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1. Introduction 

The sustainability of the banking sector is 

increasingly linked to the efficiency and robustness 

of its risk management framework. Effective risk 

management ensures that banks remain stable, 

profitable, and socially responsible over the long 

term. Following the global financial crisis, 

international regulatory bodies such as the Basel 

Committee strengthened capital and liquidity 

standards to safeguard institutions from systemic 

collapse and to encourage prudent governance 

practices (Rubio, 2016; Asghar et al., 2022; 

Venugopal, K et al., 2024). Weaknesses in credit, 

liquidity, operational, and market risk management 

have historically amplified financial instability and 

reduced confidence in banking systems. 

In the modern context, sustainability has expanded 

beyond financial parameters to include 

environmental, social, and governance factors. 

Climate change and related financial risks, 

including physical and transition risks, are now 

recognized as significant determinants of bank 

stability (Basel Committee on Banking 

Supervision, 2021; Grippa et al., 2019; Das, & 

Venugopal, 2013). Empirical studies demonstrate 

that banks exposed to higher environmental risks 

tend to exhibit lower financial stability, reinforcing 

the need for an integrated risk management 

approach (Adu, Alhassan, &Biekpe, 2024; 

Korzeb&Niedziółka, 2024; Venugopal, K., 2013). 

Global initiatives such as the Network for Greening 

the Financial System and the Financial Stability 

Board have emphasized the integration of climate 

and sustainability risks into supervisory and 

regulatory frameworks (Financial Stability Board, 

2025; Network for Greening the Financial System, 

2025). Banks that incorporate environmental and 

social considerations into lending practices tend to 

experience better asset quality and stronger 

profitability (Neagu et al., 2024; Denia, 
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Sukmadilaga, & Ghani, 2024; Nallapuraju A N 

Raju et al., 2025). However, inadequate integration 

or superficial compliance may lead to reputational 

and regulatory risks that undermine sustainability. 

In developing economies, where credit 

concentration and exposure to climate-sensitive 

sectors are high, the role of comprehensive risk 

management is even more critical (International 

Finance Corporation & World Bank, 2023). 

Therefore, effective risk management is no longer 

merely a regulatory obligation but a strategic 

foundation for achieving sustainability in the 

banking sector. 

Although prior research has examined the 

relationship between risk management and 

financial performance, there remains a lack of 

integrative studies connecting specific risk 

management practices to the multiple dimensions 

of banking sustainability. Many existing studies 

isolate one type of risk or focus narrowly on 

financial outcomes, neglecting the broader 

interplay between risk governance, environmental 

resilience, and long-term bank sustainability 

(Anton, Radu, & Damian, 2025; Adu et al., 2024;  

Venugopal, K., et al., 2024  ). 

Measurement challenges also persist. Inconsistent 

data on climate and environmental risks hinder 

precise estimation of their effects on financial 

stability (Basel Committee on Banking 

Supervision, 2021). The limited availability of 

standardized indicators further constrains 

comparative analysis and policy evaluation (Bank 

for International Settlements Irving Fisher 

Committee, 2023). 

Furthermore, most empirical studies originate from 

developed economies, leaving a gap in the 

understanding of how risk management affects 

banking sustainability in emerging and developing 

contexts (Asghar et al., 2022; Denia et al., 2024; 

Gopalakrishna et al., 2025). Given the unique 

institutional and regulatory characteristics of these 

regions, context-specific research is necessary to 

capture the complex interdependencies between 

risk management and sustainable development. 

This research contributes to both academic 

literature and practical policy by exploring the 

impact of risk management on banking sector 

sustainability through a multidimensional 

approach. First, it provides empirical evidence on 

how enterprise-wide risk management practices 

influence financial stability, profitability, and 

environmental performance (Adu et al., 2024; Liu, 

Lin, & Hsu, 2025; Haimanote Belay et al., 2017). 

Second, it enhances the methodological framework 

by integrating climate-related and environmental 

risk variables into banking performance models, 

aligning with global supervisory recommendations 

(Basel Committee on Banking Supervision, 2021; 

Financial Stability Board, 2025). 

