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ABSTRACT: The corporate governance framework within financial institutions has a significant impact on 

transparency, accountability, and investor assurance of financial institutions. In the United States, the framework of our 

financial institutions is determined by the Securities and Exchange Commissions (SEC), whose objectives include 

ensuring fair disclosures, protecting against corporate fraud, and maintaining market stability. This article aims to 

explore the impact that corporate governance has on financial stability, specifically how strong governance frameworks 

can support the SEC and reduce fraud risk, as well as how they relate to SEC objectives. The paper makes use of the 

theoretical framework, empirical investigations, and regulatory frameworks to demonstrate the impact of such financial 

frameworks as board independence and effective oversight, internal structures, and executive compensation in reducing 

such systemic risks. The paper also incorporates investigations concerning U.S. corporate scandals, such as Wells 

Fargo, Enron, and WorldCom, showing the impact that certain regulations have on governance frameworks and the 

learned lessons for corporations and regulators. The paper also examines the challenges arising from the need to 

incorporate ESG, cybersecurity, and risks relating to global regulatory alignment because governance frameworks need 

to be flexible associated with these risks. Final remarks indicate that effective corporate governance plays into SEC’s 

ideal outcomes, but it also acts as a corporate strategic instrument in improving financial stability, investor protection, 

financial resilience, and market confidence over an extended period. 
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I. INTRODUCTION 

 

Effective corporate governance has a profound impact on the stability and integrity of financial markets. In the United 

States, publicly traded companies comprise an important part of the economy. Consequently, governance frameworks 

must serve not only the interests of shareholders but the interests of financial stability and crisis prevention. The U.S. 

Securities and Exchange Commission (SEC) has consistently highlighted that proper governance—as defined by 

transparency, accountability, and oversight  is vital for safeguarding investors and curbing corporate misdeeds. 

Nevertheless, the evidence in history shows that ineffective governance creates a pathway for corporate misadventures, 

and for that matter, financial instability. This further stresses the importance of establishing a strong interlink between 

regulatory oversight and the governance environment.  

 

The scholarly community has paid particular attention to exploring the connection between governance and financial 

stability. Wymeersch (2008) noted that effective governance is core to resilient markets as it solves agency problems 

and ensures corporate behavior is consistent with stability objectives to the greatest extent possible. Lupu (2015) 

observed that even though the corporate governance and financial stability association may be indirect, it is revealed 

through its impact on the risk-taking behavior and transparency of reporting. A view that builds on this was provided by 

Anginer, Demirgüç-Kunt, Huizinga, and Ma (2018), who documented that banks with better governance structures tend 

to be more systemically resilient because such governance limits excessive risk-taking.  

 

The literature also points to the concept of regulatory governance. As Sikarwar and Sharma (2020) demonstrated, 

regulations and the interventions surrounding them play the role of stabilizing force, ensuring compliance and building 
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investor trust. Hahn and Litan (2005) went a step further, suggesting that economic regulation that is properly designed 

creates concrete economic value both by lowering the chances of fraud and by ensuring that firms bear the 

consequences of overly risky behavior. These observations are consistent with SEC concerns, which focus on proper 

disclosure and compliance systems as critical tools in fraud risk management. 

 

In the wake of financial crises, researchers like Sheedy and Griffin (2018) and Pirson and Turnbull (2011) have brought 

in empirical research on governance’s cultural and behavioral issues. Their work illustrates that governance goes 

beyond the structures in place and it is influenced by the organizational culture, risk awareness, and the set of ethics that 

governs decision-making. On the other hand, Gontarek and Belghitar (2018) pointed out that well-established risk 

governance improves both performance as well as stability. On the contrary, Lupo Pasini (2013) depicts how 

governance breakdowns deepen systemic risks at the macro level.  

 

Taken together, these insights underscore that corporate governance is not just a matter of compliance but a dynamic 

framework that directly supports financial stability and, therefore, aligns with the SEC’s mission of investor protection 

and market fairness. This article takes these insights as a foundation to assess governance changes that could be made 

by U.S. list companies to lessen fraud risk, enhance resilience, and promote sustainable financial development. 

