O

Journal Website

Article history:

Received 01 July 2026

Revised 03 October 2026

Accepted 10 October 2026

Initial Publication 10 October 2026
Final Publication 21 April 2027

Dynamic Management and Business Analysis

Volume 6, Issue 1, pp 1-22

E-ISSN: 3041-8933

Developing an Indigenous Risk Appetite Framework for Banks with
Emphasis on Basel Requirements: An Expert Delphi Approach

Morteza. Ehtesham Zadeh':, Parviz. Saeidi®“, Majid. Ashrafi’, Maryam. Bokharaeian Khorasani?

! Department of Finance, AK.C., Islamic Azad University, Aliabad Katoul, Iran
2 Department of Accounting, AK.C, Islamic Azad University, Aliabad Katoul, Iran

* Corresponding author email address: parviz.saeedi@iau.ac.ir

Article Info

ABSTRACT

Article type:
Original Research

How to cite this article:

Ehtesham Zadeh, M., Saeidi, P.,
Ashrafi, M., &  Bokharaeian
Khorasani, M. (2027). Developing an
Indigenous Risk Appetite Framework
for Banks with Emphasis on Basel
Requirements: An Expert Delphi
Approach. Dynamic Management and
Business Analysis, 6(1), 1-22.
https://doi.org/10.61838/dmbaj.494

ol

© 2027 the author(s). Published by
Knowledge Management Scientific
Association. This is an open access
article under the terms of the Creative
Commons Attribution 4.0
International (CC BY 4.0) License.

Obijective: This study aimed to develop and validate an indigenous risk appetite framework for
banks with emphasis on Basel requirements through expert consensus.

Methodology: This applied qualitative study combined conventional qualitative content
analysis, directed qualitative content analysis, and the expert Delphi method. In the first phase,
concepts and components related to risk appetite were extracted and coded from scientific and
professional sources. These concepts were subsequently reviewed and classified in relation to
banking risk management principles and Basel requirements. Initially, 22 potential experts were
identified and assessed using the Adler competency model and criteria including professional
experience in banking and risk management, managerial experience, familiarity with Basel
requirements, academic background, and experience in risk, credit, and supervision units.
Fourteen experts met the eligibility threshold and participated in the qualitative and Delphi
phases. Delphi data were collected iteratively and analyzed until an acceptable level of consensus
and stability of expert judgments was achieved.

Findings: The qualitative analysis and expert consensus resulted in five main dimensions and
12 subdimensions. The main dimensions were operational and credit risk management, risk
management frameworks and policies, organizational culture and employee support, technology,
innovation and emerging risks, and financial and market risks. The resulting framework
incorporated risk identification, assessment and control; compliance with Basel requirements;
risk limits; data-driven decision-making; risk culture; employee empowerment; advanced
analytical technologies; emerging risk management; and continuous monitoring of financial and
market exposures.

Conclusion: The proposed indigenous risk appetite framework is multidimensional, dynamic,
and integrated. Its effective implementation requires alignment among risk governance,
regulatory requirements, financial capacity, organizational culture, technological capabilities,
and continuous monitoring mechanisms. The framework can provide a practical foundation for
improving risk-based decision-making, strengthening accountability, enhancing risk discipline,
and increasing banking resilience.

Keywords: Risk Appetite, Banking Risk Management, Basel Committee, Expert Delphi, Risk
Governance, Indigenous Framework.
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EXTENDED ABSTRACT
Introduction