Third, by focusing on banks in emerging 

economies, the study offers insights relevant for 

regulators, policymakers, and financial institutions 

seeking to strengthen resilience under resource 

constraints (International Finance Corporation & 

World Bank, 2023). The findings are expected to 

assist banking institutions in designing adaptive 

risk management systems that not only mitigate 

losses but also enhance stakeholder confidence, 

environmental responsibility, and long-term 

sustainability. 

2. Objectives of the study 

 To explore the perceptions and 

experiences of banking professionals 

regarding the role of risk management 

practices in promoting long-term 

sustainability of the banking sector. 

 To identify the key qualitative dimensions 

and organizational factors that influence 

the integration of sustainability principles 

within risk management frameworks in the 

banking sector. 

 To analyze the contextual challenges and 

strategic initiatives adopted by banks to 

align risk management with sustainable 

development goals. 

3. Literature Review 

3.1. Perceptions and experiences of banking 

professionals on risk management and 

sustainability 

Early work established that stronger risk 

governance enhances resilience, shaping how 

practitioners think about stability and sustainability 

within banks (Ellul & Yerramilli, 2013; Rubio, 

2016; Venugopal et al., 2023). Following global 

regulatory reforms, qualitative and mixed method 

studies describe a cultural shift in banks toward 
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enterprise-wide risk thinking where risk appetite, 

three lines of defense, and board oversight are seen 

as central to long run viability (Power, 2009; 

Spikin, 2013; BCBS, 2015). Recent research 

connects these perceptions directly to sustainability 

aims. Banking professionals increasingly report 

that climate and environmental risks are financially 

material and should be embedded across credit, 

market, and operational risk processes rather than 

treated as a separate corporate responsibility topic 

(Basel Committee on Banking Supervision, 2021; 

European Central Bank, 2020; Network for 

Greening the Financial System, 2020). Field 

evidence suggests that when risk managers and 

credit officers internalize sustainability objectives, 

they adjust sector policies, collateral expectations, 

and pricing to reflect transition and physical risks, 

which practitioners perceive as improving portfolio 

quality and institutional legitimacy over the long 

term (Grippa, Schmittmann, &Suntheim, 2019; 

Battiston et al., 2017; Adu, Alhassan, &Biekpe, 

2024; Venugopal, K et al., 2024). Studies in Asia 

and emerging regions echo these views, while 

noting that knowledge, data availability, and senior 

leadership commitment shape staff confidence in 

integrating sustainability into daily risk practice 

(IFC & World Bank, 2023; Denia, Sukmadilaga, & 

Ghani, 2024; Liu, Lin, & Hsu, 2025). 

3.2. Qualitative dimensions and 

organizational factors that influence 

integration of sustainability into risk 

frameworks 

Four qualitative dimensions recur in the literature. 

First, governance structure. Board risk committees, 

independent risk functions, and clear escalation 

protocols are repeatedly linked to better alignment 

between sustainability intent and risk decisions 

(Ellul & Yerramilli, 2013; BCBS, 2015; European 

Central Bank, 2020). Second, risk culture and 

leadership. A learning oriented culture, incentives 

that reward prudent risk taking, and leadership that 

articulates sustainability as a strategic priority 

foster integration across lines of business (Power, 

2009; Spikin, 2013; Korzeb&Niedziółka, 2024; 

Venugopal, 2024). Third, measurement and data 

architecture. The availability of forward looking 

metrics, scenario analysis, and sector heat maps is 

essential to move from policy statements to 

underwriting practice (Basel Committee on 

Banking Supervision, 2021; BIS Irving Fisher 

Committee, 2023; NGFS, 2020). Fourth, 

stakeholder and regulatory expectations. 

Supervisory guidance, investor pressure, and client 

transition plans create external cues that steer 

internal risk judgments toward sustainability 

outcomes (Financial Stability Board, 2022; Neagu 

et al., 2024;  Divya et al., 2023). Qualitative studies 

further show that integration is facilitated when 

environmental and social risk policies are 

embedded in credit origination checklists, rating 

models, and watchlist criteria, rather than left as 

voluntary screens outside the core risk workflow 

(European Central Bank, 2020; Adu et al., 2024). 

