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ABSTRACT 

 
 The purpose of this study is to conduct an in-depth analysis of the existing risk 

management framework (RMF) to find out the shortcomings in each phase of risk 

management process and risk governance issues in the commercial banking industry of 

Pakistan. A qualitative research design was adopted for this study to carry out the in-

depth evaluation of the existing RMF. A case study based research strategy was adopted 

in which in-depth interviews were conducted from the CROs/Heads of Risk, Head of 

Market, Head of Credit Risk of commercial banks of Pakistan as well as from SBP 

employees of RMD and BPRD division. Data was collected at one point of time so this 

was a cross sectional study. Data analysis was done using a technique called thematic 

analysis using QSR-Nvivo 11. In thematic analysis, the data collected through 

interviews were coded under relevant nodes. Then themes are extracted from the nodes 

using word cloud and word trees. 

The thematic analysis reveals that there are certain deficiencies in the existing 

RMF. Firstly, ineffectiveness of board risk oversight is due to absence of risk expert on 

the BRMC, lack of risk knowledge and experience, quality, quantity and timeliness of 

risk information, and dysfunctional behavior of executive management. Secondly, 

incorrect positioning of CRO is due to lack of peer status, reporting line, sole 

responsible of risk management, and limited to compliance function only. Thirdly, lack 

of maturity of risk management capabilities is due to lack of certified risk talent and 

risk trainings; lack of advanced e-risk solution, unavailability of tested and validated 

risk models, and repeatable or define state of maturity. Fourthly, weak risk culture and 

lack of risk awareness towards risk policy for effective risk understanding; risk 

identification framework for effective risk identification; e-risk software solutions; 

advanced risk techniques and tested risk models for effective risk assessment & 
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analysis; inefficient information & reporting system for effective risk monitoring & 

controlling. Lastly, there is a lack of risk training, workshops and seminars a on the part 

of SBP to facilitate banks in the adoption of latest regulations and techniques such Basel 

III etc. 

It is recommended that the SBP should increase their risk training programs so 

that the adoption of new risk standards like Basel III will become smooth. Moreover, it 

is suggested that the Board of Directors (BoDs) and executive management take steps 

to improve the capability and maturity of the risk management function by introducing 

tested and validated risk models, risk certification e.g. FRM etc., advanced e-risk 

software solutions e.g. SAS etc., and internal risk trainings, workshops and seminars. 

These initiatives will improve the strength, capability and maturity of the risk 

management function and makes the banks more secure and profitable. Furthermore, it 

is suggested that the BoDs design policies to create a risk culture in the bank so that 

every person in the bank will understand the importance of risk management that could 

lead to correct the positioning of CROs in the banks so that the CROs can play their 

part in the most effective way. 

This study is the first one to apply the thematic analysis on the qualitative data 

in the risk management area. Previous studies do not cover the risk management 

framework and risk governance problems whereas the present study consider the in-

depth evaluation of the existing risk management framework in commercial banking 

industry of Pakistan and the results are beneficial for many stakeholders such as SBP, 

BoDs, BRMC, ERMCs and CROs. 

Keywords: Chief Risk Officer (CRO); Board Risk Management Committee (BRMC); 

Executive Risk Management Committee (ERMC); Risk Culture; Risk Governance 
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1 

          CHAPTER 1 

INTRODUCTION 

1.1 Background of the Study 

In recent times, the commercial banks are more exposed to various kinds of 

risks due to deregulations, financial innovations, and product complexity. SBP (2003) 

defined the risk as “risk in banking organization is possibility that the outcome of an 

action or event could bring up adverse impacts. Such outcomes could either result in a 

direct loss of earnings/capital or may result in imposition of constraints on bank’s 

ability to meet its business objectives.” Van and Iqbal (2008) defined the risk as “a 

future possibility that a bank may suffer unexpected and unplanned loss which may 

affect the achievement of the bank's objectives and the successful fulfilment thereof, and 

may lead, in the event of failing to control such loss, to cause the bank to go bankrupt.” 