Risk-taking is an inherent feature of banking activity because banks continuously make decisions
concerning lending, liquidity allocation, investment, pricing, capital management, technological
development, and market expansion under conditions of uncertainty. The central managerial challenge is
therefore not to eliminate risk, but to determine the type and amount of risk that a bank is willing to accept
in pursuit of its strategic objectives while remaining within its financial, operational, and regulatory
capacity. This idea is reflected in the concept of risk appetite, which represents the level and nature of risk
that an organization is prepared to assume in exchange for expected returns and strategic opportunities.
Risk appetite is not a static characteristic; rather, it varies over time in response to uncertainty, economic
conditions, market expectations, and institutional constraints (Bekaert et al., 2022). Accordingly, an
effective risk appetite framework should translate a general willingness to take risk into clear limits,
thresholds, decision rules, monitoring mechanisms, and reporting procedures. Previous research has
emphasized the role of risk appetite in the implementation of enterprise risk management and in aligning
organizational strategy with risk management practices (Gharakhani, 2020). Similar evidence from capital-
intensive industries has highlighted the importance of explicitly defining risk appetite to improve the
coordination of strategic objectives, resources, and risk controls (Khani & Sharifi, 2024). Within banking,
the relevance of this concept is particularly pronounced because excessive risk-taking can threaten not
only an individual institution but also financial stability. Bank risk appetite may be influenced by
ownership structure, financial incentives, market conditions, securitization activities, managerial
judgment, and organizational behavior (Bellardini et al., 2024; Filomeni, 2024; Mahmoudzadeh et al., 2023;
Malik, 2023). Consequently, the development of a formal framework is necessary to connect risk-taking
preferences with governance, capital, liquidity, strategy, and accountability.

The growing importance of formal risk appetite frameworks is also linked to regulatory
developments and the increasing emphasis on effective risk governance. An effective framework requires
a clear risk appetite statement, explicit risk limits, defined responsibilities for the board and senior
management, independent monitoring, and integration of risk appetite into strategic and operational
decisions (de Zwart, 2022). Communication is equally important, because the manner in which risk appetite
is disclosed and reported can influence organizational risk-taking behavior and managerial responses (Mio
etal., 2022). Moreover, risk appetite must be distinguished from related concepts such as risk capacity and
risk tolerance. Risk capacity refers to the maximum level of risk an institution can absorb without
compromising its viability, whereas risk appetite is the level it deliberately chooses to accept, generally
below its ultimate capacity. These boundaries may also shift as macroeconomic conditions change. In
banking systems exposed to inflation, exchange-rate volatility, and financial instability, risk appetite is
closely connected with efficiency and broader economic conditions (Atashani et al., 2021). The dynamic
nature of risk appetite has also been observed in other financial institutions, reinforcing the need for
regular reassessment rather than one-time determination (Luciano & Rochet, 2022). Organizational
characteristics further influence this process, because managerial experience, decision structures,
governance arrangements, and the nature of the organization can affect risk appetite (Ullah et al., 2022).
The relationship between risk appetite, managerial ability, accountability, and going-concern assessments



similarly demonstrates that risk-taking is embedded in the broader system of organizational responsibility
(Yarietal., 2021).

The transformation of banking through digitalization and financial innovation has further
expanded the scope of risk appetite. Traditional risks such as credit, liquidity, market, operational, interest-
rate, and foreign-exchange risks remain central, but banks are increasingly exposed to cybersecurity,
model, data, technological, regulatory, strategic, environmental, and systemic risks. Innovative decision
methods can assist organizations in integrating risk preferences into complex and uncertain decisions
(Liang et al., 2020). In banking, FinTech innovations may alter risk-taking behavior, and the magnitude of
this effect can differ across institutions because of banking heterogeneity (Shirali & Heydari Heratmeh,
2026). Blockchain-based smart contracts also create technical, regulatory, and systemic risks that must be
incorporated into modern risk governance structures (Pradana & Dipsatara, 2026). Similarly, the use of fiat-
backed stablecoins in treasury and transaction banking requires bank-grade governance and control
mechanisms capable of defining acceptable exposures and escalation procedures (Shukanayev, 2026). New
dimensions of portfolio risk are also emerging from environmental and sustainability-related
developments. Carbon concentration in bank portfolios may affect efficiency through credit risk and
capitalization, while financing renewable energy can interact with bank credit risk and economic growth
(Mahadevan et al., 2026; Plikas & Kenourgios, 2026). These developments indicate that risk appetite
frameworks must become more comprehensive, forward-looking, and technologically responsive. In the
Iranian banking context, where banks operate under distinctive economic, institutional, and regulatory
conditions, the direct transplantation of foreign frameworks may not fully reflect domestic realities. At
the same time, banking risks have important implications for the stability of the banking system, making
the development of a coherent and locally relevant framework particularly important (Mohammadi, 2026).
Therefore, the present study aimed to develop and validate an indigenous risk appetite framework for
banks with emphasis on Basel requirements through qualitative content analysis and expert Delphi
consensus.