Evidence from ASEAN and other emerging 

contexts indicates that resource constraints and data 

gaps can slow this embedding, but targeted 

training, playbooks for high impact sectors, and 

partnerships with development finance institutions 

have supported meaningful progress (IFC & World 

Bank, 2023; Denia et al., 2024). 

3.3. Contextual challenges and strategic 

initiatives that align risk management 

with sustainability goals 

The literature identifies three clusters of contextual 

challenges. First, methodological and data 

challenges. Banks struggle with consistent climate 

exposure data, counterparty level emissions, and 

translation of scenarios into credit parameters, 

which complicates internal validation and front line 

acceptance (Basel Committee on Banking 

Supervision, 2021; BIS Irving Fisher Committee, 

2023). Second, incentive and product challenges. 

Tensions arise when business targets emphasize 

volume over prudent reallocation, leading to 

perceptions that sustainability dilutes profitability 

unless pricing and capital reflect risk differentials 

(Power, 2009; Neagu et al., 2024; Satyanarayana & 

Venugopal, 2019). Third, jurisdictional challenges. 

Emerging markets face concentrated portfolios in 

climate sensitive sectors and limited client 

disclosure, increasing model uncertainty and the 

perceived execution risk of green transition 

strategies (IFC & World Bank, 2023; Denia et al., 

2024; Sivakumar et al., 2019). 

In response, strategic initiatives documented across 

qualitative and mixed studies include the use of 

board approved transition risk appetite statements, 

sector specific exclusion and engagement policies, 

client transition scorecards, and the integration of 

scenario analysis into portfolio steering and stress 

testing routines (European Central Bank, 2020; 

NGFS, 2020; Financial Stability Board, 2022). 
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Banks also report success with cross functional 

climate risk squads, targeted training for 

relationship managers, and revised credit policies 

that link rating notching or collateral haircuts to 

exposure to high emission technologies, which 

professionals describe as improving both asset 

quality and institutional trust (Adu et al., 2024; 

Korzeb&Niedziółka, 2024; Liu et al., 2025; 

Lakshmanarao, A., et al., 2020). Comparative 

evidence suggests that when supervisors provide 

clear expectations and phased roadmaps, banks 

adopt these initiatives more consistently and report 

higher confidence in the sustainability impact of 

their risk frameworks (European Central Bank, 

2020; NGFS, 2020). 

4. Methodology 

The study adopted an exploratory research design 

to gain an in-depth understanding of how risk 

management practices influence the sustainability 

of the banking sector. Given the complexity and 

context-specific nature of the subject, a qualitative 

approach was considered most appropriate to 

explore the perceptions, experiences, and 

organizational dynamics surrounding the 

integration of risk management with sustainable 

banking practices. The research primarily relied on 

secondary data sources, which included peer-

reviewed journal articles, institutional reports from 

global financial authorities such as the Basel 

Committee on Banking Supervision, the Bank for 

International Settlements, the Financial Stability 

Board, and the Network for Greening the Financial 

System, along with annual sustainability and risk 

disclosures of selected banks. The secondary data 

collection process involved systematic review and 

extraction of qualitative information related to 

governance mechanisms, risk culture, and 

sustainability initiatives from published literature 

and institutional reports. The analysis followed a 

thematic qualitative framework, where textual data 

were coded to identify recurring patterns, concepts, 

and relationships between risk management 

dimensions and sustainability outcomes. Thematic 

categories such as risk governance, climate and 

environmental risk integration, regulatory 

compliance, and organizational resilience were 

developed inductively to interpret how risk 

management strategies contribute to long-term 

stability and social responsibility. Through 

qualitative synthesis and interpretation, the study 

sought to construct a conceptual understanding of 

the mechanisms by which effective risk 

management fosters financial, environmental, and 

reputational sustainability in banking institutions. 