There are various types of risk to which the commercial banks are exposed such as: 

credit risk, reputational risk, market risk (e.g. interest rate (IR) risk, foreign exchange 

(FX) risk, equity price risk), operational risk, compliance risk, country risk, model risk, 

liquidity risk, counterparty risk, strategy risk, technology risk, solvency risk and off-

balance sheet risk. 

According to Taher (2004), Risk Management (RM) is a process whose purpose 

is to find out the ways by which the institutions control their risks, lower the frequency 

of occurrence of those risks and shrink the amount of loss using the best tools, 

techniques and lowest cost by the identification, assessment, and analysis of risks. The 

explanation of financial risk management (FRM) is given by the BIS’s Basel 

Committee on Banking Supervision (BCBS) (2001) as the identification of events into 

one or more broad categories of market, credit, operational and other risks (and then 

into specific sub-categories); the assessment of risks using data and a risk model; the 
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monitoring and reporting of the risk assessments on a timely basis; and the control of 

these risks by senior management. The RM description provided by the RM theory is 

given as "a method through which decisions are made; a process conducted in two 

steps: (1) to identify the origin and causes of risks, and (2) to develop ways to assess 

risks by means of mathematical models” (Khalid & Amjad, 2012).  

According to SBP (2003), a Risk Management Framework (RMF) covers the 

roles and responsibilities of the stakeholders indulge in RM, management of the type 

and extent of risks and process, tools, procedures, systems and techniques for 

management of risks. The BIS issued various standards for RM in the form of Basel 

Accords (Basel I, Basel II, Basel III). In Pakistan, commercial banks are in a transition 

phase in the adoption of Basel III. Existing RMF was given in brief form in the RM 

guidelines issued in 2003 by the SBP.  

 The commercial banks are operating in a country under a regulator (central 

bank) which laid down regulatory requirements on the commercial banks operating in 

the country in order to safeguards the depositors’ money. Besides a regulatory 

requirement, RM is also important and valuable to the commercial banks as it increases 

the bank’s value (Oldfield and Santomero, 1995, Santomero, 1995). Gup and Kolari 

(2005) highlighted that the financial health of the commercial banks is dependent on 

the RM practices. A better trade-off between risk and return is possible only with the 

adoption of robust RM practices in commercial banks (Fatemi & Fooladi, 2006). A 

study conducted by Essinger and Rosen (1991) suggested that the minimization of 

adverse effects of various risks and stable returns in unfavorable situations is possible 

only with the help of RM tools and techniques. Furthermore, those banks have a greater 

access to credit which have adopted the most advanced techniques of RM which 
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resulted in creating opportunities for those commercial banks to enhance their 

productive assets and profits (Cebenoyan & Strahan, 2004). 

It is evident from the available researches that the performance of commercial 

banks is largely dependent on the implementation of RM. One such study was Fernando 

and Nimal (2014), which gave empirical evidence that the efficiency of Sri Lankan 

commercial banks has improved through the adoption of RM. In the same way, a strong 

positive relationship was highlighted between RM practice and performance of the 

commercial banks in Malaysia (Ariffin & Kassim, 2011). Correspondingly, the study 

of Oluwafemi, Adebisi, Simeon, and Olawale (2013) proved a significant relationship 

between RM and performance in Nigerian commercial banks. 

1.1.1 Regulatory Developments of Risk Management in Pakistan 

The first ever RM guidelines were issued by the SBP in 2003. These guidelines 

were issued to serve the purpose of a roadmap for the development of risk policy for 

the banking industry of Pakistan. These guidelines contain the definitions of risk, RM, 

Risk Management Process (RMP) and RMF. Furthermore, these guidelines briefly 

explain the management of credit, market, and operational risk.  

After these guidelines, certain risk regulations were introduced from time to 

time by the SBP in respect of Basel and capital management; internal controls; ICAAP 

and stress testing. The brief overview of the regulatory evolution of RM is as follows: 

1.1.1.1 Strengthening Risk Management-Basel and Capital Management 

SBP (2005) decided to implement the Basel II for the strengthening of RM in 

the banking industry of Pakistan. For this purpose, SBP issued an initial roadmap for 

implementation of Basel II for the commercial banks. In that initial roadmap, 

commercial banks are advised to adopt standardized approach and gradually move 
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towards adopting the advance approaches according to the prescribed timelines. After 

the issuance of an initial roadmap for implementation of Basel II, SBP (2006) prepared 

and issued the complete framework for Basel II for Pakistani commercial banks 

covering all three pillars with basic and advanced approaches. Moreover, the timelines 

and implementation considerations including parallel run were given for the banks for 

compliance purpose. 

