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The financial crisis of 2008 led the Reserve Bank of India to lay down the stricter guidelines for corporate
governance disclosures especially for banks both in the private sector and public Sector. This paper looks
at the effectiveness of corporate governance disclosure norms in the banking industry. The study
attempts to look at the disclosure practices followed by the banks in the public and private sector. The
underlying supposition is that as the government is a majority shareholder in the public sector banks,
their disclosures would be higher. The annual reports of 34 (18 public and 16 private) banks have been
studied on 49 parameters and a Corporate Governance Disclosure Index (CGDI) has been computed. The
Mann Whitney U test has been applied to check whether differences are statistically significant. The
study concludes that on most parameters the corporate governance disclosures are the same for both the
sectors. In case of divergences, it is seen that private sector banks have higher disclosure than public
sector banks.

INTRODUCTION
Corporate Governance is a relatively new term added in the realm of management

literature but has become one of the most important ones in a short period of time. Its four
main cornerstones are diligence, transparency, responsibility and accountability, which help a
company in maximizing shareholders’ wealth. The need for formalisation of corporate
governance principles was felt first in the Western world. The first of many such reports
came in the form of Cadbury Committee Report (1992) which was a committee formed in
UK by the London Stock Exchange, the Financial Reporting Council and the accountancy
professionals. This report was fallout of large number of financial scams and corporate
failures in the 1980s. The report discussed about the financial aspects of Corporate
Governance. This report was followed by other reports like Greenbury Report (1995) and
Hampel Report (1998), all of which further detailed the governance procedures to be
mandatorily followed by the companies. In USA, the Committee of Sponsoring
Organizations’ (COSO) Internal Control- integrated framework was published in 1994, which
defined internal control processes for the companies and provided them a framework against
which internal control systems could be judged.

Majority of the Asian countries did not see the need for any kind of legislation on
corporate governance till 1997.The South East Asian crisis of 1997 engulfed all the ASEAN
countries from Thailand to South Korea in an unprecedented economic crisis which led to
deceleration of economic growth in the area. There was a lot of introspection both at
government level and at the research level to find out the reasons that led to this crisis. It was
widely believed that there was a key link between corporate governance and the South-East
Asian crisis. The main debate has been whether the crisis exposed corporate governance
problems, or did corporate governance problems trigger the crisis?

This crisis acted as a trigger for corporate governance reforms in most Asian countries.
In India, a committee was set up in 1999 under the chairmanship of Kumar Mangalam Birla,
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to discuss and suggest the guidelines for Corporate Governance measures to be followed by
Companies. As per the recommendations of the committee, Clause 49 of the listing
agreement was introduced and implemented in 2006. From the 1990s till today, the concept
of corporate governance has evolved a lot with the introduction of Sarbanes Oxley Act 2002
in US which has become a reference point for other countries. Studies on Corporate
Governance have shown time and again that companies with better governance policies end
up performing better vis a vis the companies that do not. Good corporate governance policies
not only help the company to do well in terms of Return on Equity (ROE) and higher profits
but also in terms of higher employee satisfaction.

The corporate governance in the banking sector came into prominence during the
financial crisis of 2008. As the crisis came into limelight, it became an eye opening
experience for many economies of the world as they saw the complete collapse of their
economic systems. The crisis brought out in the open the problems of governance plaguing
the financial sector especially banks. Banks have unique corporate governance policies as
they are one of the most regulated industries in the world. Banks form the backbone of the
economic system and thus their proper governance is of utmost importance for the well-being
of the economy as a whole. As a result of this crisis, the corporate governance laws with
respect to the banking sector were strengthened both in India and abroad, with the Central
Banks of the countries laying down mandatory guidelines regarding governance policies.