 

Here’s a graphical representation for Section 2, showing the relative importance of key conceptual foundations of 

corporate governance and financial stability. 

 

 
 

II. OVERSIGHT REGULATIONS, SEC FOCUS, AND CORPORATE MISCONDUCT PREVENTION 

 

In tandem with firms’ corporate governance, regulatory oversight also plays a critical role in the financial stability of 

U.S. listed companies. The oversight of capital markets rest with the Securities and Exchange Commission (SEC), and 

it is important that SEC practices ensuring governance with investor protection, transparency, and accountability are 

followed. According to Wymeersch (2008), the stability of the financial sector is contingent on firm-level governance 

but also on the regulatory frameworks aimed at coping with systemic risks. In this sense, the priorities of the SEC, such 

as improved disclosure requirements, strengthened board oversight, and stronger internal controls, are relevant to 

address issues that pertain to corporate fraud.Lupu (2015) underscores the fact that the relation between governance and 

stability is less direct, and instead, oversight helps reduce risk-taking through regulatory mechanisms. This is very 

relevant for the United States, where the Securities and Exchange Commission oversees the implementation of the 

Sarbanes Oxley Act and the Dodd–Frank Act, which are both laws aimed at improving financial reporting, executive 

accountability, and the prohibition of reckless behavior. In addition, Anginer, Demirgüç-Kunt, Huizinga, and Ma 
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(2018) observe that governance in banks, as well as in other financial institutions, under strong regulatory scrutiny not 

only reduces systemic instability but also reduces the risk of misconduct and aligns incentives of the management with 

long-term resilience. 

 

Pirson and Turnbull (2011) as well as Sheedy and Griffin (2018) shift focus towards the regulatory oversight, 

discussing its implications on organizational culture and behavior. Their framework implies that fraud is endemic to 

contexts where governance frameworks are not only ineffective but also where cultural norms are permissive of 

unethical behavior. Addressing these concerns, the SEC has increasingly emphasized corporate culture, whistleblower 

policies, and ethics programs, which are now core elements of corporate compliance programs. This evolution points to 

a broader vision of corporate oversight, highlighting that active fraud prevention requires far more than compliance 

frameworks but rather a pervasive cultural transformation. 

 

In addition, Gontarek and Belghitar (2018) demonstrate that risk governance frameworks enforced through regulatory 

guidelines curb risk-taking and improve organizational discipline. In this respect, Sikarwar and Sharma (2020) state that 

financial stability is better ensured through regulatory governance, which sets operational standards to contain the 

impact of governance failures on a larger systemic collapse. 

 

From this vantage point, Hahn and Litan (2005) and Lupo Pasini (2013) draw attention to the earlier point about 

balancing the advantages of regulation with its costs, while emphasizing the need for responsive regulation to evolve 

with financial markets. The SEC’s risk-based approach to monitoring firms illustrates this balancing act by seeking to 

protect investors without impeding the functioning of the markets. Brooks and Streng (2012) also note that compliance 

and ethics are joint obligations of regulators and corporations, and posit that regulatory governance is effective when 

firms treat SEC priorities as components of their risk management frameworksCorporate governance that is aligned 

with SEC priorities greatly reduces the likelihood of fraud in U.S. listed corporations. The SEC supports financial 

stability and enhances investor confidence through regulatory governance as well as disclosure norms and cultural 

supervision that provide both preventive and deterrent measures. 

 

Reference Key Insight Relevance to SEC Priorities 

Wymeersch (2008) Regulatory frameworks support 

financial stability. 

Strengthens disclosure and oversight to 

prevent fraud. 

Lupu (2015) Governance-stability link is mediated by 

regulation. 

SEC rules transmit governance effects to 

stability. 

Anginer et al. (2018) Bank governance under regulation 

reduces instability. 

SEC oversight reduces systemic banking 

risks. 

Pirson & Turnbull (2011) Weak governance and culture drive 

fraud risks. 

SEC focus on culture prevents fraud 

emergence. 

