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Abstract 

This paper systematically investigates the linkages between corporate governance reform and anti-
money laundering (AML) compliance among banks. Given the rise to a more sophisticated financial 
crime environment, banking institutions are facing immense pressure on enhancing their anti-money 
laundering (AML) frameworks. Corporate governance reforms, which are enforced via statutory 
regulations as well as internal governance mechanisms, have been playing an important role in 
improving AML compliance. The study reports systematically on the impact of these reforms in 
engendering a strong Culture of Compliance, achieving transparency, improving risk management 
processes and for accountability mechanisms within banks. Classifying relevant case law, regulatory 
changes and recent empirical data through a lens of similar policy implementations overseas 
provides contrast to highlight the considerable obstacles with limited success in enacting corporate 
governance reforms within AML. Additionally, it offers suggestions for how to strengthen the 
connection between corporate governance and compliance requirements. 
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1. Introduction 
Money laundering and terrorist financing 
(ML/TF) are major global concerns due to the 
increasing globalisation of finance and 
technical improvements that have made it 
easier to conceal criminal activity. Estimated to 
account for 2-5% of the world GDP, these 
sophisticated crimes threaten financial 
institutions' credibility and threaten economic 
stability. 
Banks are leading the charge in global 
authorities' heightened efforts to combat 
money laundering (AML) in response. A financial 
institution's corporate governance standards 
have a direct impact on how effective these 
policies are1216.  

International organisations such as the 
Financial Action Task Force (FATF) that offers a 
comprehensive framework to combat money 
                                                           
1216 BBA LLB(H) Student, Amity Law School, Amity University Noida, Uttar 
Pradesh. 

laundering and terrorist financing are part of 
the global response, along with regional 
accords and multilateral treaties. It aims to 
examine corporate governance's contribution 
on reducing money laundering, and their 
regulatory compliance, and evaluate 
implementation issues. This study adds to our 
understanding of how corporate governance 
reforms might improve AML compliance and 
fortify the integrity of the financial system by 
examining the relationship between 
governance practices and banks' capacity to 
combat financial crimes.1217 

2. Corporate Governance and Its Role in 
Banking 

The effective corporate governance is critical to 
the proper functioning of the banking sector 
and economy as whole, banks are also 
essential to economic growth and stability 
                                                           
1217 Adrian Cadbury, “Report of the Committee on the Financial Aspects of 
Corporate Governance” (December, 1992). 
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because they facilitate the intermediation of 
funds, whereas deficiencies in governance at 
systemically important banks can lead to the 
spread of issues throughout the banking 
industry and the wider economy. Therefore, the 
following principles are established: (1) The 
bank's business plan, financial stability, 
governance structure, and risk management 
are all ultimately comes under the board of 
directors' responsibility. (2) The corporate 
culture, risk tolerance, and organizational 
structure of the bank will be determined and 
managed by the board. (3) To safeguard the 
bank's long-term interests, the board must be 
actively involved in its operations and take 
prompt action. (4) The bank must uphold a 
solid structure for risk governance, which 
includes internal audit, independent risk 
management and compliance operations, and 
business lines. It also has to have a strong risk 
culture and clearly defined roles across all three 
lines of defence. (5) The board is responsible for 
ensuring the efficacy, impartiality, and integrity 
of the bank's whistleblower policies and 
practices. (6) A clear risk appetite statement 
that is in line with the bank's financial, capital, 
and strategic strategies must be created and 
implemented. (7) The CEO, important members 
of senior management, and heads of control 
functions are subject to board oversight over 
their appointment and performance. A 
strong financial framework is acknowledged to 
be built upon the principles of corporate 
governance. In banks, governance structures 
need to promote an environment of efficient 
decision-making, risk control, and 
accountability. The public's confidence in the 
viability of a stable financial system is upheld by 
good governance, which guarantees banks 
function honestly and transparently. A broad 
range of parties are involved, including 
shareholders, senior management, the board of 
directors, and regulatory agencies1218. Their 
primary responsibility is to define policies that 
deal with risk management and compliance 
                                                           
1218 Bank for International Settlements, “Basel Committee on Banking 
Supervision Guidelines Corporate Governance Principles for Banks” (July, 
2015). 

issues. The need to avert financial crises and 
lower financial crime rates has prompted the 
implementation of major corporate governance 
changes during the past 20 years in an effort to 
enhance monitoring and accountability in 
banks. 

Understanding the vital role corporate 
governance plays in preserving the stability and 
integrity of the global financial system, these 
principles and practices will be applied in a way 
that is appropriate for the size, complexity, 
structure, economic significance, and risk profile 
of the bank. 