5. Analysis and Interpretation 

The review of existing literature reveals that the 

concept of banking sector sustainability has 

evolved beyond traditional financial prudence to 

encompass a multidimensional framework 

integrating financial resilience, environmental 

stewardship, and social accountability. Risk 

management emerges as the central mechanism 

through which these dimensions converge. Earlier 

studies emphasized financial stability as the core 

objective of risk management, particularly after the 

global financial crisis, where deficiencies in credit 

and operational risk practices exposed systemic 

vulnerabilities (Rubio, 2016; Asghar, Rashid, & 

Abbas, 2022; Ranganadh& Venugopal, 2020). 

However, contemporary scholarship extends this 

view, suggesting that sustainability and risk 

management are no longer distinct pursuits but 

interdependent constructs shaping the strategic and 

operational posture of modern banks (Adu, 

Alhassan, &Biekpe, 2024; Anton, Radu, & 

Damian, 2025). 

An interpretive synthesis of the reviewed literature 

indicates that the perceptions and experiences of 

banking professionals play a crucial role in shaping 

the sustainability orientation of financial 

institutions. Studies demonstrate that when risk 

managers and senior executives perceive 

sustainability as a strategic priority rather than a 

compliance obligation, they actively embed 

environmental, social, and governance 

considerations into credit appraisal, asset 

allocation, and investment decision-making 

processes (Grippa, Schmittmann, &Suntheim, 

2019; European Central Bank, 2020). Conversely, 

institutions where risk management is confined to 

traditional capital adequacy and liquidity 

assessments tend to exhibit slower progress in 

sustainability alignment. This observation 

underscores the importance of organizational 

culture, leadership commitment, and knowledge 

dissemination as qualitative enablers of effective 

risk governance. 

The second major analytical theme emerging from 

the literature relates to the organizational and 

structural dimensions of sustainable risk 

integration. Governance mechanisms, particularly 
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board oversight and independent risk committees, 

are consistently highlighted as decisive in bridging 

the gap between policy formulation and operational 

execution (Ellul & Yerramilli, 2013; Basel 

Committee on Banking Supervision, 2021). The 

review also reveals that banks with well-articulated 

enterprise risk management frameworks 

demonstrate stronger capacity to identify and 

mitigate non-financial risks, including climate-

related exposures and reputational vulnerabilities 

(Denia, Sukmadilaga, & Ghani, 2024; 

Korzeb&Niedziółka, 2024). Furthermore, the 

presence of coherent risk cultureswhere 

transparency, accountability, and learning are 

institutionalizedfosters resilience by ensuring that 

sustainability concerns are integrated at all decision 

levels. These findings suggest that the success of 

risk management in promoting sustainability is 

contingent on qualitative factors such as 

governance ethos, employee awareness, and 

leadership integrity rather than merely on 

quantitative metrics. 

A third interpretive insight concerns the contextual 

challenges and strategic responses identified in 

both advanced and emerging economies. The 

literature consistently acknowledges that the lack of 

consistent environmental data, standardized risk 

metrics, and methodological clarity hinders 

comprehensive assessment of sustainability-linked 

risks (BIS Irving Fisher Committee, 2023; Neagu et 

al., 2024). This challenge is particularly 

pronounced in developing banking systems where 

resource limitations and concentrated loan 

portfolios amplify exposure to environmental and 

social shocks (International Finance Corporation & 

World Bank, 2023). Nevertheless, qualitative 

evidence points to growing innovation in these 

contexts through adaptive strategies such as climate 

risk stress testing, sectoral exclusion policies, and 

stakeholder engagement frameworks (Financial 

Stability Board, 2022; Network for Greening the 

Financial System, 2020). These initiatives reflect a 

shift from reactive to proactive risk management, 

aligning institutional objectives with the broader 

agenda of sustainable development. 

Integrating insights across studies, it becomes 

evident that risk management acts as the strategic 

nucleus of sustainability transformation in banking. 

Banks that perceive sustainability risks as 

extensions of traditional financial risks are better 

positioned to anticipate long-term challenges, 

reduce portfolio volatility, and enhance stakeholder 

trust. This interpretation aligns with the broader 

theoretical position that sustainability-oriented risk 

management contributes not only to risk mitigation 

but also to value creation by fostering reputation, 

investor confidence, and customer loyalty (Adu et 

al., 2024; Liu, Lin, & Hsu, 2025). The analysis thus 

confirms that sustainability is not merely an ethical 

or regulatory imperative but a core determinant of 

risk-adjusted performance and institutional 

longevity. 

