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Strengthening Customer Relationships In Banks
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Abstract:

The banking sector, relies heavily on regulatory compliance and ethical practices, being a corner stone of
economic stability to build and sustain customer relationships. In the banking sector the combined impact
of employee’s ethics and regulatory compliance on customer satisfaction and retention was studied. This
study provides an integrated analysis to address the existing research gap while prior research has largely
explored these variables independently.

Using a structured questionnaire primary data were collected from 80 respondents based on 5-point Likert
scale. To analyse the relationships among variables statistical tools including correlation, regression and
ANOVA were employed. A significant positive association between customer outcomes such as trust,
satisfaction and loyalty and ethical practices reveal under the study. Notably, regulatory compliance
demonstrates a stronger and statistically significant influence on customer satisfaction (f = 0.285, p =
0.016) compared to individual employee ethics.

The findings show that employee ethics function as baseline expectations for customers while they are
essential such as honesty, confidentiality and fairness. A more critical role in shaping customer perceptions
and enhancing trust played by institutional factors like adherence to regulatory guidelines. In the banking
industry this highlights the growing importance of “Compliance Branding” as a strategic tool.

To achieve long-term customer retention and competitive advantage in the banking sector the study
concludes that banks should prioritize robust compliance mechanisms alongside fostering and ethical
organizational culture. Through an integrated ethics-compliance framework these findings provide
valuable insights for banking professionals and policymakers in strengthening customer relationships.

1.0 INTRODUCTION

The Pivotal role in facilitating economic transactions and safeguarding businesses and individual financial
resources, stands as a cornerstone of modern economies in the banking industry. The practice of ethical
customer care emerges as a fundamental pillar for maintaining trust, transparency, and enduring customer
relationships not merely a regulatory mandate within the banking industry. Ethical considerations take
center stage, in an era where financial institutions wield unparalleled influence over the lives and
livelihoods of individual. Samarathunga and Karunathilaka (2023)

Interactions with customers in the banking industry are multifaceted, spanning to the responsible extension
of credit to transparent communication of financial terms to the secure management of sensitive personal
data. Underlining the importance of honest and fortnight communication with customers regarding terms,
fees and condition transparency and disclosure stand as ethical touchstones. As the custodian of vast
repositories of financial and personal data the banking industry bears a solemn responsibility to safeguard
this information with the utmost diligence.

Due to sector’s significant influence on societies and economies worldwide ethics in banking is paramount.
Ethical conduct is essential for maintaining confidence and public trust as a bank play a critical role in
capital allocation, financial intermediation and economic stability. Financial institutions act in the best
interests of their customers, stakeholders and community ensured by the ethical banking principles of
integrity, transparency, honesty and accountability.

Murthy (2018) stated that from inadequate regulatory compliance to fraudulent activities historically the
banking industry has faced numerous ethical challenges. The severe consequences of unethical behaviour
underscored by high-profile scandals, such as the manipulation of the London Interbank Offered Rate,
Wells Fargo account scandal and the HSBC’s involvement in money laundering. Incidents of this kind led
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to legal repercussions, significant reputational damages and financial penalties. Within the banking industry
there has been a growing emphasis on enhancing ethical standards. To mitigate risks and promote ethical
conduct improved oversight mechanisms, regulatory reforms and a focus on corporate governance was
implemented. The importance of fostering a culture of integrity, where ethical behaviour is rewarded,
encouraged and ingrained in daily operations are increasingly recognised by banks. Banks can build
stronger relationships with customers contribute to support sustainable development and economic stability
by prioritizing ethics. For resilience and ensuring long term health of the financial system it is crucial to
embedded the ethics in banking.

2.0 LITERATURE REVIEW

1.Trust, transparency and financial stability are very much essential ethical practices in the banking sector.
Banks has to act in the best interest of their customers, according to Boatright (2013), banks operate under
a fiduciary responsibility. It leads to financial and reputational risks because of ethical violations such as
non-disclosure, unfair charges and weak governance undermine this trust in the banking sector.

Strong corporate governance and risk management systems are serious in preventing ethical lapses was
emphasized by the Basel Committee on Banking Supervision (2015). Ensuring compliance with ethical
standards and regulating banking practices is the key role of Reserve bank of India. The most common
violations various reports shows are the issues related to customer transparency, protection and regulatory
compliance.