In India’s case, the corporate governance in banking sector was almost non-existent in
the pre-reform era. This reflected the predominance of the public sector in the banking
industry as compared to very few private banks in the economy. This scenario changed to a
large extent after 1991 when public sector banks saw dilution of government shareholding
and the emergence of private sector banks in the country. Reserve Bank of India has
emphasised the importance of corporate governance in the banking sector and have thus
detailed guidelines related to disclosure by banks regarding all matters of governance.
Gopinath (2008) talks about the importance of reforms in the banking sector in India in the
current economic scenario and gives detailed guidelines set down by RBI regarding corporate
governance policies to be followed by all public sector as well as private sector banks.

This study looks at corporate governance policies and disclosure both in public sector
banks and the private sector banks. Banks are classified into public sector and private sector
on the basis of government shareholding in them. The public sector banks have some amount
of government shareholding whereas private sector banks do not have any kind of
government shareholding in them. As it is the government which is laying down the
regulations regarding the corporate governance disclosures, this study attempts to see if there
is a difference in the disclosure policies of the public sector banks (majority shareholder
being the government of india) and private sector banks.

REVIEW OF LITERATURE
Cadbury Report (1992) defined corporate governance as 'the system by which

organizations are directed and controlled', while Tricker (1984) suggested that 'If
management is about running business: governance is about seeing that it is run properly. All
companies need governing as well as managing'. Public sector corporate governance
distinguishes itself from its private sector counterpart by the considerable diversity of
objectives and management structures in the former. There is a need to address performance
as well as conformance issues in public sector governance.

Fleming and McNmee (2005) in their paper have brought to public attention the ethical
dimension of corporate governance. This paper presented a conceptually informed method for
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undertaking of ethically focused audit corporate governance. The conceptual-theoretical
terrain is set out in three dimensions: ethics as applied moral philosophy; equity as social
justice; and corporate governance as the moral health of an organization. At an operational
level, the proposed conceptual model provides a framework to evaluate the overall integrity
of an organization and embraces the interrelated themes of individual responsibility, social
equity and political responsibility. A method for ethical audits is also set out. It emphasizes
the significance of key personnel in (re)producing and challenging the organizational ethos,
while recognizing the necessary limitations placed on researchers’ commitment to anonymity
and confidentiality in the collection, interpretation and analysis of data, and in the eventual
sharing of such data.

Seth (2005) in his paper talked about the push to apply corporate governance
arrangements from the private sector into the public sector as a manifestation of the ongoing
search for ways to improve accountability and performance. This small interview study
reports on the experience of senior Commonwealth public servants and board directors trying
to work within the corporate governance frameworks set out in the Commonwealth
Authorities and Companies Act (1997) and the Financial Management and Accountability
Act (1997). It suggests that lines of accountability can be blurred, formal authority can be
subverted, and safeguards to protect the public interest, against harms such as political
patronage, may be weak or absent. Many agencies do not have appropriate procedures for
assessing their own governance arrangements. There is considerable resistance to the notion
that a central authority should be established with the dedicated purpose of overseeing
governance arrangements and practices in the Commonwealth.

Selarka (2006) in his paper contributes to understanding corporate governance issues
in emerging economies by examining how block holders influence firm value. Using a much
disaggregated and uniform database from the Indian corporate sector for the year 2001, the
author examined the interaction between ownership structure and firm value in the following
ways. The comapny analyzed the role played by these shareholders with substantial voting
power in situations when equity holding is less compared to the more concentrated holdings
of promoters.

Singhvi and Desai (1971) analysed the quality of corporate financial disclosure. In the
study, they determined that inadequate corporate disclosure in annual reports will lead to
wide fluctuations in the market price of those securities. Zahra and Pearce (1989) in their
study proposed specific links among four board attributes (composition, characteristics,
structure and process) and three critical board roles (service, strategy and control). The study
integrated the research findings on the impact of boards of directors on corporate financial
performance and an integrative model of board attributes and roles is presented.

In India’s case also, in 1999, SEBI constituted a committee under Kumarmangalam
Birla to recommend corporate governance measures to be followed by Indian companies.
SEBI felt a need to regularise the disclosures by the companies in wake of scams like MS
Shoes etc. The committee came out with a report in 2000 but it was not implemented
immediately. The recommendations were considered to be too strict in Indian context. But
after the Enron scam in 2002, another committee was formed under Narayan Murthy of
Infosys Limited to come up with concrete measures to implement corporate governance. The
recommendations of these two committees took the form of Clause 49 of the listing
agreement and finally implemented in 2006.