Sheedy & Griffin (2018) Ethical culture & governance reduce 

misconduct. 

Supports SEC’s whistleblower & ethics 

initiatives. 

Gontarek & Belghitar (2018) Risk governance reduces excessive risk-

taking. 

SEC guidelines discipline firms’ risk 

management. 

Sikarwar & Sharma (2020) Regulatory governance improves 

systemic resilience. 

SEC regulatory benchmarks enhance 

financial stability. 

Hahn & Litan (2005) Need balance of regulatory benefits and 

costs. 

SEC balances efficiency with investor 

protection. 

Lupo Pasini (2013) Adaptive regulation needed for 

integration and stability. 

SEC adapts regulation to evolving 

markets. 

Brooks & Streng (2012) Compliance and ethics as shared 

responsibility. 

Firms must internalize SEC priorities on 

ethics. 
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III. CORPORATE GOVERNANCE, RISK MANAGEMENT, AND THE INFLUENCE OF 

ORGANIZATIONAL CULTURE 

 

Corporate governance has compliance and regulatory obligations, as well as an accountability culture, ethical conduct, 

and risk management. During the 2008 crisis, as Pirson and Turnbull (2011) stated, poor governance was the 

consequence of weak cultural norms and inadequate oversight structures. Transactions and risk exposures that lacked 

transparency, encouraged shortsightedness, and complex risk monitoring became easy targets for both fraud and 

instability. 

 

The importance of corporate culture, internal governance structures, and behavior is further analyzed by Sheedy and 

Griffin (2018). They argue that risk governance is not possible to achieve without strong cultural foundations, where 

ethical decision-making and long-term perspective are internalized by employees and managers. This perspective 

supports the SEC’s drive to nurture corporate cultures that mitigate wrongdoing, protect whistleblowers, and enhance 

accountability at all organizational levels. 

 

The weaknesses of governance mechanisms within the banking sector are a cause of concern, as these tend to promote 

excessive risk-taking. As Anginer, Demirgüç-Kunt, Huizinga, and Ma (2018) explain, the SEC has championed reforms 

that focus on regulatory and governance changes with an aim to improve managerial incentives and stability. In the 

same vein, Gontarek and Belghitar (2018) observe that risk governance improves firm and systemic performance by 

reducing opportunistic behaviors. 

 

Lupu (2015) supports these findings and notes that governance supports financial stability with a certain degree of 

separation through risk management practices. Firms embed governance into operational processes; as a result, firms 

also reduce the chance of governance-related shocks developing into systemic crises. A similar discussion from 

Sikarwar and Sharma (2020), who explain that regulatory governance offers a framework within which firms 

implement risk-aware decision making, is also worthy of note. 

 

Wymeersch (2008) and Hahn and Litan (2005) raise concerns regarding the broader view while looking at governance 

issues from a regulatory perspective. Effective governance can be hampered when there is an imbalance between 

regulation and corporate governance. Regulation that is too strict may lead to unnecessary compliance costs; on the 

other hand, insufficient oversight may harm stability due to the continued existence of cultural problems. In line with 

this, Brooks and Streng (2012) contend that ethics and compliance need to be addressed together. Even though the SEC 

and other regulators can take action externally, corporations are obligated to develop effective governance systems that 

institutionalize accountability and mitigate fraud risks. 

 

Lupo Pasini (2013) emphasizes what was learned from the European crisis: integration and stability need governance 

systems that address economic challenges while preserving cultural and institutional values. This is important for 

companies listed in the United States because it shows the need for governance frameworks that incorporate cultural 

resilience within risk management strategies.  

 

To conclude, organizational culture is vital in corporate governance and risk management. The SEC’s regulatory issues, 

which focus on transparency, accountability, and ethical conduct, are developed to nurture corporate environments in 

which fraud risks are controlled not only by external regulatory compliance but also by intrinsic values. This supports 

corporate resilience and enhances systemic financial stability at the same time. 

