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Abstart
Bank performance can be defined as the efficacy and efficiency of a bank's operations, as demonstrated by metrics like earnings, managerial effectiveness, and efficiency measurements. This study aims to fill the current gap in the literature regarding how corruption affects bank performance in the ASEAN area. Corruption is one of the major determinants of bank performance and affects banks' profitability. This study looks at the relationship between corruption and bank performance in six countries from the ASEAN region. The study employ two regression models: ordinary least squares and the fixed and random effect model, on our data spanning ten years. Capital Adequacy Ratio (CAR), which measures a bank's capital against its risk-weighted assets, is crucial for financial stability and can help mitigate the risks associated with corruption, such as fraud and asset misappropriation. This study performed static panel data analysis to evaluate the hypothesis. We employed random effect, fixed effect, and OLS models. The results show that corruption has a slight negative impact on bank performance, along with bank-level variables such as CAR and bank size. BNKSZE, LQDY and CAR are variables with unique values for each bank. Regarding bank-level variables, we observe that bank size positively affects bank performance. These results showcase the importance of controlling corruption for a stable banking system and a healthy economy. Therefore, future research that examines bank internal risk indicators using a more comprehensive dataset will be a valuable addition to the ongoing discourse. Furthermore, by including a wider variety of financial factors such as NPLs and bank stability, future research could explore the intricate links among governance quality, bank financial performance, and bank risk-taking.
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Introduction
The banking system is directly related to the public administration system, formed in the state based on the features and specifics of the public administration system and the state's financial policy. Transformations are carried out, and there is a direct influence on the peculiarities of the development of the banking system. In turn, the banking system directly influences credit operations, investment processes, and financial markets. The banking system’s functioning directly affects the efficiency of investment processes and the development of the commercial sector (Myronchuk et al., 2023). The health of the banking system is one of the major determinants of its macroeconomic condition (Silva et al., 2020; Levine, 2001). The performance of banks, as measured by concentration, efficiency, competition, and profitability, is a topic that is frequently discussed in banking literature. In recent years, scholars have focused mainly on the factors that affect the financial performance of banks. Bank performance can be defined as the efficacy and efficiency of a bank's operations, as demonstrated by metrics like earnings, managerial effectiveness, and efficiency measurements (Bradrania et al., 2017). It affects the general stability of the banking industry and is a key factor in estimating the probability of bank collapses. The banking literature looks at the various socio-economic, political and institutional factors that impact the performance of banks since it has widespread consequences (Hamdaoui & Cancelo, 2024). Corruption is one of the many socio-political factors contributing to the banking system's inefficiency and instability. 

