and ethical conduct of business 

 

corporate governance is the acceptance by management of the inalienable  

rights of shareholders as the true owners of the corporation and of their own role as 

trustees  

on behalf of the shareholders. It deals with conducting the affairs of a company 

such that  

there is fairness to all stakeholders and that its actions benefit the greatest number 

of  

stakeholders. It is about commitment to values, about ethical business conduct and 

about making a  

distinction between personal and corporate funds in the management of a 

company. Ethical  

dilemmas arise from conflicting interests of the parties involved. In this regard, 

managers  

make decisions based on a set of principles influenced by the values, context and 

culture of  

the organization. Ethical leadership is good for business as the organization is seen 

to  

conduct its business in line with the expectations of all stakeholders. 

The aim of "Good Corporate Governance" is to ensure commitment of the board in  

managing the company in a transparent manner for maximizing long-term value of 

the  

company for its shareholders and all other partners. It integrates all the participants  

involved in a process, which is economic, and at the same time social.  



Nowhere is proper corporate governance more crucial than for banks and financial  

institutions. Given the pivotal role that banks play in the financial and economic 

system of  

a developing country, bank failure owing to unethical or incompetent management 

action  

poses a threat not just to the shareholders but to the depositing public and the 

economy at  

large. Two main features set banks apart from other business – the level of 

opaqueness in  

their functioning and the relatively greater role of government and regulatory 

agencies in  

their activities. 

Corporate governance  seeks to achieve  

the following objectives:  

 A properly structured board capable of taking independent and objective decisions  

is in place at the helm of affairs;  

 The board is balance as regards the representation of adequate number of non- 

executive and independent directors who will take care of their interests and well- 

being of all the stakeholders;  

 The board adopts transparent procedures and practices and arrives at decisions on  

the strength of adequate information;  

 The board has an effective machinery to subserve the concerns of stakeholders;  

 The board keeps the shareholders informed of relevant developments impacting 

the  

company;  

 The board effectively and regularly monitors the functioning of the management  

team;  



 The board remains in effective control of the affairs of the company at all times. 
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