 

Here’s the graph for Section 4: Corporate Governance, Risk Management, and Organizational Culture: 
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IV. REGULATORY GOVERNANCE FRAMEWORK, SEC PRIORITIES, AND CORPORATE FRAUD RISK 

MITIGATION 

 

Corporate governance is fundamentally responsible not only for ensuring compliance but also for establishing measures 

to curb fraud and financial misconduct. As part of market oversight, the U.S. Securities and Exchange Commission 

(SEC) continually reminds all stakeholders that investor protection and market integrity depend on effective governance 

structures. Effective governance structures protect investors and promote market integrity as the SEC consistently 

reminds all stakeholders. Institutional investors themselves, for example, argue for effective governance because it 

protects their investment. Moreover, as Wymeersch (2008) demonstrates, governance is linked to financial stability, 

with institutions like the SEC offering the external discipline needed to mitigate opportunistic conduct by corporate 

managers.  

 

The focus on embed fraud-prevention methods into corporate decision making is further advanced by Sikarwar and 

Sharma (2020), who highlight the positive impact of regulatory governance in supporting operational stability. This is 

particularly relevant to SEC priorities, which seek to improve transparency, validate financial disclosures, and advance 

fraud detection through whistleblower protection programs.  

 

As compared to the ineffective governance framework of the SEC, Brooks and Streng (2012) and Hahn and Litan 

(2005) offer valuable insights on the optimization of governance frameworks with regard to cost and benefit analysis. 

Like Brooks and Streng (2012), I agree that compliance and ethics entail a dual assumption of accountability, where 

regulators offer supervision, and firms enact ethical systems and controls to minimize risk of fraud. While the SEC’s 

governance framework attempts to strike this balance by fostering accountability without stifling corporate growth in 

the midst of their regulation, as stated by Litan and Hahn (2005), an excess of rules might stifle progress, whereas a 

deficit of rules might trigger system crises. 

 

Turnbull and Pirson (2011) detail governance failures, particularly those related to the 2007-2008 Financial Crisis, that 

were caused by weak internal controls and ineffective oversight. As Piechocki (2017) notes, in response to governance 

deficiencies, the SEC issues new governance reforms intended to increase board independence and improve the internal 

audit function and conflict of interest reporting. Further contributing to the discussion, Sheedy and Griffin (2018) 

explain that to fully integrate risk governance structures, fraud risk and controls need to extend beyond compliance to 

operational controls; therefore, organizations need to incorporate governance to ensure controls for fraud are embedded 

into everyday business practices. 

 

From a banking perspective, Anginer, Demirgüç-Kunt, Huizinga, and Ma (2018) indicate that strong governance 

frameworks curtail excessive risk-taking and enhance financial stability, which aligns directly with SEC objectives to 

protect and maintain resilient markets. Further, Gontarek and Belghitar (2018) show that risk governance not only 

enhances firm performance but decreases the probability of misconduct — demonstrating how oversight effectively 

reduces corporate fraud.  
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Moreover, drawing from Europe’s financial crisis, Lupo Pasini (2013) discusses the lessons learned and emphasizes 

that economic integration without the sufficient governance framework exposes firms to fraud and misconduct. For 

companies listed in the U.S., this highlights the SEC’s responsibility in enforcing governance frameworks capable of 

combating fraud and misconduct, which is a form of regulatory arbitrage that threatens market stability.  

 

In summary, regulatory governance within the SEC functions both as a preventive and a remedial tool for corporate 

fraud. Through its emphasis on transparency, accountability, and robust internal controls, the SEC fosters trust among 

stakeholders while minimizing the likelihood of misconduct and promoting financial stability. In conjunction with 

corporate governance measures, the risk of fraud within the framework of the governance environment is greatly 

diminished, and confidence is enhanced among investors. 

 

 
 

V. THE ROLE OF REGULATORY FRAMEWORKS IN STRENGTHENING CORPORATE GOVERNANCE 

AND STABILITY 

 

Regulatory frameworks play a crucial role in the reduction of fraud risk and the protection of financial stability. 