Overall, existing literature highlights that intentional fraud is not the only factor in banking for ethical
failure but it often arises from operational inefficiencies and governance weaknesses. So, in the banking
sector this create a need to measure and assess ethical risk through structured frameworks. (Boatright,
2013; Murthy, 2018).

2. A significant role played by ethical practices and corporate culture in enhancing bank performance and
strengthening customer relationships. Organizational effectiveness and employee behaviour have been
improved by transparency, integrity and adherence to ethical standards. Customer trust and overall bank
performance have been positively influenced by strong ethical frameworks was indicated by studies. It
leads to better customer satisfaction and service quality if a positive corporate culture encourages
employees to follow ethical practices. Therefore, in the banking sector corporate culture and ethics are
essential for sustainable growth. (Enhancing Bank Performance Through Ethical Practices, 2023).

3.Especially after financial crises, corporate culture and ethics have become central to banking governance.
Sustainable performance and customer confidence are more likely achieved with a well-defined ethical
culture and governance frameworks in banks was highlighted by research. Furthermore, integrating ethics
into organizational practices improves transparency and reduces the risk of misconduct, thereby
strengthening long-term relationships with stakeholders (Ethics, Culture and Higher Purpose in
Banking, 2017; Jackman, 2016).

4. How Indian banks leverage compliance as a strategic branding tool to build competitive advantage and
trust the adherence to regulatory standards set by the RBI was explored under the study. Effective
“compliance branding” differentiates a bank by signalling ethical integrity and reliability to investors and
customers alike in a banking industry where trust is the primary commodity. Strong compliance practices
generally enhance customer loyalty and brand equity was indicated in research, the paper emphasizes that
to avoid “compliance washing” branding must be backed by genuine internal controls. (Agarwal & Jhamb,
2019; Ghosh & Vikram, 2023; Rego & Pai, 2020).

5. Balancing commercial success with ethical integrity in the banking industry faces a significant challenge
where “compliance branding” is used to build trust but often struggles to control actual employee behaviour.
Brand equity and customer loyalty can be enhanced by strong compliance practices. The most effective
way to reduce these ethical risks that moving toward a long-term strategic orientation and ensure that a
bank’s branded commitment to integrity aligns with its operational reality. (Bhatia & Kashiramka, 2018;
Jain & George, 2018; Venkatraman & Narayanan, 2020).

6.In the Banking sector, foundational drivers for employee work passion is workplace ethics, specifically
integrity and trustworthiness. According to Self Determination Theory, it leads to higher levels of
harmonious passion when employees perceive their organization as morally consistent and reliable, their
psychological needs for relatedness and autonomy are fulfilled. Without compromising employee personal
well-being this type of passion allows them to remain deeply engaged. Being ethical can make employee
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feel strong, help them develop a healthy love for their job. In the banking world where the stress is very
high, employees feel more balanced and perform better when an office is honest and fair, which keeps the
whole company successful and steady. (Akwaowo & Obulor, 2025)

7. In the banking sector, ethical standards serve as the prime framework for maintaining the critical trust to
manage public funds and fostering employee conduct. Study further indicate that structural elements such
as penalties, disciplined environments, transparent incentives and collaboration significantly improve
organizational commitment and professional behaviour. Furthermore, for a healthy work culture
institutional courtesy and the manner of leadership act as a catalyst. In the high-pressure financial
environments for achieving long-term business objectives and institutional stability, the integration of
ethical variables is a strategic requirement not merely a regulatory necessity. (Mitonga-Monga &
Flotman, 2021; Thiam et al., 2018).

8. These days, ethics or more accurately, its lack in finance is a hot topic. Because banks play a significant
role in the economy and are expected to behave in a particular way toward society, they must adhere to
moral standards. For each banker, determining what is "right" is based on their own set of ideals. The paper
discloses the main trends and issues of banking ethics and the customers’ experiences with the Romanian
banks. The financial system in Romania was severely impacted, particularly following the previous
economic crisis. According to the report, the majority of them have never read the ethical code (72%), and
81% are unaware of it. Every individual interviewed is aware of the avoidance of terrorist financing and
money laundering: According to the report, the following ethical principles are not well understood by bank
employees: engaging in extracurricular activities and appearing to have conflicts of interest, such as
working with family members or participating in political activities. (Ionascu, Barbu, & Popa, 2023).