Corruption has been variously defined as an illegal act that involves the abuse of a public trust or office for some private benefit. Transparency International defines corruption as the misuse of entrusted power for private gain, while the World Bank considers it to be an abuse of public authority for the purpose of acquiring personal gain (Nathan & Jackob, 2019; Mose, 2024). It is a widespread social, political, and economic issue described as the misuse of entrusted public power for private gain. It is more common in developing economies and includes bribery and extortion, but can also manifest in the form of nepotism, fraud, collusion, embezzlement, deception, abuse of government power, and other related practices (Addai et al., 2022). The extensive literature on finance and economics strongly indicates that it is highly disruptive to the productivity of a nation and the smooth functioning of its institutions (Berger et al., 2004; Berger et al., 2019). It affects local investments, foreign capital inflow, and economic development. According to Ahamed and Mallick (2019, p. 11), improving bank efficiency requires better institutional development, taking into account the control of corruption. 
Despite a large body of evidence suggesting that corruption is harmful to economic growth and bank stability, its effect on bank performance cannot be decided conclusively, as some contrary research and work suggest otherwise. We find a significant amount of scholarly debate on how bribes can sometimes facilitate business processes and provide entrepreneurs with strategic ways to avoid burdensome taxes and bypass regulations. Bologna and Ross (2015) find that the effect of corruption on entrepreneurial activity is contingent upon institutional quality, and it can be insignificant or even positive. 
This paper focuses on whether and how corruption impacts bank performance in 6 ASEAN countries. ASEAN is expected to evolve into a highly competitive region with strong economic development and complete integration into the global economy as a single market and industrial base. With an average GDP growth rate of 4.8% in 2019, the ASEAN community (World D has had some notable growth in recent years and now ranks as the seventh largest economy globally. However, according to rankings and scores on Transparency International's Corruption Perceptions Index (CPI), corruption is a significant issue in most ASEAN nations. (Corruption Perceptions Index CPI, 2024) This can be a major impediment to its economic progress. (United Nations Development Programme, 2019) 
This study aims to fill the current gap in the literature regarding how corruption affects bank performance in the ASEAN area, one of the world’s emerging markets. As far as we know, no comparable research has been done in this field. Additionally, by offering direction on the study's suggested policy implications, the findings of this study will help policymakers create more logical and effective banking regulations. This will also assist in recognising critical vulnerabilities and formulating strategies to strengthen overall financial stability.
Literature review
Discussing how corruption affects economic and financial performance transcends a "moralistic view" that categorically denounces its understanding as wrongdoing. In order to look at economic and financial repercussions, we see in banking and economic literature the presence of two prevalent hypotheses. According to one school of thought, corruption can occur side by side with poor governance and, as a result, lessen the inconvenience caused by it. It simplifies bureaucratic hurdles and red tape that may otherwise slow down or hinder business procedures. This approach is termed the “grease the wheels” theory of corruption, and it makes the case that ineffective bureaucracy is a barrier to investment that may be overcome with the use of "speed" or "grease" money (Dreher & Gassebner, 2011). It suggests that graft may be a trouble-saving mechanism that increases investment, growth, and efficiency.  
Various studies have specifically discovered a positive correlation between bank performance and corruption. Using data from 475 banks spread across six ASEAN nations, Mongid and Tahir (2011) found a strong correlation between bank profitability and a high level of corruption. As a result, poor governance has also benefited banks in these nations. Similarly, as Islamic banks are supposed to be completely devoid of corruption, Arshad and Rizvi (2013) looked into the relationships between them. Most of the data from 30 Islamic banks in 10 countries between 2001 and 2010 comes from the Middle East. The study's findings indicate that corruption significantly improves Islamic banks' profitability.
Beyaert et al. (2022) discovered that a nation's institutional framework significantly impacts the overall impact of corruption on economic growth. Corruption may be beneficial to economic growth, especially when institutions are underdeveloped (Sahnoun & Abdennadher, 2025). This highlights the multifaceted and complex nature of the issue, as depending on the strength of a nation’s institutions, the effect of corruption can change. Hassan et al. (2021) find a positive correlation between corruption and bank efficiency for conventional banks, while a negative correlation exists for Islamic banks in the GCC region. 
The "sand in the wheels" argument, on the other hand, states that corruption impedes productivity and innovation, which impedes economic advancement (Mohamad & Jenkins, 2020). Additionally, corruption reduces investment and economic growth, as Heo et al. (2020) demonstrated. Bribery could be advantageous in poor governance situations, but it might also result in extra expenses.  The "sand the wheels" theory is supported by the reality of such expenses.  The literature explains this association by arguing that corruption discourages entrepreneurship and instead encourages rent-seeking, which lowers innovation and productivity in the private sector. 
La Porta's contributions (1997) are among the first in the economic literature to emphasise the detrimental effects of corruption on bank loans. In this context, the author uses the connection between finance and the legal system to illustrate how corruption negatively affects bank lending. Contracts and bank recovery procedures are thus protected in an open legal and institutional framework. The legal and regulatory framework permits the bank to seize the company or use collateral to retrieve its money in the event that the borrower files for bankruptcy. 