For the development of a robust credit RM system, there should be an 

assessment mechanism for the counterparty’s ability to pay credit obligation in every 

bank. For this purpose, a credit rating system is used in the commercial banks through 

which creditworthiness of a party is evaluated. SBP (2007) understands the significance 

of internal credit risk rating systems for commercial banks and in order to reinforce the 

existing RMF in commercial banks/DFIs issued guidelines for the establishment of 

‘Internal Credit Risk Rating Systems’ (ICRRS) in the commercial banks. Keeping in 

view the implementation guidelines of Basel II (2006), the SBP (2008) issued further 

stringent requirements for Tier-1 Capital. According to the new instructions, the 

calculation of Minimum Capital Requirement (MCR) for the eligible regulatory capital 

is done by deducting the Book Value (B.V) of intangible assets (brand, software etc.) 

along with the goodwill from the Tier-1 capital. 

The SBP (2009) prepared and issued a roadmap for an annual increase in MCR 

under Basel II where commercial banks are instructed to touch the Rs.10 billion 

minimum thresholds for MCR by 2013. A clarification is given by the SBP (2010) in 

relation to the section 2.3 of the MCR instruction (2006) about the term ‘Solicited 

Rating’. The clarification states that the term ‘Solicited Rating’ means that the entity 

being rated initiates a request for rating under a contract between entity being rated and 

rating agency. The eligibility criteria for solicited rating was given in the clarification. 
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In reference to SBP (2007) BSD Circular pertaining to guidelines on ICRRS in 

banks/DFIs, SBP (2013) made a clarification that applicability of two-dimensional 

rating is for commercial/corporate/SME portfolios and the exemption is given to 

banks/DFIs in the case of retail loans to use only one-dimensional rating. In reference 

to the SBP (2006) BSD Circular on the implementation of Basel II, the SBP (2013) take 

a step further to implement the reforms of Basel III developed by BCBS to strengthen 

the rules related to capital. The key change in this regard is a modification in the 

numerator (eligible capital) of the Capital Adequacy Ratio (CAR) ratio. 

In the earlier guidelines of SBP (2006) on the implementation of Basel II and 

SBP (2003) guidelines on RM provide little guidance on the operational risk 

management (ORM). Therefore, SBP (2014) developed principles of ORM and 

minimum standards for implementation and data collection for operational risk/loss by 

the commercial banks to strengthen the existing ORM and smooth transition towards 

advanced approaches that require time series data on losses on a continuous basis. 

Banks assets and liabilities are exposed to risks arising from adverse fluctuations in the 

IR so the key task for banks to cope with that is to adequately measure and manage the 

IR risk. The IR risk will have not only adverse impact on current and future profits but 

also on the solvency of the bank. Therefore, SBP (2015) developed and issued 

guidelines on Interest Rated Risk Management (IRRM) to strengthen the IR risk 

measurement and monitoring. The one of the key factors behind the Global Financial 

Crisis (GFC) 2007-09 is the funding and liquidity risks that bring many banks into 

failures or insolvency due to weak RM practices. International regulatory bodies took 

necessary steps to overcome these weaknesses so now SBP (2016) also take an initiative 

by introducing liquidity standards in the banking sector of Pakistan in accordance with 

BCBS reforms of Basel III. 
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1.1.1.2 Strengthening Risk Management-ICAAP and Stress Testing 

For achieving the desired level of financial health, banks and other institutions 

are in pursuit of applying various tools and techniques to cater the drastic effects of 

various types of risk to which they are exposed. One such technique applied by the 

financial institutions is stress testing (ST) which is used to predict the variation in the 

value of the portfolio and assess risk exposures throughout the financial institution by 

applying various risk factors. Therefore, in the pursuit of strengthening the RMF of the 

banking industry of Pakistan the SBP takes a step forward by preparing and issuing 

guidelines on stress testing for the banks/DFIs of Pakistan in 2005. These guidelines 

comprised of various techniques of ST, the scope of ST, calibration of shocks of IR 

risk, FX risk, credit risk, liquidity and equity risk. Moreover, reporting template is 

attached with the guidelines to facilitate the banks. 