9. This study looks at how ethical values can help reduce employee fraud in the Malaysian banking sector.
According to data from 108 respondents who worked for the top three banks in Malaysia, employee fraud
is inversely correlated with high ethical standards. On the other hand, employee fraud is strongly correlated
with opportunity and rationalization, two essential components of the fraud triangle. The results highlight
how crucial it is to promote moral principles while limiting possibilities and resolving counterarguments
through strong internal controls in order to successfully fight fraud in the banking industry. (Said et al.,
2017).

10. The global financial crisis of 2008 had a significant impact on families, communities, economies, and
individuals. It also revealed the underlying principles and conduct of big businesses. Study investigates
whether significant lessons have been learned since the crisis in the financial services industry and society
at large. It draws attention to how crucial culture, ethics, and religion are in influencing business conduct
and societal results. The authors suggest that the secret to attaining long-term sustainability and promoting
a sense of communal good is to integrate these ideas within companies and organizations. (Jackman, 2016)

11. This study examined the connection between workers' helpful conduct, work ethics, and corporate
ethical values (CEVs) in the context of a bank in the Democratic Republic of the Congo. The Corporate
Ethical Values Scale (CEVS), the Work Ethical Climate Questionnaire (WECQ), and the Employees'
Helping Behaviour Scale (EHBS) were the standardized instruments used in the study. According to
structural Modeling analysis, helpful behaviour was significantly predicted by corporate ethical value and
the ethical climate at work. In particular, the rule, instrumental, and caring ethical contexts were found to
be important predictors. The investigation also revealed that workers with more seniority and education
levels exhibited more instrumental helpful behaviours and ethical ideals. (Mitonga-Monga & Flotman,
2021).

12. By introducing new criteria that track breaches in the year they occur rather than when penalties are
paid, this research explores the factors that cause misconduct in the US banking sector. According to the
study, regulatory penalties immediately discourage misconduct. Furthermore, as larger banks act as
informational signals that affect the likelihood and severity of other banks' wrongdoing, significant
punishments placed on huge banks also result in better behaviour throughout the industry. These results
have important policy ramifications for compliance monitoring and regulatory enforcement. (D'Avino &
Tselika, 2024).

2.1 Research Gap:

In the banking sector despite extensive research on ethics and regulatory compliance, these factors are
largely examined in isolation in existing studies. To understand the combined effect of employee ethics and
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regulatory compliance on customer-centric outcomes such as trust, retention and satisfaction has given very
limited attention. There is a lack of empirical investigation Linking these internal practices to long-term
customer relationship outcomes, while prior research emphasizes the importance of ethical conduct and
governance frameworks. There is insufficient focus on the Indian Banking Sector as most studies are
conducted in global or developed country contexts where regulatory frameworks, operational dynamics and
customer expectations differ significantly. This creates a clear need for an integrated and context-specific
analysis.

2.2 Conceptual Definitions of Variables:
1. Employee Ethics

Values, moral principles and standards of behaviour that guide employees in performing their professional
duties in their interactions with customer. While dealing with customer and financial information in the
banking sector it includes honesty, fairness, transparency and confidentiality. Customer interests are
prioritized and that services are delivered in a trustworthy and responsible manner has been ensured by
ethical employees.

2. Regulatory Compliance

Reserve bank of India which is a regulatory authority set adherence of banks and their employees to rules,
guidelines, standards and laws is defined as regulatory compliance. Related to transparency, disclosure, risk
management involved following prescribed procedures to ensure lawful and ethical banking operations.

3. Customer Satisfaction

The degree to which customers in the banking sector feels that services of banks meet or exceed their
expectations known as customer satisfaction. Based on customers’ experiences with employee behaviour,
transparency, service quality and overall service delivery it is considered as a psychological evaluation. A
positive perception of the bank’s performance has been indicated with higher satisfaction.

4. Customer Retention

The ability of a bank to maintain long-term relationships with its customers by ensuring continued usage
of its services over time is defined as customer retention. It reflects customer loyalty, repeat business, and
resistance to switching to competitors, often driven by trust, satisfaction, and perceived value.