Through the provision of strong regulatory oversight, especially through the Securities and Exchange Commission 

(SEC), fraud risk and financial stability can be properly managed. Wymeersch (2008) notes the prevention of 

governance failure as part of the legal and institutional frameworks’ contribution towards financial stability. This is 

further supported by Sikarwar and Sharma (2020) as they argue that regulatory governance reduces systemic risk with 

operational checks and balances.  

 

The SEC’s regulations, which focus on disclosures, internal controls, and board accountability, are designed to deeply 

integrate with corporate governance to minimize fraudulent opportunities. In their study, Hahn and Litan (2005) focus 

on the importance of regulatory cost-benefit balance since, without it, corporate innovation and oversight would both 

suffer. This is especially true in high-stakes sectors such as banking, where Anginer et al. (2018) show that appropriate 

governance reforms, coupled with regulatory oversight, curb market-destabilizing risk-taking. 

 

Cross-country analyses continue to draw attention to these considerations. As an example, Lupo Pasini (2013) 

documents how, during the Eurozone crisis, the inadequacies in regulatory governance in Europe failed in risk 

oversight, thus exacerbating the risks rather than mitigating them. This serves as a valuable reminder for the SEC to 

actively monitor U.S.-listed companies and protect them from the same risk exposures. Furthermore, Sheedy and 

Griffin (2018) explain that when compliance with regulation becomes a part of the corporate culture, not only is 

governance improved, but compliance with fraud prevention controls is also enhanced to a great extent. It follows that 

effective regulatory frameworks aid in the promotion of financial stability rather than serve as compliance checklists. 

Continuous monitoring of compliance and adaptation of oversight to new threats and risks related to corporate 

governance practices together ensure that SEC fulfills investor protection and corporate fraud reduction statutes (Pirson 

& Turnbull, 2011; Brooks & Streng, 2012). 
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Summary Table – Regulatory Frameworks and Corporate Governance 

 

Reference Key Insight Relevance to SEC Priorities 

Wymeersch (2008) Legal and institutional frameworks are the 

backbone of stability. 

Supports SEC’s role in creating consistent 

governance rules. 

Sikarwar & 

Sharma (2020) 

Regulatory governance introduces 

operational checks against systemic risks. 

Aligns with SEC efforts to reduce market-wide 

vulnerabilities. 

Hahn & Litan 

(2005) 

Emphasize balancing costs and benefits of 

regulation. 

Guides SEC in efficient rule-making that 

prevents fraud without overburdening firms. 

Anginer et al. 

(2018) 

Governance reforms in banks reduce 

excessive risk-taking. 

Supports SEC’s focus on transparency and risk 

disclosures in high-risk sectors. 

Lupo Pasini (2013) Weak oversight worsened Eurozone 

financial crisis. 

Lessons for SEC to maintain proactive and 

strong regulation in U.S. markets. 

Pirson & Turnbull 

(2011) 

Information-processing failures caused by 

weak governance heighten risks. 

Reinforces SEC mandate for strong reporting 

and monitoring systems. 

Sheedy & Griffin 

(2018) 

Embedding regulatory expectations into 

culture improves compliance. 

Encourages SEC-driven governance codes to 

strengthen corporate ethics. 

Gontarek & 

Belghitar (2018) 

Risk governance impacts bank performance 

under regulatory oversight. 

Mirrors SEC objectives to balance risk and 

performance monitoring. 

Brooks & Streng 

(2012) 

Compliance and ethics are shared 

responsibilities. 

Echoes SEC’s role in fostering corporate 

accountability. 

Lupu (2015) Indirect link between governance and 

stability depends on strong regulation. 

Validates SEC’s oversight as a stabilizing force 

in financial markets. 

 

VI. CORPORATE GOVERNANCE, RISK MANAGEMENT, AND FRAUD PREVENTION 

 

Fraud, risk, and their management concern corporate governance and its partnership with financial stability. Therefore, 

companies’ approaches to financial fraud should be strongly influenced by the effective management of risk compliance 

and stewardship integration, as management of financial risks helps evolve stewardship of risk management. Effective 

governance structures should consider the 2018 comment by Pirson and Turnbull and integrate risk compliance 

oversight in the responsibilities of firm boards. Pirson and Turnbull (2018) articulated these as failures in governance, 

information processing and financial performance, as systemic risk could no longer be managed with financial risk 

metrics.  