Park (2011) looks at how the financial system affects a nation's development. He mentions two major impacts of corruption in a financial crisis: Its detrimental effects on the balance sheets of banks, which lowers the quality of their assets, undermining the productivity of private investment, and its negative impact on economic growth. One of Park's (2011) key conclusions is that corruption considerably lowers bank loan quality. Additionally, corruption erodes the nation's banking system, increasing the risk of a financial collapse. 
Jungo et al. (2024) study how institutional factors like the rule of law, corruption, and financial inclusion affect the credit risk and stability of banks. The results confirm that improving financial inclusion and imposing the rule of law can greatly contribute towards reducing credit risk and improving the financial health of banks. On the other hand, the authors note that credit risk is increased by insufficient corruption control. Another study by Ali et al. (2020) indicates that while corruption does not hurt the profitability of banks, it makes lending more risky, affecting the loan portfolio.
Hence, the discourse regarding the impact of corruption on bank performance remains relevant as it directly impacts nations' economic well-being and financial stability. Since its founding in 1967, the member states of the Association of Southeast Asian Nations (ASEAN) have advanced significantly in several areas. ASEAN has gradually evolved into a confederation to foster economic cooperation. Economic integration consistently entails coordinating several policies, including managing policies linked to corruption and the standard of governance that oversees them (ADB, 2020). The many distinct features of ASEAN, such as an abundance of resources, cultural diversity, a relatively higher proportion of young people, a sizable market for foreign direct investment (FDI), and widespread use of ICT, are thought to be the ideal "ingredients" for creating an economically sound and successful global market (Goh, 2025).
Whilst there are good chances for higher-level economic integration to succeed, the current ASEAN is beset with problems, including corruption, high levels of income inequality among its members, and inefficient government (Li, 2024). Adopting good governance is essential to creating sustainable and socially inclusive economies, especially in the ASEAN area. Poor public services and weak government institutions are just two of the governance problems many nations continue to face, according to a report by the Asian Development Bank (ADB) (Folarin, 2020). Additionally, a number of international reports have brought attention to the corruption problem in ASEAN. The United States Chamber of Commerce conducted the ASEAN Business Outlook Survey, revealing that respondents were concerned about corruption as a "hindrance to business" throughout the region (ASEAN, 2021).
Few studies particularly address the ASEAN nations, despite a substantial body of research demonstrating a global connection between bank performance and corruption. The majority of earlier studies on this link were conducted in broader contexts or in particular geographical areas, such as developed nations, South Asia, or the MENA. This discrepancy highlights the necessity for focused research that takes into consideration the particular challenges and circumstances of the ASEAN countries in order to comprehend how corruption impacts the financial performance of banks in the area. 
Research Methodology:
We use a dataset of 6 ASEAN (Indonesia, Malaysia, Thailand, Singapore, the Philippines and Vietnam) countries over 10 years, from 2014 to 2023. The data for bank variables has been sourced from ESG global banking data. For our primary independent variable, Control of Corruption, we used the World Governance Indicators, which has the yearly data for COC readily available. The United States Millennium Challenge Corporation states that the COC indicator is an index. Up to 23 distinct evaluations and surveys are included in the index; each is given a unique weight based on its country scope and estimated reliability, contingent on availability. The COC index measures the extent to which public authority is used for private gain, covering both minor and significant corruption as well as the "seizure" of the state by political figures and special interests.
This study performed static panel data analysis to evaluate the hypothesis. We employed random effect, fixed effect, and OLS models. For the fixed effects model, the Hausman test was chosen. If the p-value of the Hausman test is less than 0.05, the fixed effect estimator was used to choose the random effect. 
ROAi,t = β0 + β1COCt + β2BNKSZEi,t + β3LQDYi,t +  β4CARi,t + Β5GDPt + Β5INFt + ui,t 
ROEi,t = β0 + β1COCt + β2BNKSZEi,t + β3LQDYi,t +  β4CARi,t + Β5GDPt + Β5INFt + ui,t
The main dependent variable in our study is bank performance, which both ROA and ROE measure for robustness. For control variables, we use Gross Domestic Product (GDP) and inflation (INF) at the macro level and Bank Size, Liquidity, and CAR as the bank-level variables. The macro data have been obtained from World Development Indicators. Bank size (SIZE), which is defined as the natural logarithm of total assets (Gupta & Mahakud, 2020), is used because, according to the literature, bank size is thought to harm nonperforming loans. Larger banks have greater resources and the ability to collect their debts. (Alnabulsi et al., 2023). Liquidity has been included in the model as corruption within a bank can negatively impact its liquidity by leading to asset misallocation, increased risk, and potentially a loss of investor confidence, ultimately making it harder for the bank to access funding and maintain stable operations (Javid et al., 2023). Capital Adequacy Ratio (CAR), which measures a bank's capital against its risk-weighted assets, is crucial for financial stability and can help mitigate the risks associated with corruption, such as fraud and asset misappropriation. A high CAR can discourage banks from engaging in risky activities, including those that could lead to corruption, as they have a greater capital capacity to absorb potential losses (Bunyaminu et al., 2021).
Results And Discussion 
Table 1 shows the descriptive statistics, including the mean, SD, minimum and maximum value for each variable and the number of observations. Looking at the COC values, the scoring starts from −2.5 (most corrupt) to 2.5 (least corrupt). We observe a huge disparity between the maximum (2.19) and minimum (-0.62) values. This suggests that the countries in the ASEAN region have diverse socioeconomic conditions. The mean value for COC is -0.181, which suggests that the region overall leans towards higher corruption. BNKSZE, LQDY and CAR are variables with unique values for each bank. The macroeconomic control variables, GDP and inflation, have also been included in the table. 