3.0 OBJECTIVE OF THE STUDY

1. To examine the impact of employee ethics on customer relationships.
2. To analyse the role of regulatory compliance in customer satisfaction.
3. To study the relationship between ethics, compliance, and customer retention.

4.0 RESEARCH METHODOLOGY

Primary data collection method was used to collect the data through a structured questionnaire in the present
study. 80 bank customers were selected for the study ensuring a sensible perspective from both service
users and service providers. In this study Customer satisfaction and Customer retention are considered as
dependent variables and Employee ethics and Regulatory compliance as independent variables. Appropriate
statistical tools such as Regression analysis, Correlation analysis and ANOVA were used to study. The
identities of the banks have been kept confidential to ensure unbiased responses and maintain data privacy.

The study used a sample of 80 respondents because it was conducted as an exploratory study among bank
customers within a limited geographical area. Due to time constraints and accessibility of respondents,
convenience sampling was adopted. According to Hair et al. (2019), regression analysis can be conducted
with relatively small samples provided the observations are adequate for the number of predictor variables.
With six independent variables and 80 observations, the sample satisfies the minimum recommended
requirement for multiple regression analysis.

4.1 Measurement Scale Details

A structured questionnaire was utilized under study to collect primary data, with all variables measured
using a 5-point Likert scale ranging from 1 (Strongly Disagree) to 5 (Strongly Agree). The constructs of
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regulatory compliance, customer satisfaction, employee ethics and customer retention were assessed
through multiple items reflecting key dimensions such as confidentiality, honesty, fairness, adherence to
guidelines and service evaluation. Sample items included statements like “Employees behave honestly with
customers,” “The bank follows regulatory guidelines properly,” and “I am satisfied with the bank’s
services.” On banking ethics and customer relationship management from existing literature the
measurement scale was adapted with minor modifications to suit the study context. Cronbach’s Alpha was
used to ensure the internal consistency and the reliability of the instrument and the values obtained were
above the threshold of 0.70 shows that the scale is reliable and suitable for analysis.

4.2 Correlation Analysis

To measure the strength and direction of relationships among variables Correlation analysis was conducted
using Pearson’s correlation.

There is a positive association of ethics variables with customer outcomes was revealed under the study.
For example, positive correlation is seen in employee honesty with customer trust (r = 0.352, p < 0.01) and
satisfaction with employee behaviour (r = 0.429, p < 0.01). Highlighting the importance of data protection
in banking relationships, confidentiality is strongly correlated with trust and loyalty (r = 0.396, p < 0.01).
As (r=0.264, p<0.05) shows a positive relationship of fair treatment with customer satisfaction, indicating
that unbiased behaviour improves customer perception. As Customer satisfaction (r=0.371, p<0.01) and
trust (r=0.370, p< 0.01) has a significant relationship with adherence to guidelines among regulatory

compliance variables. Transparency (Q6) is positively correlated with recommendation behaviour (r =
0.316, p <0.01).

Further, loyalty (r=0.467, p< 0.01) and satisfaction (r = 0.424, p < 0.01) has a strong relationship with
customer trust, indicating that trust act as a key mediator in customer retention. Overall, the result indicated
a moderate positive relationship between customer outcomes and ethical practices.

4.3 Regression Analysis: The overall regression model is statistically significant was indicated by ANOVA
result. F-value of 3.027 with a significance level p-value of 0.011 was shown under the model, which is
less than the threshold value of 0.05. This result shows that employee ethics and regulatory compliance
which are independent variables under study has an significant effect on dependent variable customer
satisfaction. The residual sum of squares (54.093) shows the unexplained variation and the regression sum
of squares (13.457) indicates the variation explained by the model under study. So, it can be concluded that
employee et(hics and regulatory compliance in the banking sector play an important role in influencing
customer satisfaction and that model gives a good fit.