In conclusion, the synthesis of literature 

demonstrates that the impact of risk management 

on banking sector sustainability is mediated by 

qualitative dimensions such as perception, 

governance, and contextual adaptability. Effective 

integration requires a cultural and strategic shift 

within institutionsfrom viewing sustainability as an 

external compliance demand to internalizing it as a 

component of risk intelligence and enterprise 

resilience. The interpretive evidence therefore 

supports the proposition that the sustainability of 

the banking sector depends fundamentally on how 

comprehensively and consciously risk management 

frameworks incorporate social, environmental, and 

governance dimensions into their core architecture. 

Thematic Area / 

Objective 

Key Findings from 

Literature 

Supporting Studies (APA 

Style) 

Interpretation and 

Analytical Insights 

1. Perceptions and 

Experiences of 

Banking 

Professionals on 

Risk Management 

and Sustainability 

Banking professionals 

increasingly perceive 

sustainability risks as 

financially material; 

integration of ESG and 

climate risk into core risk 

frameworks is gaining 

importance. Perceptions are 

shaped by leadership vision, 

awareness, and institutional 

culture. 

Ellul & Yerramilli (2013); 

Grippa, Schmittmann, 

&Suntheim (2019); Adu, 

Alhassan, &Biekpe (2024); 

European Central Bank 

(2020); Basel Committee on 

Banking Supervision (2021). 

The professional mindset 

within banks acts as a 

qualitative driver for 

sustainability integration. 

When managers view 

sustainability as strategic 

rather than regulatory, risk 

governance becomes more 

forward-looking, enhancing 

institutional trust and 

resilience. 

2. Organizational Strong governance structures, Basel Committee on Organizational governance 
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Thematic Area / 

Objective 

Key Findings from 

Literature 

Supporting Studies (APA 

Style) 

Interpretation and 

Analytical Insights 

Dimensions 

Influencing 

Sustainability 

Integration 

independent risk committees, 

and board oversight improve 

sustainability alignment. 

Enterprise risk management 

(ERM) frameworks enhance 

identification of 

environmental and operational 

risks. 

Banking Supervision (2015, 

2021); Anton, Radu, & 

Damian (2025); 

Korzeb&Niedziółka (2024); 

Denia, Sukmadilaga, & 

Ghani (2024). 

and risk culture determine the 

depth of sustainability 

embedding. A transparent and 

accountable culture fosters 

proactive risk identification, 

while leadership commitment 

ensures consistent 

sustainability-oriented 

decisions. 

3. Data and 

Methodological 

Challenges 

Lack of consistent 

environmental data, climate 

exposure metrics, and uniform 

reporting standards hinders 

integration of sustainability 

into risk models, especially in 

emerging economies. 

BIS Irving Fisher 

Committee (2023); Financial 

Stability Board (2022); 

Neagu et al. (2024); IFC & 

World Bank (2023). 

Data inadequacy limits banks‟ 

ability to measure and 

monitor sustainability-linked 

risks accurately. 

Strengthening data 

infrastructure and climate 

disclosure standards is 

essential to build credible risk 

assessment mechanisms. 

4. Contextual and 

Regional 

Challenges in 

Implementing 

Sustainable Risk 

Practices 

Emerging market banks face 

concentrated credit portfolios, 

limited ESG disclosures, and 

inadequate regulatory support. 

However, some adopt 

adaptive frameworks such as 

climate stress testing and 

sustainable lending policies. 

Asghar, Rashid, & Abbas 

(2022); Denia et al. (2024); 

IFC & World Bank (2023); 

Network for Greening the 

Financial System (2020). 

Contextual constraints such as 

institutional maturity, data 

systems, and supervisory 

guidance influence 

sustainability progress. 

Tailored regulatory 

frameworks and cross-border 

cooperation can accelerate 

sustainable transformation. 