For the implementation of guidelines of Basel II (2006), the SBP instructed the 

banks/DFIs to establish a capital adequacy assessment process on a continuous basis 

with respect to their risk profile and formulate a strategy for sustaining capital levels. 

To further assists the banks/DFIs in the establishment of an assessment process the SBP 

(2008) developed and issued first guidelines on ‘Internal Capital Adequacy Assessment 

Process’ (ICAAP). These ICAAP guidelines cover the following subjects: 

• Board of Directors (BoDs) and Executive Management oversight  

• Robust capital assessment  

• Risk aggregation 

• In-depth assessment of risks under the umbrella of Basel Accord’s Pillar 1 & 2  

• Reporting and Monitoring Requirements  

• Review of Internal Control 
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In reference to the SBP (2006) BSD Circular on the implementation of Basel II 

and SBP (2008) BSD Circular on guidelines on ICAAP, the banks/DFIs submitted their 

first ICAAP report which varied in format and length so there emerged the need of 

standardization of ICAAP reporting template. The reason of standardization of ICAAP 

reporting template is to get a standardized response on the ICAAP from the banks to 

achieve consistency among the banks in terms of elements of ICAAP document. The 

following areas are covered in the enhance ICAAP guidelines: 

• Risk appetite statement calculation and methodology and calculation for statement 

of risk appetite 

• Capital planning  

• capital adequacy and risk assessment  

• Governance  

• Stress testing  

• Structure and Operations  

• ICAAP process designing, approving and reviewing 

The SBP (2012) revised the stress testing guidelines in order to strengthen the 

RMF for banks/DFIs and aligned the stress testing aligned with the international 

standards. In the revised guidelines, the banks are encouraged for the adoption of more 

advanced and scenario-based ST. Moreover, these guidelines also give an in-depth 

overview of the sophisticated concepts related to ‘Reverse Stress Testing’. 

1.1.1.3 Strengthening Risk Management-Internal Controls 

The ideal RMF is incomplete without effective internal control (IC) system. An 

adequate system of internal controls will protect the profitability from forgeries, frauds 

and operational losses as well as organizational assets. For the adoption of robust RM 
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practices, SBP (2004) prepared guidelines on internal control for the encouragement of 

banks/DFIs. These guidelines specify the following requirements: 

• Statement on ICs provided by the management on operational, financial and 

compliance 

• Evaluation of ICs by the management  

• BoDs’ endorsement of the IC statement  

• ICFR effective implementation through attestation of BoDs’ endorsement by the 

statutory auditors 

• Annual Reports must contain IC statement along with statutory auditors’ 

attestation. 

According to SBP (2008), the BoDs of the banks/DFIs are bound to define the 

roles and responsibilities of CFO, CEO and audit committee in order to achieve full 

compliance with the ICFR (2008) guidelines and monitor the progress of the 

compliance as well. Moreover, SBP advised the statutory auditors to evaluate the 

efficiency of ICFR through giving their opinion and report on BoDs endorsement of 

management’s statement of ICs. 

The SBP (2009) instructed the banks to prepare a roadmap for the full 

implementation of ICFR by December 31st, 2009. Moreover, the statutory auditors were 

instructed to submit their opinion on the effectiveness of ICFR. The SBP (2010) 

instructed the banks to prepare a review report on the progress of ICFR according to 

the already developed and approved roadmap by the BoDs and submit to the SBP. 

Moreover, the SBP instructed the statutory auditors to submit Long Form Report (LFR) 

for future submissions. 
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1.2 Problem Identification 

The financial reporting scandals such as Waste Management (1998), Enron 

(2001) and WorldCom (2002) prompt the stakeholders to demand more stringent risk 

oversight in the organization to safeguard and enhance their value (Walker et al., 2002). 

