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Abstract:

The purpose of this study is to develop a comprehensive model for evaluating the quality of bank risk management and to
analyze its role in reducing the cost of capital. This study is applied in purpose and descriptive-analytical in nature and
classified as field research. The statistical population included members of risk committees, risk unit managers, partners of
audit firms specializing in the banking industry, and board members with expertise in risk management. Data were collected
using the grounded theory method, and data analysis was conducted through open, axial, and selective coding. The
qualitative phase involved 23 experts from academia and the banking-finance sector. The findings identified causal conditions
such as information disclosure quality, managerial capability, internal control systems, financial reporting transparency, and
regulatory compliance. Contextual conditions included market competition, organizational culture, IT infrastructure,
institutional environment, and governance maturity. Intervening conditions comprised macroeconomic changes, regional
political risks, exchange rate volatility, sanctions, and stakeholder expectations. Strategic responses involved developing an
assessment framework, integrating supervisory systems, enhancing analytical capabilities, improving transparency, adopting
new technologies, promoting a risk-aware culture, and adjusting credit policy. The resulting outcomes included reduced cost
of capital, improved sustainable profitability, enhanced stakeholder trust, increased financial stability, greater operational
efficiency, strengthened competitiveness, and mitigated systemic risk. The final model indicates that improving the quality
of bank risk management through analytical, technological, and cultural strategies can significantly reduce capital costs,
enhance financial stability and operational efficiency, and prevent systemic crises in the banking system.
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Extended Abstract

Introduction

Risk management in the banking industry has evolved into one of the most critical components of financial stability and
institutional sustainability. Banks, as major intermediaries in financial systems, inherently face various types of risks due to
their intermediation role between depositors and borrowers. The experience of global financial crises, particularly the 2008
collapse of major financial institutions, demonstrated that insufficient risk management practices can lead to systemic failures
and erode public confidence in the banking sector (Goodhart et al., 2023). In countries such as Iran, where the economy is
predominantly bank-based, the importance of robust and transparent risk management frameworks is even greater, as most
resources are mobilized through the money market and credit institutions (Rowshan et al., 2025).

Enterprise Risk Management (ERM) has emerged as a comprehensive approach that enables financial institutions to
identify, assess, and mitigate risks across all operational and strategic domains (Beikzadeh Abbasi, 2023). Studies have
consistently shown that implementing effective ERM systems not only enhances organizational resilience but also contributes
to financial performance and long-term profitability (Mehrani et al., 2024). The Basel Committee on Banking Supervision,
through its successive accords, particularly Basel lll, has set international benchmarks for capital adequacy and risk exposure
management to ensure banking stability (Rahmani & Karamati, 2021). However, mere regulatory compliance is not sufficient.
The internal quality of a bank’s risk management—its organizational culture, information disclosure practices, and
technological readiness—plays a decisive role in achieving sustainable performance (Harb et al., 2022).

Recent empirical findings have emphasized that information disclosure quality, financial reporting transparency,
managerial capability, and internal control systems are key determinants of effective risk management (Asadollahi et al.,
2024; Taghizadeh et al., 2023). Transparent reporting not only reduces information asymmetry between stakeholders and
financial institutions but also enhances investor confidence, thereby lowering the cost of capital (Habib et al., 2023). The
accuracy and timeliness of risk disclosure directly influence investor perception of a bank’s stability and risk exposure (Hamed
et al., 2022). Internal control systems also play a vital role in ensuring risk discipline, reducing financial fraud, and preventing
liquidity crises (Khosroyani & Heydarpoor, 2022).

Comparative research across developing and emerging economies highlights that risk management quality directly affects
bank performance. A study conducted in the MENA region indicated that strong risk governance frameworks positively
influence asset returns and reduce income volatility (Harb et al., 2022). Similarly, in Vietnamese commercial banks, financial
risks such as credit and liquidity risks were found to significantly diminish profitability, underscoring the need for
comprehensive risk management systems (Huyen Khanh & Hang Thi Thu, 2025). In the Iranian context, additional external
factors—such as sanctions, exchange rate fluctuations, and political instability—compound the complexity of risk
management and require the design of adaptive, context-sensitive evaluation frameworks (Aghamohammadi et al., 2022).

Technology has also become an integral component of modern risk management. The adoption of digital technologies,
such as blockchain, cloud computing, and artificial intelligence, has transformed the way banks monitor, assess, and report
risks (Artha, 2024; Karim et al., 2022). Digital transformation allows financial institutions to enhance predictive modeling
capabilities, streamline decision-making, and improve operational efficiency. Technological advancements also contribute to

transparency and reduce operational costs by automating monitoring processes (Griffin & Jaffe, 2022). At the same time, the
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cultural dimension—particularly the development of a risk-aware and accountable organizational culture—has been
identified as a fundamental enabler of sustainable risk governance (Hassan & Jassim, 2023; Mehrani et al., 2024).

