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Introduction




Introduction

e Banking is backbone of any nation and society;

e Strong and sustainable economy is always supported by prudent banking
system ( APRA, 2019; World Bank, 2022; IMF, 2023)

e Failure in banking systems has negative repercussions on the entire economy
(Kouki et al 2017 ; Laeven, 2020)

e Asian Financial Crisis (AFC) of 1997 and recent Global Financial Crisis (GFC)
of 2008 are testament to that.

e Due to AFC the countries went into deep recessions which brought rising
unemployment, poverty, and social dislocation (Lane, 1999)

e GFC also saw millions of people losing their jobs (Reserve Bank of Australia,
2024)



Introduction
e On average, world economy saw 24 bank failures per year between 2001-2024
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e Source: Federal Deposit Insurance Corporation(2024).



Introduction

e The failure in banking system stems from several issues and one of them is poor
corporate governance practices (IMF,1998; Johnson et al, 2002)

e According to Marcinkowska (2012) “Weak and ineffective corporate governance
mechanisms in banks are main factors contributing to the recent financial crisis”.

e Consequently, there has been increasing call for stringent ethical standards and
corporate governance within the banking industry (Adaga et al, 2024).

e Corporate governance constitutes a set of rules, which governs the relationships
between management, shareholders and stakeholders (Ching et al 2006 in
Abdulla and Valentine, 2009)
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Introduction

e According to Abdulla and Valentine (2009), there are six fundamental corporate
governance theories.

Agency Theory; The relationship between the principals, such as shareholders and agents such
as the company executives and managers.

Stewardship Theory: A steward protects and maximizes shareholders wealth through firm
performance, because by so doing, the steward’s utility functions are maximized.

Stakeholder Theory: any group or individual who can affect or is affected by the achievement of
the organization’s objectives.

Resource Dependency Theory: Focuses on the role that directors play in providing or securing
essential resources to an organization through their linkages to the external environment.

Transaction Cost Theory: An interdisciplinary alliance of law, economics and organizations that
attempts to view the firm as an organization comprising of people with different views and
objectives

Political Theory: brings the approach of developing voting support from shareholders, rather by
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ntroduction

e This study takes on the stakeholder theory and focuses on the customers experience
and service quality. This is because customers are important stakeholders in corporate
governance (Ching et al 2006 in Abdulla and Valentine, 2009)

e Other studies have also used stakeholder theories to understand corporate governance.

» Zeithaml et al (1996) studied how service quality impacts customer behaviors,
including trust and loyalty. He found professionalism and transparency of staff
interactions shapes customer perceptions of the overall organization, including its
governance practices.

» Andreassen (2000) studies recovery and its impact on customer satisfaction and
trust. He found successful resolution of issues not only recovers customer
satisfaction but also reinforces perceptions of good governance and reliability.

» Similar studies include; Ennew and Shekhon, 2007; Homburg and Furst, 2005
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Objectives of the study

e The objectives of the study are to:

» assess the customer’'s perception on corporate governance and ethical
practices of PNG Banking Industry, particularly, commercial banks in the Port
Moresby city.

» identify key challenges and areas for improvement.

» suggest recommendations for enhancing corporate governance practices.
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Research Methodology

e Sampling Method: The Study used Random Sampling Method,;
e Sample: A sample size was 200 customers and 50 employees;
e Number of respondents: Customers - 89. Employees — 11.

e Data source: The study used both Primary Data Source and Secondary Data
Source;

» Primary data sources include structured questionnaire and personal interviews.
The qualitative data was collected open end questions;

» Secondary data source includes data from existing records, such as annual
returns of the banks, news papers, published articles.



Research Methodology

e Data Analysis:
» The analysis of the quantitative data was performed using percentage analysis.

» To complement the quantitative findings, qualitative approaches were integrated
into the research design. Open-ended questions were incorporated within the
surveys, and in-depth interviews were conducted with selected participants.
Qualitative data were analyzed thematically, allowing for the identification of
recurring patterns and the exploration of complex, context-specific dynamics
that may not be fully captured through quantitative measures alone.