3. Anti-Money Laundering Compliance in 
the Banking Sector 

The methods and practices used by banks to try 
to stop, identify, and report money laundering 
activity are all included in AML compliance. Due 
diligence on customers, transaction monitoring, 
reporting of questionable activities, and record-
keeping are usually the main elements. 
International standards for anti-money 
laundering (AML) are established by the 
Financial Action Task Force (FATF) and 
subsequently implemented by national 
authorities through their various laws, rules, and 
supervisory methods. Robust systems and 
controls are essential for effective AML 
compliance, and these must be supported by a 
strong compliance culture across all 
organizational levels, but especially in banks. 
The potential for serious legal, financial, and 
reputational consequences that banks may 
experience in the case of compliance failures 
highlights the significance of AML compliance. 
Furthermore, these kinds of mistakes may 
present wider systemic hazards to the financial 
system. As a result, there is a rising recognition 
of the fundamental importance of corporate 
governance in preserving the integrity and 
stability of financial institutions as well as the 
larger financial ecosystem, and an interest in 

https://ijlr.iledu.in/
https://iledu.in/


 

 

702 | P a g e             J o u r n a l  H o m e  P a g e  –  h t t p s : / / i j l r . i l e d u . i n /   

INDIAN JOURNAL OF LEGAL REVIEW [IJLR – IF SCORE – 7.58] 

VOLUME 5 AND ISSUE 1 OF 2025  

APIS – 3920 - 0001 (and)   ISSN - 2583-2344 

Published by 

Institute of Legal Education 

https://iledu.in 

investigating its role in enabling and increasing 
AML compliance.1219 

3.1 Corporate Governance Reforms and AML 
Compliance 

A need for modifications to bank corporate 
governance has increased due to the necessity 
of regulatory actions as well as the governance 
flaws that have contributed to financial crises 
and scandals. The goal of these changes is to 
fortify risk management and enhance 
monitoring in a compliance-oriented culture. 
The core components of these changes include 
the expanded tasks and responsibilities of the 
board, the construction of a strong framework 
for risk management, the encouragement of 
moral behaviour, and the imposition of 
transparent accountability. These components 
are very important for AML compliance because 
they guarantee that banks have the systems 
and procedures in place to efficiently detect 
and reduce money laundering risks. 

3.2 Methodology 

Using a qualitative methodology, this study 
examines case studies and examines current 
data on AML compliance and corporate 
governance changes in the banking industry. In 
order to shed light on the elements that go into 
good governance, the case studies look at 
situations in which corporate governance 
reforms have either improved AML compliance 
or not. A survey of pertinent scholarly works, 
industrial norms, and regulatory frameworks is 
also included in the analysis. 

3.4 Case analysis and Discussion 

Case Study 1: HSBC and the Impact of 
Governance Failures on AML Compliance 

One of the biggest banks in the world, HSBC, 
serves as an example of the catastrophic 
impact that governance errors can have on AML 
compliance. Drug cartels and other criminal 
organizations were able to launder billions of 
dollars through HSBC thanks to the bank's 

                                                           
1219 Financial Action Task Force, “International Standards on Combating 
Money Laundering and the Financing of Terrorism & Proliferation FATF 
Recommendations” (November 2023). 

inability to implement proper AML procedures, 
which led to a $1.9 billion punishment imposed 
by US authorities on the bank in 2012.1220 

The inquiry uncovered serious flaws in 
corporate governance, including insufficient 
board supervision, lax risk management 
procedures, and a business culture that put 
financial success ahead of legal requirements. 
The intricacy of HSBC's organizational structure 
added to the complexity of these problems by 
impeding the uniform implementation of AML 
procedures throughout its international 
operations1221. 

After the scandal, HSBC carried out important 
changes to its corporate governance. These 
included strengthening its AML controls, 
reforming the board, and bolstering the risk 
management system. Some difficulties still exist, 
despite the fact that these actions have been 
credited with improving the bank's AML 
compliance and aiding in the restoration of its 
reputation.1222 

Case Study 2: Danske Bank and the Role of 
Governance in AML Failures 

The biggest bank in Denmark, Danske Bank, 
offers yet another clear illustration of how poor 
governance can lead to serious problems with 
AML compliance. A significant money 
laundering scandal involving the illicit transfer 
of almost €200 billion in questionable 
payments, mostly from non-resident clients in 
Russia and other former Soviet states, engulfed 
the bank's Estonian unit between 2007 and 
2015.1223 