A step taken towards strengthening the RM is the introduction of Sarbanes-Oxley Act 

(SOX) (2002). Moreover, the NYSE’s corporate governance rules contain clear-cut 

instructions for the audit committees in relation to risk assessment and RM having a 

scope more than the financial reporting risk (NYSE, 2003). The stakeholder value is at 

risk if there are inadequate governance mechanisms in place for coping the ever-

changing risk profile of the institutions which leads to significant policy issues. 

According to Financial Deposit Insurance Corporation (FDIC), the US banks 

failures ballooned up during and immediate after the GFC 2007-09 as shown in figure 

1.1. According to Stulz (2008), one of the primary causes of the downfall of institutions 

is the failure of RM as mentioned in an article by the Financial Times (2007, Nov 26) 

“it is obvious that there has been a massive failure of risk management across most of 

Wall Street”. Furthermore, risk managers’ wrong choice of risk metrics, inadequate 

measurement of risks and failure to communicate the risk assessment to the board and 

executive management leads to failure of RM in the institutions (Stulz, 2008).  The 

great recession of 2007-09 brought the governance problems into the spotlight. 

Therefore, the regulatory proposals are made keeping in view the boards of the banks 

(Walker, 2009, Kirkpatrick, 2009, European Commission, 2010).  Pakistan Banking 

industry survived the GFC 2007-09 due to weak international linkages and strong 

control of SBP which does not allow banks to take part in derivative transaction and 

restrict them to take small risk exposures (IMF, 2008). 
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Figure 1.1: US Banks Failure During 2007-2017 

Source: Federal Deposit Insurance Corporation (FDIC) 

 

After the financial crisis of 2007-09, the BIS, central banks, and other 

international RM bodies tried hard to strengthen the RM in the banks so that the world 

can be saved from the next financial crisis. More advanced techniques, methodologies, 

and tools were introduced in the assessment, measurement and monitoring of risks 

faced by the banks. The Basel III was one of the steps taken in this direction. The 

Committee of Sponsoring Organizations (COSO) framework (2004) was not adequate 

to cope with the challenges of the modern era and needs upgradation. Therefore, the 

COSO initiate a program in 2016 called ‘Enterprise Risk Management–Aligning Risk 

with Strategy and Performance’ for the upgradation of the previous ‘Enterprise Risk 

Management – Integrated Framework’. The new COSO framework will incorporate the 
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structural changes needed to cope with the modern era challenges which are evolved 

during the 2004 to 2016 period and also the future challenges as well. 

In Pakistan, the first regulatory step taken towards RM in banking is the 

issuance of the RM guidelines in 2003. The SBP being the regulator of the banks in the 

country developed various guidelines for the implementation of Basel II and Basel III 

from 2005 to 2017. Furthermore, SBP developed guidelines in relation to internal 

controls, ICAAP and stress testing from 2004 to 2017. Moreover, the SBP developed 

and issued Financial Derivative Business Regulations (FDBR) in 2004 for the banks to 

take guidance before indulging into derivative transactions. Derivative Transaction 

Reporting System (DTRS) was introduced in 2015 for the strong monitoring of the 

derivative transactions done by banks. The RM guidelines (2003) issued by the SBP 

describes the key risks to which the Pakistani commercial banks are exposed. 

Moreover, the RM guidelines describe the fundamental principles related to RM 

framework for all banks irrespective of their size, complexity of operations. 

Furthermore, the RM guidelines allocate the responsibilities that who is going to take 

the risk and who is going to monitor the risk inherent in the transactions and proposals. 

The existing RMF for Pakistani commercial banks is given below as illustrated in SBP 

RM guidelines (2003) in figure 1.2. 

However, these RM guidelines, which contains the RMF, are serving the 

purpose of only a roadmap for the banks in terms of various aspects of RM framework 

and process. It does not provide detailed action plans for every control procedure that 

the banks might establish for catering the various risk faced by the banks. During the 

preliminary interviews and brainstorming sessions with the three CROs and two SBP 

employees, it is revealed that there are a lot of risk governance issues in the RMF which 
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are unaddressed or under-addressed in the Pakistani banking industry. For instance, 

some roles are evolved internationally such as the role of CRO in RM.  