Table 1. ANOVA for Multiple Regression Analysis

ANOVA?
Model Sum of Squares{df Mean Square |F Sig.
Regression |13.457 6 2.243 3.027 .011°
1 Residual 54.093 73 .741
Total 67.550 79

a. Dependent Variable: Q71 am satisfied with the bank as services
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b. Predictors: (Constant), Q6The bank maintains transparency in transactions, Q2Employees maintain
confidentiality of information, Q3Employees treat customers fairly, Q5Policies and charges are clearly
explained, Q4The bank follows regulatory guidelines properly, Q1Employees behave honestly with
customers

The individual impact of each independent variable was shown in the coefficients table on customer
satisfaction. From the table it is indicated that the bank following regulatory guidelines properly has a
statistically significant positive effect on customer satisfaction p = 0.285, p = 0.016, indicating that
customer satisfaction will increase if better adherence to regulation is there. The variable employees
treating customers fairly (Q3) shows a positive influence (f = 0.185) and is marginally significant (p =
0.097), suggesting a moderate impact. However, other variables have positive but statistically
insignificant effects as their p-values are greater than 0.05 such as confidentiality, clarity of policies and
honesty. Furthermore, the collinearity statistics shows all the VIF values are below 5, indicate no
multicollinearity issues and tolerance values are above 0.1. Overall, the results suggest that regulatory
compliance plays a more crucial role than employee ethics variables in influencing customer satisfaction
in this model.

Table 2. Regression Coefficients

Coefficients?

Model Unstandardize | Standardiz | t Sig. Collinearity Statistics

d Coefficients ed

Coefficient
s

B Std Beta Tolerance VIF
Error

(Constant)

Q1lEmployees | 1.114 | .668 | .064 1.668 .100 .803 1.246
behave
honestly with
customers

Q2Employees | .059 .108 .063 .544 588 152 1.330
maintain

confidentiality
of information

Q3Employees | .069 | .134 | .185 518 .606 .904 1.107
treat
customers
fairly

Q4The bank | .187 |.112 | .285 1.679 .097 .826 1.211
follows
regulatory
guidelines
properly

Q5Policies 325 | .131 | .006 2.475 016 .849 1.178
and charges
are clearly
explained

Q6The bank | o5 | 101 | .081 051 960 882 1.134
maintains

transparency
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in
transactions
Q71 am | 0.59 0.96 0.97 0.723 0.423 .836 1.126

satisfied with
the bank as
services

a. Dependent Variable:
.069 .096 .723 472

Multicollinearity exits among the independent variables in the regression model was indicated by
collinearity diagnostics. Values range from 1.000 to 20.016 for condition index. Generally, a condition
index above 30 shows serious multicollinearity, but in this case all the values are below 30, indicating that
multicollinearity is not a major concern. The highest 20.016 condition index shows a high variance
proportion for the constant 0.95, the variance proportions of the independent variables are not
simultaneously high in the same direction. Similarly, in other dimensions with moderate condition index
values above 10, the variance proportions are distributed across rather than concentrated, indicating no
severe multicollinearity issue. So, it can be concluded that employee ethics and regulatory compliance
factors which are independent variables are sufficiently independent of each other and the results of
regression are reliable.

Before conducting regression analysis, multicollinearity among the independent variables was examined
using Tolerance, Variance Inflation Factor (VIF), and Condition Index. All VIF values were below the
recommended threshold of 5, tolerance values exceeded 0.10, and the highest Condition Index was below
30. Therefore, no severe multicollinearity was detected, and all predictor variables were retained in the
regression model. Since the diagnostics indicated acceptable levels of collinearity, no variable removal or
transformation was required.

Table 3. Collinearity Diagnostics

Collinearity Diagnostics®

Dimension Eigen | Condition Constant Employee anﬁdenti %‘;ra ¢ légilll Ilj?it;);z Poligy Transaction
value | Index Honesty ality ment . Clarity | Transparency
6.738 | 1.000 .00 .00 .00 .00 .00 .00 .00
.062 10.423 .00 40 .02 29 .02 19 .01
.061 10.504 .01 .02 .00 19 .01 78 .04
.057 10.872 .00 .00 .09 A1 .01 .00 79
.038 13.250 .02 .54 .09 32 24 .00 .00
.027 15.785 .02 .03 77 .01 39 .02 11
.017 | 20.016 .95 .01 .03 .08 33 .01 .05

a. Dependent Variable
Discussion of Results:

In the banking sector, important insights have been provided in this study into the role of regulatory
compliance and employee ethics in shaping customer retention and satisfaction. A positive relationship
between ethical behaviour, regulatory compliance and customer outcome such as satisfaction, loyalty and
trust have been revealed in correlation analysis. This is consistent where ethical responsibility in banking
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sector enhances customer trust and long-term relationships has emphasized with the work of Boatright
(2013). For maintaining financial stability and customer confidence strong governance and compliance
frameworks are essential was highlighted by the Basel Committee on Banking Supervision.