The cost of capital serves as a key indicator linking risk management quality and financial performance. Lower capital costs
signal stronger investor trust and lower perceived financial risk (Jasim et al., 2025). Effective risk management practices, by
stabilizing cash flows and enhancing transparency, reduce the required rate of return demanded by investors (Meneses Cerdn
et al.,, 2024). Consequently, improving risk management quality is not only a regulatory necessity but also a strategic
imperative for optimizing financial performance and competitiveness (Himounet, 2022; Ranji Jafrudi & Pourali, 2021).

Therefore, the present study aims to design a comprehensive model for assessing the quality of bank risk management
and analyze its role in reducing the cost of capital by identifying causal, contextual, and intervening factors influencing this
relationship within Iran’s banking system.

Methods and Materials

This study employed a qualitative approach based on the grounded theory method to explore and conceptualize the
dimensions of bank risk management quality and its impact on capital cost reduction. The research was applied in purpose
and descriptive-analytical in nature. The statistical population consisted of risk management experts, including members of
bank risk committees, risk unit managers, partners of auditing firms specialized in the banking sector, and members of bank
boards of directors possessing expertise in risk.

Data were collected through semi-structured interviews with 23 banking and finance experts. The data were analyzed
following the grounded theory procedure through open, axial, and selective coding. During open coding, initial concepts were
extracted, categorized, and grouped based on thematic similarity. In the axial coding phase, relationships among the
categories were established according to Strauss and Corbin’s paradigm model, identifying causal conditions, contextual
factors, intervening conditions, strategies, and consequences. Finally, in the selective coding stage, the core category—
“Comprehensive Model for Assessing the Quality of Bank Risk Management and Its Role in Reducing the Cost of Capital” —
was identified, and the theoretical framework of relationships was developed.

Findings

The results revealed that five main causal factors shape the quality of risk management in banks: (1) information disclosure
quality, (2) managerial capability, (3) internal control systems, (4) financial reporting transparency, and (5) compliance with
regulatory requirements. Contextual conditions that influence the implementation of effective risk management include the
competitive market structure, organizational culture, information technology infrastructure, institutional environment, and
the maturity level of governance.

Intervening factors that either facilitate or constrain risk management effectiveness include macroeconomic fluctuations,
regional political risks, exchange rate volatility, international sanctions, and key stakeholder expectations. In response to
these conditions, seven strategic approaches were identified: developing assessment frameworks, integrating supervisory
systems, enhancing analytical capabilities, improving transparency processes, adopting modern technologies, fostering a risk-
oriented culture, and reforming credit policy regulations.

The outcomes of these strategies were multidimensional. At the financial level, banks experienced a measurable reduction

in their cost of capital due to enhanced transparency and credibility. At the operational level, sustainable profitability and
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operational efficiency improved through better decision-making and resource allocation. At the institutional level,
stakeholder trust and financial stability increased, contributing to reduced systemic risk and enhanced competitiveness.

The final conceptual model demonstrated a dynamic interaction between the core phenomenon (risk management
quality) and its causal, contextual, and strategic dimensions. The model provides a theoretical foundation for understanding
how banks can leverage internal control mechanisms, technological infrastructure, and cultural adaptation to mitigate risk
and optimize financial outcomes.

Discussion and Conclusion

The findings of this study underscore the interdependence between risk management quality and financial sustainability
in the banking sector. The results support the notion that high-quality risk management—driven by transparency, managerial
competence, and technological integration—serves as a critical determinant of capital cost reduction. Consistent with
previous research, the study confirms that timely and accurate disclosure of financial and non-financial information mitigates
information asymmetry and enhances investor confidence, resulting in improved access to low-cost capital.

Moreover, the study revealed that effective internal control systems and regulatory compliance are instrumental in
preventing liquidity crises and operational losses. These elements not only strengthen banks’ resilience to market volatility
but also create a framework for sustainable profitability. The role of governance maturity was particularly evident, suggesting
that strong, transparent, and accountable decision-making structures enhance the quality of risk management practices.

The integration of modern technologies, such as data analytics and artificial intelligence, further reinforces the predictive
power of risk management systems. By enabling real-time monitoring and data-driven decision-making, these tools reduce
human error and enhance the overall efficiency of risk identification and mitigation. The cultural dimension also emerged as
an essential factor, where fostering a proactive and accountable risk culture was found to complement technological and
managerial initiatives.

At the macroeconomic level, the study highlights the moderating influence of external conditions such as political
instability, sanctions, and currency fluctuations. These factors underscore the importance of designing adaptive risk
management models tailored to specific environmental and institutional contexts. The Iranian banking system, facing unique
geopolitical and financial constraints, requires flexible frameworks capable of absorbing shocks while maintaining regulatory
compliance and operational continuity.

In conclusion, the proposed model offers a comprehensive framework that integrates managerial, regulatory,
technological, and cultural dimensions to enhance the quality of bank risk management. The research provides both
theoretical and practical insights by demonstrating that improving risk management quality not only reduces capital costs

but also strengthens financial stability, operational performance, and stakeholder trust.
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