 

 
 

Figure 1.2: Existing Risk Management Framework of Banking Industry of Pakistan 

Source: SBP (2003) 

The existing RMF does not address the correct positioning of CRO in the 

Pakistani banks as indicated by the acting Governor of SBP Ashraf Mahmood Wathra 

as “…The responsibilities and influence of Chief Risk Officers (CROs) need to be 

elevated and strengthened with CROs actively participating in business strategy and 

planning as opposed to having only veto power over decisions that adversely impact 

risk. The risk function is not in place to manage risk, but to make sure that risks are 

managed...” (Wathra, 2014). This point of view is also supported by the 

PricewaterhouseCoopers (PwC) in its presentation on RMF in Pakistani banks as 

“CROs need to play a pivotal role in organisational success for dealing with evolving 
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regulatory, business and operational challenges and global trends.” (PwC, 2014). 

Similarly, SBP Governor also stressed “…the need for active involvement of the board 

of directors elevated role of the Chief Risk Officers (CRO) in the business planning and 

strategy, alignment of compensation with the risk-adjusted performance, 

institutionalization of risk culture, and management of risk at enterprise level…” 

(Wathra, 2014). 

   The preliminary exploration also revealed that the issues in risk management 

process in risk assessment and analysis. These arguments are supported by PwC 

presentation on RMF in Pakistani banks by mentioning the future challenges in RM are 

“…New Processes/ Process Improvements, Industry Assessments and Ratings, Model 

Integration into Decision Making, Evolving Regulatory Requirements (liquidity, 

leverage and capital surcharges/ buffers) …” (PwC, 2014). The study of Shafiq and 

Nasr (2010) support the argument by augmenting that “…An efficient risk management 

system is the need of time…” 

Moreover, CROs pointed out that the risk culture has attracted more attention 

nowadays but Pakistani banks are having weak risk culture. These arguments are 

supported by the acting SBP Governor Ashraf Mahmood Wathra as “...There is a need 

to institutionalize an appropriate risk culture throughout the organization, where risk 

is everyone’s business from the board to the front line...” (Wathra, 2014). Yaseen 

Anwar, Governor SBP also supported the need of development of strong risk culture in 

Pakistani banks as “…for sound management of operational risk, we need to inculcate 

a risk culture within the organization with open communication channels between 

business lines and control functions...” (Anwar, 2013). 

In preliminary exploration, the CROs and SBP employees mentioned that there 

are hurdles in effective risk oversight of the board in Pakistani banks and more 
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engagement is required from the executive management in RM. These arguments are 

supported by the acting SBP Governor Ashraf Mahmood Wathra as “…Boards need to 

be more actively engaged and involved in risk policy setting and governance, and spend 

more focused, higher-quality time on risk issues…” (Wathra, 2014). Similarly, SBP 

Governor Yaseen Anwar was of the view that “Those at the top of the organization 

should take the lead in establishing a strong risk management culture through sound 

internal governance.” (Anwar, 2013). SBP Governor also said that “The board of 

directors needs to regularly review the framework and ensure that senior management 

is actively monitoring the effectiveness of risk management and controls.” (Anwar, 

2013). 

The CROs are having the view that there are weaknesses in the RMF and there 

should be enhancements in the existing RMF to make it more reliable. These points of 

views are supported by SBP Governor Anwar Yaseen as he observed that “…there is a 

pressing need that banks modify their fragmented approach of operational risk 

management in favour of a much more comprehensive governance and management 

framework through clearly defined roles and responsibilities along with reporting 

procedures...” (Anwar, 2013).  Moreover, the SBP governor said “The central bank 

would expand its existing reporting mechanism in order to have comprehensive and 

current information on operational risk of banks.” (Anwar, 2013). Acting Governor of 

SBP Ashraf Mahmood Wathra said that “…banks' risk management frameworks should 

strive to cover the full spectrum of risks and should be tailored as per their specific 

needs and circumstances…” (Wathra, 2014). SBP Governor has the view that 

“…expanding business arenas, globalization of financial activities, emergence of new 

financial products and increased level of competition have opened up opportunities but 

also increased the potential risks from such developments…” (Wathra, 2014).  
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The preliminary exploration revealed that there are weaknesses in the risk 

management function which needs to be addressed to make the existing RMF strong. 