Beasley (1996) in his study did an empirical test to determine that inclusion of large
number of outside members in the board of directors led to a significant reduction in the
likelihood of financial statement fraud.
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Hussain (2007) reported the level and extent of the corporate governance disclosure of
the banking companies in India. The Securities and Exchange Board of India, regulatory
body of the capital market, made mandatory to all listed firms to provide a Corporate
Governance Report in separate section in the annual reports under the Clause 49, since 2000.
The researcher has identified 57 items of information both mandatory and non mandatory
need to be disclosed under the clause 49 in the corporate governance report. The study
revealed that Indian banks have very high level of compliance in corporate governance
disclosure.

Lacker et al. (2004) examined the relationship between a broad set of corporate
governance factors and various measures of organizational behaviour and managerial
performance. Through their empirical research they found that typical structural indicators of
corporate governance have very limited ability to explain managerial behaviour and
organizational performance.

Buchanan (2007) talked about the concept of corporate governance in Japan. Here it is
analysed in terms of the concept of “Internalism”, which stands for the belief that companies
should be controlled by internally appointed managers who are integrated into their firms.
Kim and Kim (2008) talked about the best governance practices in Korea which were seen
mainly in three kinds of corporations: (1) newly privatized companies; (2) large corporations
run by professional management; and (3) banks with substantial equity ownership in the
hands of foreign investors. The governance practices of many of these companies met the
global standard. At the other end, of the spectrum, however, were many large chaebols-
affiliated or family-run firms that refused to change and circumvented regulatory reform
measures.

Afsharipour (2009) examined the recent corporate governance reforms in India as a
case study for evaluating the competing claims on global convergence of corporate
governance standards. India's reform efforts demonstrated that while corporate governance
rules may converge on a formal level with Anglo- American corporate governance norms,
local characteristics tend to prevent reforms from being more than merely formal. India's
inability to effectively implement and enforce its extensive new rules corroborates the
argument that comprehensive convergence is limited, and that the transmission of ideas from
one system to another is highly complex and difficult, requiring political, social and
institutional changes that cannot be made easily.

Kaur (2012) attempted to find out the differences in disclosure policies of private
sector banks vis a vis those of public sector banks in India. She takes a sample size of five
banks in each category and concludes on the basis of various disclosure parameters that there
is no statistically significant difference in the corporate governance disclosure policies of the
two sectors in the banking industry in India.

RESEARCH METHODOLOGY
Data has been collected from both public sector banks and private sector banks. The

classification of banks regarding public and private sector has been done on the basis of
ownership of banks. For this study, 18 public sector banks and 16 private sector banks (refer
Table A1 in Annexure) have been taken.

This is not an exhaustive list of all the banks in India. Convenience sampling has been
used here based on availability of data about the banks. The data has been taken from the
annual reports of 2011 – 2012 of all the banks considered for the study.

A Corporate Governance Disclosure Index (Refer Table A2 in Annexure) has been
prepared on the basis of the disclosure data collected from the annual reports of the various
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banks. A score of 1 was awarded for the presence of an attribute and a 0 was awarded for the
non-presence of an item.

A bank could score a maximum of 49 points by adding all the attributes that are
present. The composite Corporate Governance score for Public Sector banks is given in Table
1 and for Private Sector Banks is given in Table 2.