Methods and Materials

The present study was applied in purpose and qualitative in approach. It employed a combination
of conventional qualitative content analysis, directed qualitative content analysis, and the expert Delphi
method. In the first phase, scientific and professional sources related to risk appetite, risk capacity, risk
tolerance, banking risk management, risk governance, risk limits, monitoring, reporting, and Basel
requirements were reviewed. Conventional content analysis was used to extract concepts without
imposing a fully predetermined coding structure. Relevant meaning units were identified, condensed,
coded, compared, and gradually organized into preliminary subcategories and categories. In the second
phase, directed content analysis was used to reassess the extracted concepts in light of established banking
risk management principles and Basel-related requirements. This phase allowed the researchers to
evaluate the conceptual alignment of the preliminary components with regulatory expectations,
governance requirements, capital and liquidity considerations, risk monitoring, and organizational
decision-making. The resulting categories were then organized into a preliminary indigenous risk appetite
framework. For expert validation, 22 potential experts were initially identified through purposive
sampling. Their eligibility was assessed according to professional experience in banking and risk
management, managerial and strategic decision-making experience, familiarity with Basel concepts and
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requirements, academic background, experience in specialized risk, credit, and supervision units, and
analytical capability. Expert competence was assessed using the Adler evaluation model, with scores
between 70 and 100 considered acceptable. Following the screening procedure, 14 experts were selected
for participation in the qualitative and Delphi stages. The panel included university academics, senior
banking managers, and operational specialists with approximately 10 to 30 years of professional
experience, predominantly holding master's or doctoral degrees in financial management, risk
management, banking management, financial economics, or related disciplines. In the Delphi stage, the
preliminary dimensions, components, and indicators were presented to experts for assessment in terms of
importance, necessity, conceptual relevance, clarity, applicability, and compatibility with Basel
requirements. Qualitative comments were also collected to identify redundant, ambiguous, missing, or
poorly defined components. The Delphi process continued through iterative revision until an acceptable
level of convergence and stability of expert opinions was achieved.

Findings

Fourteen experts participated in the final qualitative and Delphi phases. Twelve participants were
men and two were women. Their ages ranged from 35 to 50 years, with a mean age of approximately
41.93 years. Professional experience ranged from 10 to 25 years, with an average of 17.64 years. Eight
experts held doctoral degrees and six held master's degrees, reflecting a relatively high level of academic
and professional specialization. Analysis of qualitative data and Delphi judgments resulted in an
indigenous banking risk appetite framework consisting of five main dimensions and twelve
subdimensions.

The first main dimension was operational and credit risk management, comprising risk
identification and analysis, risk assessment and monitoring, and risk control and mitigation. Its initial
codes included quantitative and qualitative risk identification, hidden and emerging risks, pessimistic
scenario analysis, operational process risks, repayment capacity assessment, systemic risk evaluation, risk
ceilings, market and liquidity controls, and improvement of internal processes. The second dimension was
risk management frameworks and policies, consisting of organizational policies and frameworks,
compliance with requirements and regulations, and risk strategies and decision-making. This dimension
included board-level risk appetite policies, specific frameworks for different risk categories, Basel
compliance, supervisory ratios, transparent reporting, permissible risk limits, data-driven decision-
making, and strategies for accepting, transferring, reducing, or eliminating risk. The third dimension was
organizational culture and employee support, including organizational learning and risk culture as well as
employee empowerment and support. Continuous education, responsible risk culture, analytical decision-
making, specialized training, consultation, clear decision frameworks, and managerial trust were among
its principal elements.