Research Methodology

» Scope and Limitations:

The scope of the study was constrained by time and cost limitations, which
precluded a more detailed analysis. Further, the study was limited to Port Moresby
only. This allows the study to be extended to remaining part of the Papua New

Guinea.
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Significance of the Study

e This study reveals the customers perceptions about governance and ethical
iIssues of banks in PNG;

e The information is useful to the banking supervisory body, Bank of Papua New
Guinea, to make a suitable policy for Customer Awareness Programme, and,

e Commercial Banks can use the information strategically to improve their
trustworthiness.
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Major Banks in PNG

The following are the commercial banks in PNG:

= BSP Bank;

Kina Bank;

Westpac Bank;

ANZ Bank;

Recently licensed and yet to commence the operations:
Credit Corp, and,

TISA Bank.
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Possible Governance and Ethical Issues

e Customers Related
o Customer Treatment and Services ;
e Information Security and Bank Customers Privacy;
e Discrimination in Lending, and,
e Transparency and disclosures.
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Analysis

Gender distribution %
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Analysis

Ethical standard in the bank %
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Analysis

Any unethical behaviour %
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Findings

e Familiarity of the CG Concept and ethical issues: more than 77 per cent of the
respondents have either “nil” or “limited” knowledge about the CG and ethical
Issues at banks;

e Importance of CG in banking industry: 87 per cent of the respondents
indicated that CG and ethical practices are either important or very important;

e Ethical standards in banks: Around 84 per cent of the respondents indicated
that either “Fair or “Good” — better trust on banks, and,

e 58 per cent of the respondents indicated that there was “no” unethical
behavior — More confidence on the banks.



Findings

e Coincidently, 87 per cent of the respondents informed that they have
either “moderately” and “greatly” trusting the banks in PNG — This may
be due to the impacts of the reforms made by Sir Mekere Morouta
during early 2000s and improved regulatory measures of BPNG;

e Around 84 per cent are either “neutral” or “satisfied” with the services at
the banks, and,

e Almost one third of the respondents indicated that Lack of
Comprehensive training is the reason for poor corporate governance.
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Current Challenges in PNG Banking Industry

e Weak Regulatory Framework - Inconsistent Enforcement - Evolving
Regulations:

e Corruption and Fraud - favoritism in lending, misappropriation of funds,
and conflicts of interest. Fraudulent Activities: weak internal controls,
insufficient oversight, and limited resources dedicated to fraud prevention.

e Lack of Transparency and Accountability - Weak Accountability
Mechanisms:

e Inadequate Board Oversight - Limited Expertise and Influence of
Shareholders.



Current Challenges in PNG Banking Industry

e Cultural and Social Factors - Traditional Practices , Resistance to Change
e Limited Capacity and Resources, Training and Education, Resource Constraints

e Ethical Decision-Making Challenges, Conflicts of Interest, Pressure to Meet
Targets:

e Public Trust and Perception
e Digital Transformation and Cybersecurity
e Economic and Political Instability
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Addressing the Challenges

e Strengthen their governance frameworks and ensure strict compliance
with regulations.

e Foster a culture of ethics and accountability at all levels of the
organization.

e Invest in training and capacity building for board members,
management, and staff.

e Enhance transparency and communication with stakeholders to build
trust and confidence.

e Adapt governance practices to align with both local cultural contexts and
iInternational best practices.

By addressing these challenges, the banking industry in PNG can improve
its governance and ethical standards, contributing to a more stable and

trustworthi financial sistem.
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Adopting proper corporate governance prac Pces and business ethics in the banking industry can
create significant opportunities for various stakeholders,
1. For Banks

 Enhanced Reputation and Trust
e Long-Term Sustainability
e Access to Capital.
» Competitive Advantage:
2. For Customers
e Improved Service Quality:
e Trust and Security:
e Financial Inclusion
3. For Employees

Fair Treatment and Job Satisfaction

Professional Development

Employee Empowerment



Opportunities

4. For Investors and Shareholders
e |Increased Returns:
e Transparency and Confidence
e Attracting Ethical Investors
5. For Regulators and Government
e Easier Compliance:
e Support for Policy Goals
e Reduced Systemic Risk:
6. For the Community and Overall, Economy
e Social Responsibility
Economic Development, Stability and Growth
Environmental Development Stability and Growth:
Attraction of Foreign Investment:
Reduced Corruption and Improved Governance



Suggestions




Suggestions

e While the confidence of the respondents on the banks in PNG are

reasonably good, they need to be educated about the corporate
governance and ethical practices;

e The regulatory body, BPNG, may take initiatives, and,

e Further scope of the study indicates that in depth study on each bank may
be done. Based on the outcomes of the study, the banks may improve their

status or may capitalize the confidence of the customers for their marketing
purposes.



Thankyou!
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