Regulatory compliance has a stronger and statistically significant impact on customer satisfaction compared
to employee ethics variables was indicated under regression results. This suggests rather than only
individual employee behaviour customer place greater importance on formal institutional safeguards such
as transparency in policies, adherence to rules and regulatory protection.

Customer feel more secure about their financial transactions, reducing perceived risk, when banks follow
regulatory guidelines. Aligns with prior research which suggests that compliance acts as a trust signal in
financial services and enhanced credibility and customer loyalty.

On the other hand, in the regression model the effects of employee ethics such as fairness, honesty and
confidentiality showed positive relationships with customer satisfaction were weaker and statistically
insignificant. This may be because ethical behaviour is often expected as a basic standard in banking, and
customers may assume it as a default requirement. Therefore, it does not strongly differentiate customer
satisfaction unless supported by visible institutional compliance mechanisms.

The concept of Compliance branding has been supported by this result where regulatory adherence becomes
a strategic tool for competitive advantage and building trust. Especially in Indian Banking contexts as
highlighted in earlier studies, compliance not only ensures legal conformity but also enhances perceived
reliability and institutional reputation.

From a practical perspective, banks should prioritize transparent communication of policies, strengthening
compliance systems and regulatory adherence mechanisms was the findings suggested. While employee
ethics remains essential, it should be reinforced through training and embedded within a strong compliance-
driven organizational culture to maximize its impact on customer relationships.

Managerial Implications:

Important implications for banking managers and policymakers aiming to strengthen customer relationships
through ethics and regulatory compliance was offered under the findings of this study. A strong emphasis
on structured employee training programs focused on customer handling, confidentiality, ethical behaviour
and fairness in service delivery should be provided by banks.

The critical importance of robust regulatory compliance systems within banks was highlighted by results
under study. As customer satisfaction has been strongly impacted by regulatory compliance banks must
ensure strict guidelines which are issued by Reserve Bank of India which is a regulatory authority. To
reduce errors and misconduct this includes transparent communication of policies, strict monitoring of
operational processes and clear disclosure of charges. Effective compliance system also enhances customer
trust and institutional credibility not only ensure legal conformity.

A strong ethical organizational culture must be actively developed and sustain by banks. Ethical culture
must be embedded in leadership behaviour, daily operations and performance evaluation systems should
not be limited to written codes of conduct. Values such as integrity, transparency and accountability should
be promoted by managers across all the levels of the organization.

Banks can achieve long-term loyalty and competitive advantage by integrating ethics and compliance into
a unified framework. The overall service quality in the banking sector improves when employees operate
in a culture that supports strong compliance monitoring and ethical decision making, resulting in higher
customer satisfaction and retention.

5.0 LIMITATIONS OF THE STUDY:

1.Certain limitations must be acknowledged despite the careful design and execution of this study. As the
sample size is only 80 respondents, which may limit the generalizability of the findings to the broader
banking population.

2. As the data collected through questionnaires is self-reported data which may be subject to response bias,
social desirability bias or inaccurate recall.

3. As the study is a cross-sectional research design, that shows data was collected at a single point in time,
so it doesn’t capture changes in customer perceptions or ethical practices over time.
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4. As the study focuses only on selected variables such as regulatory compliance and employee ethics while
other potential factors influencing customer satisfaction and retention were not included.

5.1 Future Research Directions:

In the area of banking ethics and regulatory compliance this study opens several avenues for future research.
To improve the generalizability and robustness of findings future studies should consider a larger and more
diverse sample size across different regions. A broader sample would help capture more varied customer
perceptions and employee behaviours across different banking environments.

Comparative studies between public and private sectors banks can be conduct in future to study whether
differences in organizational structure, governance systems and customer service practices influence the
relationship between compliance, ethics and customer outcomes. Such comparisons would provide deeper
insights into sector-specific challenges and strengths.

Additionally, in the banking sector to develop a more comprehensive model of customer satisfaction future
research may also incorporate other variables such as digital banking experience, technological adoption
and service quality.
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