The fourth dimension was technology, innovation, and emerging risks. It consisted of technology
and analytical tools and emerging risk management. Key elements included artificial intelligence for risk
assessment, advanced monitoring systems, market-shock simulation, FinTech risk identification, digital
and technological risks, competitive and strategic risks, and assessment of financial technology
innovations. The fifth dimension was financial and market risks, consisting of traditional banking risks
and financial analysis and monitoring. Credit, liquidity, market, operational, interest-rate, foreign-
exchange, and product-price risks formed the traditional risk component, whereas sensitivity analysis,



cash-flow forecasting, interest-rate impact assessment, international and emerging market analysis, and
credit portfolio monitoring formed the analytical component. Overall, the results indicated that an
effective risk appetite framework should integrate regulatory, financial, operational, human,
technological, and strategic dimensions rather than treating risk appetite as a single quantitative limit.

Discussion and Conclusion

The findings demonstrate that banking risk appetite should be understood as a multidimensional
governance mechanism rather than merely as a numerical ceiling for selected risk indicators. The
prominence of operational and credit risk management confirms that risk appetite must be grounded in
systematic identification, measurement, monitoring, and control. A bank cannot meaningfully define how
much risk it is willing to accept unless it has the analytical capacity to recognize its exposures, assess their
potential consequences, and determine whether these exposures remain within its financial and operational
capacity. The importance of credit analysis, repayment capacity, portfolio monitoring, and systemic risk
assessment further suggests that the framework should be linked directly to lending decisions and portfolio
concentration controls.

The second major implication concerns governance and formal policy integration. The framework
developed in this study places the board of directors, senior management, internal policies, reporting, and
Basel compliance at the center of risk appetite implementation. This indicates that risk appetite should be
translated from a general strategic statement into measurable limits and decision rules applicable across
organizational levels. The identified need to balance conservatism with targeted risk-taking is also
important. A bank that avoids all risk cannot effectively pursue growth, innovation, or profitability;
conversely, uncontrolled risk-taking may jeopardize capital adequacy, liquidity, and institutional stability.
The framework therefore requires a calibrated balance between opportunity-seeking and prudential
control.

The identification of organizational culture and employee support as a major dimension indicates
that successful risk appetite implementation depends heavily on human behavior. Formal policies can be
ineffective when employees do not understand risk limits or when performance incentives encourage
excessive short-term risk-taking. Continuous training, managerial support, transparent decision rules, and
a responsible risk culture are therefore necessary for translating risk appetite from policy into daily
practice. The same logic applies to technology and emerging risks. Digital banking, artificial intelligence,
FinTech, blockchain, and other innovations create new risk categories while simultaneously providing
better analytical tools for monitoring them. Accordingly, a contemporary risk appetite framework must be
dynamic and capable of incorporating both technological opportunities and technology-related threats.

Overall, the study concludes that an indigenous banking risk appetite framework should integrate
five interdependent dimensions: operational and credit risk management; risk management frameworks
and policies; organizational culture and employee support; technology, innovation, and emerging risks;
and financial and market risks. The proposed framework provides a structured basis for aligning banking
strategy, Basel-oriented risk governance, regulatory compliance, technological development, and
organizational decision-making. Its principal contribution lies in adapting internationally recognized risk
appetite principles to the institutional and operational conditions of the domestic banking environment.
The framework can therefore support more consistent risk decisions, clearer accountability, stronger
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monitoring, and improved resilience, provided that it is periodically revised in response to changes in
economic conditions, regulation, technology, and the bank's own financial capacity.
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