                                                           
1220 Marc L. Ross, “HSBC’s Money laundering Scandal”, Investopedia, 19 
September 2023, available at < < https://www.investopedia.com/stock-
analysis/2013/investing-news-for-jan-29-hsbcs-money-launderingscandal-
hbc-scbff-ing-
csrbs0129.aspx#:~:text=In%202012%2C%20U.S.%20federal%20regulators
%20hit%20HSBC%20Holdings,in%20its %20compliance%20and%20anti-
money%20laundering%20%28AML%29%20systems > (20 August 2024). 
1221 BBC, “HSBC to pay $1.9bn in US money laundering penalties”, BBC, 11 
December 2012, available at (20 August 2024) 
1222 HSBC Holdings PLC, “Annual Report and Accounts 2012” (January 
2013). 7 Howard Wilkinson, available at: 
https://www.whistleblowers.org/whistleblowers/howard-wilkinson/ (last 
visited on 20 August 2024) 
1223 8 Richard Milne, “Danske Bank chief Thomas Borgen quits over money 
laundering scandal”, Financial Times, 20 September 2018, available at < 
https://www.ft.com/content/cbc4b02a-bbda-11e8-8274-55b72926558f> (20 
August 2024) 
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The scandal's investigation revealed that, in 
spite of multiple warnings about the suspicious 
actions at the Estonian office, Danske Bank's 
board and senior management did not act 
appropriately. It was discovered that there was 
a severe lack of accountability, inadequate 
supervision of the branch's activities, and poor 
communication between the board and 
management within the bank's governance 
framework.1224 

The controversy led to the resignation of the 
CEO and several other high-ranking executives, 
and the bank implemented major changes to 
its corporate governance. The objectives of 
these measures were to strengthen AML 
compliance, increase monitoring, and improve 
accountability. AML and governance-focused 
board members were appointed, the bank's 
compliance and risk management 
departments were strengthened, and a new 
whistleblower mechanism was put into place.1225 

Case Study 3: Punjab National Bank and its 
failure to manage its Employees 

A well-known financial institution in India, 
Punjab National Bank was entangled in the 
Nirav Modi scam in 2018, one of the worst 
banking scams in the nation. The theft, which 
cost almost $2 billion, revealed serious oversight 
and transparency issues at the bank. One of the 
largest banking scams in Indian history was 
made possible by a top manager who issued 
Letters of Credit without securing the necessary 
collateral.1226 

The serious hazards connected to insufficient 
management oversight, operational 
transparency, and internal controls were 
brought to light by this affair. The absence of 
these essential components threatened the 
stability of the nation's financial system in 
addition to causing the bank to suffer 

                                                           
1224 Danske Bank Group, “Annual Report 2019” (February,2020). 
1225 Verma, S., & Verma, S., “Corporate Governance Failures in Indian Banks: 
A Case Study of PNB Scam”, 17 IUP Journal of Corporate Governance 55-
69 (2018). 
1226 PTI, “PNB Fraud: ED Files Chargesheet Against Mehul Choksi’s Wife, 
Others”, The Wire, 07 June 2022, available at < https://thewire.in/law/pnb-
fraud-ed-files-chargesheet-against-mehul-choksis-wife-others> (20 August 
2024) 

significant financial losses. Several senior 
executives at the bank resigned as a result of 
the scandal.1227 

A money laundering case was brought against 
the perpetrators of the fraud as a consequence, 
highlighting the necessity of strict 
accountability guidelines and control 
mechanisms to stop such occurrences. The 
case acted as a sobering reminder of the 
possible repercussions that can arise from 
financial institutions' failure to uphold strict 
monitoring and operational openness.1228 

4. Impact of Corporate Governance 
Reforms on AML Compliance 

The insights gained from the experiences of 
Danske Bank, Punjab National Bank, and HSBC 
highlight how important corporate governance 
is to guaranteeing efficient AML compliance. 
Every example demonstrated that the root 
cause of the AML control gaps was governance 
shortcomings. Establishing accountability, 
transparency, and a strong compliance culture 
in financial institutions requires effective 
corporate governance. 

When executed correctly, implementing 
corporate governance improvements can 
greatly improve AML compliance. These 
changes aim to give banks the frameworks and 
procedures they need to control AML risks, 
encourage moral conduct, and develop a 
compliance-focused culture. Effective 
governance improvements typically include the 
following essential elements: 

1. Effective Board Leadership: To provide 
thorough and impartial supervision of 
AML compliance, boards need to have 
the necessary knowledge, power, and 
experience. AML rules and procedures 
should be routinely reviewed in addition 
to careful monitoring, efficient 

                                                           
1227 PTI, “PNB Scam: Chronology of Nirav Modi’s case”, The Times of India, 
25 February 2021, available at < 
https://timesofindia.indiatimes.com/business/india-business/pnb-scam-
chronology-of-nirav-modiscase/articleshow/81209698.cms > (20 August 
2024) 
1228 Supra note 3 
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communication, and independent 
operations from staff and management. 