 

In the same context, Sheedy and Griffin (2018) outline the importance of risk governance culture, pointing out that 

organizational structures are ineffective in the absence of behavioural compliance and ethical standards within 

organizations. Their conclusions indicate that organizations that are required to comply with risk regulations have a 

lower risk for fraud and are able to recover more effectively from business disruptions. For instance, Gontarek and 

Belghitar (2018) demonstrate that improved risk governance is associated with improved banks' performance and 

prudent risk-taking, reinforcing the idea that effective governance does more than combat fraud; it positively impacts 

the firm’s financial performance and sustainability in the long term. 

 

The SEC’s priorities correspond with the above studies in that requiring detailed disclosures on risks and imposing 

internal audit systems are designed to increase transparency and force the firm to institute fraud-preventive controls. 

Wymeersch (2008) and Sikarwar & Sharma (2020) support that regulatory governance frameworks increase the 

effectiveness of internal controls through accountability and supervision. In addition, Brooks and Streng (2012) discuss 

the shared responsibility of compliance and ethics, showing how organizational ethics, as part of integrity minimises the 

cost of regulatory requirements. In a fraud risk context, “Risk management” is perhaps the most widely misused phrase 

in corporate governance. Indeed, as observers such as Lupu (2015) and Anginer et al. (2018) note, “risk management” 
as a concept divorced from the broader corporate governance context obscures the need for “robust governance 

integrated with risk oversight mechanisms” to chart a path of resilience for an enterprise. Portrayed this way, as an 

enterprise management concern, risk management understates the importance of governance and a stewardship mindset 

in auditing financial and fraud risks. Such governance, in the context of the SEC’s priorities, highlights the risk that 

investors are protected and, simultaneously, the risk that corporate fraud is not eliminated. 
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Summary Table – Corporate Governance, Risk Management, and Fraud Prevention 

 

Reference Key Insight Relevance to Fraud Prevention & SEC 

Priorities 

Wymeersch (2008) Governance frameworks support 

systemic stability. 

Reinforces SEC’s oversight role in mitigating 

systemic fraud risks. 

Lupu (2015) Stability depends on regulatory 

governance. 

Suggests SEC oversight is crucial in preventing 

fraud spillovers. 

Anginer et al. (2018) Strong governance reduces excessive 

risk-taking in banks. 

Aligns with SEC’s push for transparency in 

financial institutions. 

Sikarwar & Sharma 

(2020) 

Regulatory governance enhances 

operational safeguards. 

Supports SEC rules that minimize corporate fraud 

vulnerabilities. 

Hahn & Litan 

(2005) 

Stress the importance of efficient 

regulation. 

Guides SEC toward balanced fraud-prevention 

rules without overburdening firms. 

Pirson & Turnbull 

(2011) 

Weak governance led to risk 

management failures in crisis. 

Highlights SEC’s role in enforcing effective 

internal controls. 

Sheedy & Griffin 

(2018) 

Embedding a risk-aware culture 

strengthens compliance. 

Supports SEC initiatives promoting ethics and 

accountability. 

Gontarek & 

Belghitar (2018) 

Risk governance improves performance 

and reduces misconduct. 

Reflects SEC goals of curbing excessive risk and 

fraud. 

Brooks & Streng 

(2012) 

Ethics and compliance are shared 

organizational duties. 

Echoes SEC’s emphasis on ethical governance in 

fraud prevention. 

Lupo Pasini (2013) Weak governance worsens crises and 

misconduct. 

Shows need for SEC vigilance to reduce systemic 

fraud exposure. 

 

VII. COMPLIANCE, ETHICS, AND GOVERNANCE OVERSIGHT IN ENSURING FINANCIAL 

STABILITY 

 

The compliance and ethics of an organisation provide the first line of defence in the prevention of corporate fraud. 