	Table 1 Descriptive Stats

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	COC
	480
	-0.18132
	0.656179
	-0.62859
	2.139511

	BNKSZE
	467
	10.39387
	0.72111
	7.609462
	11.74854

	LQDY
	457
	38.67953
	626.045
	0.002355
	12550

	CAR
	467
	0.215776
	0.102835
	0.031775
	0.888934

	GDP
	480
	6.21E+11
	3.43E+11
	2.33E+11
	1.37E+12

	INF
	480
	2.386504
	2.029796
	-1.1387
	6.394



The correlation matrix is important to understand whether the variables within the model affect each other and whether the model suffers from multicollinearity. Multicollinearity is not a significant concern because the correlation coefficients between the explanatory variables are often less than 0.50. As anticipated, a strong correlation between ROE and ROA (r=80) suggests that they are nearly equivalent indicators of a bank’s financial performance.
	Table 2 Correlation Matrix

	Variables
	ROA
	ROE
	LQDY
	CAR
	BNKSZE
	GDP
	INF
	COC

	ROA
	1
	
	
	
	
	
	
	

	ROE
	0.8053*
	1
	
	
	
	
	
	

	LQDY
	0.3360*
	0.2031*
	1
	
	
	
	
	

	CAR
	0.2126*
	0.2685*
	0.3561*
	1
	
	
	
	

	BNKSZE
	0.2033*
	0.4405*
	0.2234*
	0.5683*
	1
	
	
	

	GDP
	0.0465
	0.0188
	0.082
	0.2410*
	0.4324*
	1
	
	

	INF
	0.0547
	0.0606
	0.0162
	0.0245
	0.1692*
	0.4176*
	1
	

	COC
	-0.0498
	0.0417
	-0.0239
	-0.1971*
	0.4709*
	-0.2969*
	-0.1444*
	1



The results in Table 3 display the OLS regression in the first two columns and the random effects model in the last two columns. As observed, albeit very small, a negative relationship exists between our dependent variables and the primary independent variable, COC. This means that corruption impacts banks' financial performance in the ASEAN region. For robustness, COC has been tested against both ROA and ROE. The Hausman test indicates that since p = 0.1811 > 0.05, the coefficient difference is not systematic, so random effects are appropriate.
Table 3: The OLS regression and the random effects model 
	
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	ROA
	ROE
	ROA
	ROE

	
	
	
	
	

	COC
	-0.004***
	-0.017***
	-0.005**
	-0.010

	
	(0.001)
	(0.005)
	(0.002)
	(0.010)

	LQDY
	-0.000***
	-0.000**
	-0.000**
	-0.000

	
	(0.000)
	(0.000)
	(0.000)
	(0.000)

	CAR
	-0.010
	0.002
	-0.029***
	-0.069**

	
	(0.008)
	(0.032)
	(0.008)
	(0.033)

	BNKSZE
	0.006***
	0.052***
	0.008***
	0.040***

	
	(0.001)
	(0.005)
	(0.002)
	(0.009)

	INF
	-0.000
	-0.001
	-0.001**
	-0.002**

	
	(0.000)
	(0.001)
	(0.000)
	(0.001)

	GDP
	0.000***
	0.000***
	0.000***
	0.000***

	
	(0.000)
	(0.000)
	(0.000)
	(0.000)

	Constant
	-0.052***
	-0.470***
	-0.074***
	-0.329***

	
	(0.015)
	(0.058)
	(0.022)
	(0.092)

	
	
	
	
	

	Observations
	446
	446
	446
	446

	R-squared
	0.195
	0.272
	
	


Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Regarding bank-level variables, we observe that bank size positively affects bank performance. This result can also be found in the abundant finance literature (Gržeta et al., 2023; Bolívar et al., 2022). There is no significant evidence in the study that liquidity has any effect on bank performance. Also, we see that the capital adequacy ratio negatively affects bank financial performance. This is because a higher capital base can reduce lending capacity and potentially lower profitability (Pervez et al., 2023).
The macro variable inflation has a negative relationship with both ROA and ROE, which tells us that an increase in inflation in the economy will decrease bank performance. This result is synonymous with the banking literature, as Maria and Hussain’s (2023) study of the Indian banking sector yields a similar result. Also, GDP was found not to affect the bank's performance in the case of these banks. This can be attributed to several factors, such as the banks’ lending practices or a general uncertainty about the economic policies of the country. (Shi et al., 2021).
Conclusion
This study examines the impact of corruption on the profitability of the banking industry in ASEAN nations. Looking at data from 2014 to 2023, it provides important insights into how corruption levels affect financial stability throughout the region, which is emerging as one of the world's leading marketplaces. The results highlight how corruption compromises bank performance. The results obtained are consistent with other studies in the banking literature (Khan et al., 2024).

In practical terms, the results highlight the necessity of focused efforts to lessen the impact of corruption in the financial industry. Stricter anti-corruption laws, legislative changes, and educational programs that influence public opinion are essential. To avoid financial instability, banking regulators should emphasise putting in place strong procedures for managing and maintaining assets, evaluating the quality of banks, and conducting risk assessments. In order to reduce human error, bank management should also prioritise shifting to the use of automation technology, conducting ethical training and adhering to risk assessment procedures. Also, policymakers should focus on strengthening institutions to promote a culture of abstaining from involvement in activities such as bribery and embezzlement. 
Our analysis has been conducted on this specific region with limited data. Therefore, future research that examines bank internal risk indicators using a more comprehensive dataset will be a valuable addition to the ongoing discourse. Furthermore, by including a wider variety of financial factors such as NPLs and bank stability, future research could explore the intricate links among governance quality, bank financial performance, and bank risk-taking.
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