These points of views are supported by SBP Governor Dr. Shamshad Akhtar as 

“…Availability of historical data, for the purpose of carrying out quantitative analysis, 

and intensive capacity building of industry and SBP…” (Akhtar, 2007). Moreover. The 

preliminary exploration revealed that the role of SBP in developing a robust and reliable 

RMF is very important and the indicatives taken by SBP in this regard are 

commendable but there is always room for improvements. These arguments are 

supported by SBP Governor as “…There is a need for close cooperation between banks 

and SBP. We are all on the learning curve; therefore exchange of ideas is very 

important in capacity building for operational risk management…” (Anwar, 2013). 

 These RM guidelines (2003) and other guidelines issued by the SBP from time 

to time does not cover these issues adequately. Therefore, there is a lot of room to 

research in the RM area to shed light on the most crucial and current issues of modern 

times. As there is a gap between international RM practices and local RM practices, 

therefore there is a need for a research to bridge this gap by evaluating the deficiencies 

within the existing RMF not only in terms of risk governance issues but also the 

structural issues. Furthermore, the present study also provides a way forward to assist 

the commercial banking industry of Pakistan in the development of a more stringent 

RMF for the commercial banking industry of Pakistan. 

1.3 Problem Statement 

The financial sector is considered as the backbone of the economy of any 

country and banking industry in particular, is assumed to support this sector. 

Additionally, it is essential for the banking industry to become efficient as well as to 

secure in terms various types of risks. For this reason, banks should ascertain different 
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exposures and establish adequate control systems to mitigate such exposures (Al-

Tamimi & Al-Manzrooei, 2007).  The study of Drzik (2005) substantiated that the 

expenditures done by the banks after the 1991 recession for the enhancements in RM 

capabilities for the market risk, IR risk and credit risk and it resulted in minimizing the 

fluctuations of losses and earnings during the 2001 recession.  

The ideal RMF should consist of strong risk governance structure i.e. BoDs risk 

oversight, role of executive management, positioning of CRO, strong risk culture, 

maturity of risk management function’s capabilities, effective RMP, role of audit 

committees and role of the regulator in the development of strong RMF for banking 

industry.  

During the preliminary interviews with CROs of commercial banks and SBP 

employees, the questions were asked regarding the weaknesses in the existing RMF of 

commercial banks of Pakistan. It was revealed that there are weaknesses in the CRO’s 

positioning. This argument was supported by the SBP governor Ashraf Mahmood 

Wathra (Wathra, 2014). Moreover, it was extracted from the interviews that the risk 

oversight of BoDs needs to be more vigilant. Similarly, the risk management function 

was not mature in terms of RM capabilities. The CROs revealed that there are 

weaknesses in the risk understanding, identification, assessment & analysis, and 

monitoring & controlling phases of RMP. Moreover, CROs added that the banking 

industry need more support from SBP in the adoption of new standards and guidelines. 

Additionally, they pointed out that there is a need for more engagement and support 

from executive management in the risk management process.  

Most of the research work on the subject of RM in the banking sector is being 

carried out in the developed countries and there is a dearth of literature for low and 

middle-income economies. Consequently, few studies have been conducted on the RM 
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issues for the banking industry of Pakistan (Khalid & Amjad, 2012; Nazir, Daniel, & 

Nawaz, 2012, Bilal, Talib, & Khan, 2013; Ishtiaq, 2015 etc.). Prior studies were 

quantitative in nature and focused only on the impact of various aspects of RMP in 

relation to RM practices within banking sector of Pakistan. Hence, limiting their scope 

utilizing survey questionnaire method. Moreover, there is no study available which 

addressed the issues related to RMF of commercial banking industry including CRO 

positioning, role of board and executive level risk committees, role of regulator in 

relation to RM and maturity of the capabilities of RM department. Due to this reason, 

prior studies were unable to extract in-depth issues prevailing in the RMF for Pakistani 

commercial banks. 