Effective governance practices incorporate compliance and ethics as necessary controls to mitigate these risks. 

Compliance and ethics teams are responsible not only for meeting the statutes and rules associated with their 

organisation's operations but embody an ethical culture within the company (Brooks and Streng, 2012). Their research 

illustrates how organisations that nurture a culture of integrity are better positioned to withstand governance challenges 

and are more compliant with regulations such as those of the SEC. 

 

Looking at the matter from another angle, Hahn and Litan (2005) argue that misconduct risk controls should be cost-

effectively balanced between risk and return. An excessive level of controls on business conduct is unnecessary, while a 

low level of controls on conduct allows the risk of severe misconduct and systemic risk. Striking this balance is an 

important aspect of the SEC’s evolving regulations, which seek to protect investors with reasonable controls on 

businesses. 

 

Drawing upon this, Pirson and Turnbull (2011) point out risk management’s negligence of governance, stating that the 

compliance failures in the financial crisis greatly increased systemic shocks. The adoption of ethical behaviours in 

governance systems ensures that an organisation’s governance and compliance is not a matter of ticking the box, but a 

value that protects the company and markets. Compliance is a value-driven behaviour, and it should be managed 

ethically, which complements governance, as stated by Sheedy and Griffin (2018). In support of this, Sheedy and 

Griffin (2018) demonstrate that long-term trust with company stakeholders is increased and the risk of fraud is reduced 

with compliance and ethics integrated in organisational culture. 

 

In their study, Gontarek and Belghitar (2018) support earlier research and add a new dimension by finding out that 

banks with better governance and compliance systems perform better, as well as exhibit lower risk-taking behaviour. In 

the same vein, Anginer et al. (2018) argue the need for regulatory intervention to ensure that governance practices are 

not left entirely to the discretion of the firm’s management, as is consistent with the SEC’s surveillance function.  
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Further, Lupo Pasini (2013) contends that the lack of strong compliance and regulatory infrastructure is often a 

multiplying factor for a crisis, such as the one in the Eurozone. This finding resonates with Wymeersch's (2008) work 

in which he argues that governance and regulatory structures need to change in response to the emerging risks. 

Compliance and ethics are indispensable in governance, ensuring financial stability and combating fraud; the foregoing, 

together, indicate that such frameworks cannot be viewed as optional complements to governance. The authors make 

this clear in regard to governance: compliance and ethics ensure that financial institutions maintain stability and reduce 

the likelihood of fraud as a consequence of proper governance. 

 

 
 

VIII. CONCLUSION 

 

Good corporate governance is vital for the financial stability and fraud prevention of corporations that are publicly 

traded in the United States. The review of literature shows us that a strong governance system in conjunction with an 

effective risk management system, and a strong compliance framework speaks directly to the United States’ Securities 

and Exchange Commission’s (SEC’s) objectives. Effective governance not only enhances investor confidence in the 

long term, but also improves resilience and reduces systemic risk as explained by Anginer et al. (2018) and Wymeersch 

(2008). Similarly, as Pirson and Turnbull (2011) and Sheedy and Griffin (2018) explain, ethics and risk culture, if 

successfully integrated into corporate governance, helps build effective controls to improve accountability and 

transparency. Academic research is in line with the SEC's focus on disclosure, responsibility, and regulatory 

supervision, as it shows that companies with high compliance and governance standards are less likely to engage in 

fraud and financial distress. The multifaceted functions of compliance, ethics, and regulatory control, as explored by 

Brooks and Streng (2012), Gontarek and Belghitar (2018), and Hahn and Litan (2005), add even more to the protection 

of market integrity. In the end, corporate governance is more than a compliance obligation. Rather, it becomes an 

effective instrument in ensuring stability and combating fraudulent activities. Through adopting accountability, 

instituting ethical practices, and complying with SEC regulations, companies can be well prepared for future shocks. 

The collection of the above research works points out that strong corporate governance safeguards shareholders and 

preserves the trust of the general public in the U.S. financial system. 
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