5. Strategic 

Initiatives and Risk 

Integration 

Practices 

Banks adopting ESG-oriented 

credit policies, environmental 

risk mapping, and stakeholder 

engagement frameworks 

report improved asset quality 

and reputation. 

Neagu et al. (2024); Liu, 

Lin, & Hsu (2025); 

Korzeb&Niedziółka (2024); 

Financial Stability Board 

(2022). 

Strategic alignment of 

sustainability goals with risk 

frameworks enhances both 

financial performance and 

public trust. Integrating 

climate risk into ERM 

strengthens long-term 

institutional stability and 

investor confidence. 

6. The Role of Risk 

Culture and 

Leadership 

Commitment 

Leadership attitude, 

communication, and training 

programs significantly 

influence risk culture and the 

operationalization of 

sustainability policies. 

Power (2009); Spikin 

(2013); European Central 

Bank (2020); Anton et al. 

(2025). 

Transformational leadership 

and informed risk culture 

foster behavioral alignment 

with sustainability objectives, 

creating a resilient 

institutional ethos that 

supports adaptive risk 

management. 

7. Long-Term 

Impact of 

Integrated Risk 

Management 

Integrating financial and non-

financial risks promotes 

profitability, resilience, and 

sustainability simultaneously. 

It reduces portfolio volatility 

and enhances stakeholder 

confidence. 

Adu et al. (2024); Liu et al. 

(2025); Basel Committee on 

Banking Supervision (2021); 

Neagu et al. (2024). 

Comprehensive risk 

integration transforms 

sustainability from a 

compliance concern into a 

strategic advantage. It 

establishes banking stability 

as a multidimensional 

construct combining financial, 

environmental, and social 

pillars. 
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The tabulated analysis demonstrates that effective 

risk management functions as both a stabilizer and 

a strategic catalyst for sustainability in the banking 

sector. Qualitative insights reveal that sustainability 

integration depends on leadership perceptions, 

organizational governance, and contextual 

adaptability rather than on regulatory mandates 

alone. Banks that institutionalize environmental 

and social considerations within their enterprise 

risk management frameworks achieve stronger 

resilience and stakeholder trust. Moreover, the 

analysis confirms that sustainability-linked risk 

management requires robust data infrastructure, 

cohesive risk culture, and consistent regulatory 

guidance. Collectively, these findings establish risk 

management as the foundation upon which long-

term banking sustainability is constructed. 

6. Suggestions 

 

 Banks should strengthen their governance 

structures by empowering independent risk 

committees and ensuring that sustainability 

objectives are embedded within their overall 

risk management frameworks. Clear 

accountability mechanisms and transparent 

oversight can enhance the integration of 

environmental, social, and governance 

considerations into decision-making, thereby 

improving long-term institutional stability. A 

strong sustainability-oriented risk culture 

should be cultivated through continuous staff 

training, leadership involvement, and internal 

communication that emphasizes responsible 

banking practices. When employees perceive 

sustainability as a professional and ethical 

responsibility, it strengthens both operational 

efficiency and stakeholder confidence. 

 Integrating environmental, social, and 

governance factors into credit assessments, 

portfolio evaluations, and stress testing is 

essential for identifying emerging risks early 

and aligning strategic choices with long-term 

sustainability. This approach enables banks to 

balance profitability with resilience and 

societal responsibility. In addition, developing 

robust data infrastructure and analytical 

systems to capture climate-related exposures 

and sustainability indicators is necessary for 

accurate risk assessment and comparability 

across institutions. 

 Regulators, central banks, and financial 

institutions should collaborate to establish 

standardized frameworks for assessing and 

reporting sustainability-linked risks, as such 

coordination ensures methodological 

consistency and enhances regulatory 

credibility. In emerging economies, banks 

should adopt adaptive and context-sensitive 

strategies that consider resource limitations 

and specific regional risk exposures. 

Collaborations with international financial 

organizations and developmental institutions 

can facilitate capacity building and effective 

policy implementation. Finally, maintaining 

transparency through regular disclosure of 

sustainability-oriented risk practices and 

engaging stakeholders in decision processes 

can enhance public trust and reinforce the 

long-term credibility of the banking system. 
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