TABLE 1
Corporate Governance Disclosure Score for Public Sector Banks

Name of Bank Total Score
Allahabad Bank 37

Andhra Bank 43
Bank of Baroda 44
Bank of India 38
Bank of Maharashtra 40

Canara Bank 37

Central Bank of India 46

Corporation Bank 41

Dena Bank 39

Indian Overseas Bank 41

Jammu & Kashmir Bank Ltd. 40

Oriental Bank of Commerce 40

State Bank of India 42

Syndicate Bank 39

Uco Bank 37
Union Bank of India 42
United Bank of India 38

Vijaya Bank 42

TABLE 2
Corporate Governance Disclosure Score for Private Sector

Banks

Name of Bank Total Score
Axis Bank Ltd. 46
City Union Bank Ltd. 42

Development Credit Bank Ltd. 37
Dhanalakshmi Bank 42
Federal Bank Ltd. 43

H D F C Bank Ltd. 37

I C I C I Bank Ltd. 44
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I D B I Bank Ltd. 37

I N G Vysya Bank Ltd. 43

Indusind Bank Ltd. 40

Karnataka Bank Ltd. 36

Karur Vysya Bank Ltd. 35

Kotak Mahindra Bank Ltd. 48
Lakshmi Vilas Bank Ltd. 34

South Indian Bank Ltd. 35

Yes Bank Ld. 44

TABLE 3
Parameters with the P Values

Parameter P value
Board of Directors - executive 0.211
Directors Background 0.065
Directorship in other companies 0.446
Dates of board meeting 0.162
Role of Audit Committee 0.213
Audit Committee – No. of meetings held 0.273
Remuneration Committee - Members 0.28

Remuneration Committee - No. of meetings held 0.494
Remuneration Committee - Attendance 0.056
Shareholder Grievance Committee – Compliance Officer 0.283

SGC – No. of meetings held 0.117
SGC – No. of grievances 0.193
SGC – Grievance Redressal 0.193
Risk Management Committee - Role 0.128

RMC – No. of meetings held 0.117

No. of other committees 0.07

Other Committees – Role 0.262

Other Committees – No. of meetings held 0.117

Means Of Communication
- Quarterly Reports 0.34
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Content Analysis has been used for analysis purposes. Information from Annual
reports has been analyzed and as the data is categorical, the Mann Whitney U test has been
applied. Content analysis is a summarizing, quantitative analysis of messages that relies on
the scientific method (including attention to objectivity, inter-subjectivity, a priori design,
reliability, validity, generalizability, replicability, and hypothesis testing) and is not limited
as to the types of variables that may be measured or the context in which the messages are
created or presented. Accordingly the hypothesis has been framed and tested on SPSS.

OBJECTIVE OF THE STUDY
The study is to determine if there is a significant difference in the corporate

governance disclosure policies of the Public sector banks as compared to those of Private
sector banks.

DATA ANALYSIS AND INTERPRETATION
The total score on Corporate Governance Disclosure has been calculated for two

sectors – public sector and private Sector (refer Table 1 and Table 2). The total number of

- Half yearly 0.079
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parameters considered was 49. Thus, the maximum any bank could have scored was 49.
Central Bank of India with a score of 46 was the forerunner in the first sample that is of
Public sector banks. Among the Private sector banks, Kotak Mahindra Bank with a score of
48 was highest on the Corporate Disclosure list. The mean score was 40.89 for Public sector
banks and 40.19 for Private sector banks. Overall, it seems as if there is no difference among
the two sectors, but when each of the parameter was examined separately and analysed, it
was found that there were certain parameters on which the two samples did not match

After running the Mann Whitney U test on all the parameters it is observed that the
Null Hypothesis is accepted for 25 parameters (Table 3). This shows that there is no
difference in Corporate Governance Disclosures on these parameters both in Public sector
Banks and Private Sector Banks.

H0: There is no significant difference between the level of corporate governance disclosures
in public and private sector banks
Ha: There is a significant difference between the level of corporate governance disclosures
in public and private sector banks

There are 11 parameters for which Null Hypothesis is rejected (For the lists of these
parameters refer Table 4). This shows that there is a statistically significant difference in
Corporate Governance Disclosures on these parameters both in public sector banks and
private sector banks. Most of these parameters are related to role, functions and powers of the
various committees of the board.