2. Robust Risk Management Framework: To 
detect, evaluate, and mitigate money 
laundering threats, a comprehensive risk 
management framework is a 
prerequisite for any AML compliance 
plan. AML should be a primary duty in 
the risk management process and 
should be integrated into the bank's 
broader risk management strategy 
through governance reforms. 

3. Encouraging a Culture Focused on 
Compliance: Establishing a robust 
culture of compliance is crucial to the 
effectiveness of AML measures. Reforms 
to governance should place a strong 
emphasis on moral conduct, openness, 
and unambiguous standards for every 
employee. This entails implementing a 
zero-tolerance policy for non-
compliance, setting up a whistleblower 
channel, and providing regular AML 
training. 

4. Accurate Accountability Structures: The 
efficacy of government is contingent 
upon accountability. Clearly established 
lines of accountability must be in place 
for noncompliance with AML compliance 
requirements. Furthermore, trust-
building and the proper enforcement of 
AML measures depend on both external 
and internal transparency. 

5. Conclusion 
A multifaceted but essential relationship can be 
seen when examining the effects of corporate 
governance improvements on anti-money 
laundering (AML) compliance in the banking 
industry. The case studies of Danske Bank, 
Punjab National Bank, and HSBC show how poor 
governance can result in serious AML 
compliance violations and serious financial, 
legal, and reputational repercussions. These 
illustrations highlight how important strong 
corporate governance is to be maintaining 
strong AML compliance. 

Although effectively implemented, corporate 
governance improvements can greatly improve 
a bank's capacity to thwart financial crimes 
such as money laundering. Strengthening 
board oversight, putting in place thorough risk 
management frameworks, encouraging a 
compliance-focused culture, and creating 
distinct accountability structures are essential 
components of effective reforms. These actions 
support the general stability and integrity of the 
financial system in addition to enhancing AML 
compliance. 

Nevertheless, there are difficulties in putting 
these reforms into practice. Banks have to get 
over ingrained organizational cultures that 
could be resistant to change, manage the 
expenses of upgrading compliance systems, 
and traverse complicated regulatory 
environments. Furthermore, because financial 
crimes are constantly changing, institutions 
must constantly modify their governance and 
compliance plans. 

Banks, regulators, and legislators must 
cooperate going ahead in order to further 
solidify the connections between corporate 
governance and AML compliance. This could 
entail creating more integrated methods of 
governance and compliance, utilizing 
technology to improve the capacity for 
monitoring and reporting, and promoting an 
international compliance culture that cuts 
across national borders. 

In the end, the willingness of all parties involved 
to place a high value on moral behaviour, 
openness, and responsibility in the financial 
industry will determine if corporate governance 
reforms are successful in supporting AML 
compliance. Corporate governance will 
continue to play a critical role in preserving the 
integrity of the banking system as the world 
fights money laundering and financial crime. 

 

 

 

 

https://ijlr.iledu.in/
https://iledu.in/


 

 

705 | P a g e             J o u r n a l  H o m e  P a g e  –  h t t p s : / / i j l r . i l e d u . i n /   

INDIAN JOURNAL OF LEGAL REVIEW [IJLR – IF SCORE – 7.58] 

VOLUME 5 AND ISSUE 1 OF 2025  

APIS – 3920 - 0001 (and)   ISSN - 2583-2344 

Published by 

Institute of Legal Education 

https://iledu.in 

Recommendations 

1. Continuous Assessment and 
Improvement of Governance 
Structures: To adjust to changing AML 
risks, financial institutions should 
methodically evaluate and improve their 
corporate governance structures. To 
guarantee strong and up-to-date 
governance rules, this process should 
incorporate learnings from prior 
compliance challenges and the 
adoption of best practices from the 
industry. 

2. Enhanced Collaboration Among Crucial 
Parties: Cooperation between law 
enforcement, the financial industry, and 
regulators is essential for effective AML 
compliance. In order to share 
information, create uniform guidelines, 
and support the group's overall fight 
against money laundering, banks ought 
to take an active role in interacting with 
these organizations.1229 

  

                                                           
1229 Supra note 4 
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