TABLE 4
Null Hypothesis is Rejected

Parameter P value
Independent Directors 0
Board of Directors – non executive 0.027
Nominee 0
Experience of Directors 0.05
Audit Committee - Functions and Power 0.006
Remuneration Committee Functions and Power 0.38

Risk Management committee: 0

Functions and power 0

Other Committees - 0
Functions and Power 0
Other Committees - 0.002
Attendance 0.009
Means of Communication- News releases 0

Out of the total 49 parameters, there are 14 parameters which are mandatory
disclosures by all the banks as per RBI and SEBI guidelines (For the lists of these parameters
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refer Table V). No statistical test could be run on them due to this reason and all the 34 banks;
Public sector banks as well as Private Sector Banks are disclosing this information.

The test could not be computed for the following parameters as the mean was 1 and
standard deviation was 0 (All the banks had given the information).

TABLE 5
Mandatory Disclosures

Sr. No. Disclosure Parameter
1 Philosophy of Corporate Governance

2 Related Party Transactions

3 Remuneration

4 No. of board meetings in a year

5 Attendance at board meetings

6 Agenda of board meetings

7 Audit committee members

8 Audit Committee - Attendance
9 Shareholder grievance committee members

10 Shareholder grievance committee -
Attendance

11 Risk Management Committee members

12 Risk Management Committee - Attendance

13 Members in other Committees

14 Annual Report

CONCLUSIONS OF THE STUDY
From the study, it was found that all banks both in the public sector as well as in the

private sector are conforming in principle to the guidelines prescribed by the Reserve Bank of
India and Securities Exchange Board of India (SEBI) regarding corporate governance
disclosures. Overall, there is not much of a difference in the disclosure norms followed by
public sector and private sector banks. Most of the differences are in describing the roles,
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functions and powers of the various committees of the board regarding corporate governance.
It is seen that private sector banks have defined in detail the role, function and powers of each
committee as compared to public sector Banks. This leads us to the efficacy of the entire
process of corporate governance disclosures and puts a doubt whether such measures are
there in name only or are being strictly followed in the right spirit.
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ANNEXURE

TABLE A1
List of Public Sector and Private Sector Banks

Public Sector banks
(n=18)

Private Sector banks
(n=16)

Allahabad Bank Axis Bank Ltd.

Andhra Bank City Union Bank Ltd.

Bank of Baroda Development Credit Bank Ltd.

Bank of India Dhanlaxmi Bank Ltd.

Bank of Maharashtra Federal Bank Ltd.

Canara Bank H D F C Bank Ltd.

Central Bank of India I C I C I Bank Ltd.

Corporation Bank I D B I Bank Ltd.

Dena Bank I N G Vysya Bank Ltd.

Indian Overseas Bank Indusind Bank Ltd.

Jammu & Kashmir Bank Ltd. Karnataka Bank Ltd.

Oriental Bank Of Commerce Karur Vysya Bank Ltd.

State Bank Of India Kotak Mahindra Bank Ltd.

Syndicate Bank Lakshmi Vilas Bank Ltd.
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Uco Bank South Indian Bank Ltd.

Union Bank Of India Yes Bank Ltd.

United Bank Of India

Vijaya Bank

TABLE A2
Corporate Governance Disclosure Parameters

Dimension Parameter

Philosophy of Corporate Governance Executive
Related Party Transactions Non-Executive
Segment Reporting Independent

Nominee
Background of Director

Experience of Directors

Board Meetings Directorship in Other Companies

Remuneration

No of Meetings in a year

Attendance
Agenda

Dates of Meeting
Attendance of Board Members

Last AGM Attendance
Audit Committee Members

Role
Functions and Power
No of Meetings held

Attendance
Remuneration Committee Members

Role
Functions and Power
No of Meetings held

Attendance

Shareholder Grievance Committee Members
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Compliance Officer
Functions and Power
No of Meetings held

Attendance
No of grievances

Grievance redressal

Risk Management Committee Members
Role

Functions and Power
No of Meetings held

Attendance
No of Other Committees Members

Role
Functions and Power
No of Meetings held

Attendance
Quarterly Reports

Means of Communication Half Yearly Report
Annual Report
News Releases