This study aims to evaluate the existing RMF employing thematic analysis and 

unveil the deficiencies in the existing RMF and propose necessary changes to improve 

the reliability and resilience of the RMF against exposures in the competitive 

commercial banking environment of Pakistan. 

1.4 Research Questions 

1. How effectively board of directors (BoDs) and top management monitor the RMP 

in commercial banks of Pakistan?  

2. What are the obstacles in the proper functioning of Chief Risk Officer (CRO)/Head 

of Risk in commercial banks of Pakistan? 

3. What are the grey areas in each phase of RMP in commercial banks of Pakistan? 

4. What is the role of SBP in the development of RMF for the commercial banking 

sector of Pakistan? 
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1.5 Research Objectives 

1. To ascertain the effectiveness of Board Risk Management Committee (BRMC) and 

Executive Risk Management Committees (ERMCs) in approving and endorsing 

the risk appetite, limits, market risk policies, internal controls in commercial bank 

of Pakistan. 

2. To evaluate the positioning of CRO/Head of Risk in implementing the holistic RM 

in commercial bank of Pakistan. 

3. To ascertain the capabilities of RM department in terms of RM in commercial bank 

of Pakistan. 

4. To address the grey areas in the RMP in terms of risk understanding, identification, 

assessment & analysis, monitoring & controlling in commercial bank of Pakistan. 

5. To explore the efforts made by the SBP to facilitate the banks in adopting the RMF 

in commercial bank of Pakistan. 

 

1.6 Rationale/Significance of the Study 

• Risk governance issues prevailing in the RMF of Pakistani commercial banks are 

addressed in this study. There is a dearth of literature in this regard so this study 

fills the gap by incorporating these issues in the current study. 

• Data (Interviews) is taken from the CROs/Heads of Risk who have the holistic 

knowledge on all kinds of risks faced by the banks. Thus, they are the right people 

for the in-depth evaluation of the existing RMF in the banks. Previous studies 

mostly use questionnaires for the evaluation of the RMP and lacked in-depth 

evaluation. 

• The improved RMF will address the modern-day RM issues with better resilience 

and will facilitate in better risk-related decision making in the banks. 
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• As the risk is increased due to financial innovations, deregulation, and product 

complexity, therefore present study will set a platform for the policymakers to 

address these issues by evolving the roles of CROs/ Heads of Risk, risk committees 

and improving the capability and maturity of RM functions in Pakistani 

commercial banks. 

• By adopting the improvement suggested in the study the banks can minimize their 

risk governance problems prevailing in the risk committees and positioning of 

CRO in the bank, boost the capability and maturity of the RM function. 

• This study will further introduce a new paradigm in the RM area by adopting 

thematic analysis for in-depth evaluation of existing RMF and RMP which is 

missing in the earlier researches towards the banking industry. Therefore, this 

study will open a new door for researchers for the evaluation of any process or 

framework in any industry. 

1.7 Contribution of the Study 

The present study has contributed methodologically, theoretically and 

practically in the following ways: 

• The present study contributes methodologically by introducing a new method 

called thematic analysis to evaluate the RMF in the commercial banking industry 

of Pakistan. This method analyses the qualitative data collected through interviews 

and extract themes from the responses given on RM issues in the current RMF 

using a software NVivo 11. Then these themes are used to improve the existing 

RM framework. This method provides an in-depth evaluation of the RMF which 

prior studies had missed. The prior studies used quantitative techniques using 

questionnaire method which is limited in its application in extracting the in-depth 

issues in the existing RM framework. 
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• The present study contributes theoretically by enhancing the body of knowledge 

in the RM area. Prior studies mostly focus on the various aspects or phases of RMP 

and their impact on the RM practices. In the modern competitive business world, 

the risk is on a higher note due to financial innovation, deregulation and product 

complexity. There are certain risk governance issues in terms of risk committees, 

role of CRO in RM and the capability and maturity of the RM function etc. which 

are evolving and necessary to be addressed to strengthen and stringent the existing 

RMF. Therefore, the present study addresses the issues in terms of risk governance 

on which there is a dearth of research globally and domestically. Therefore, the 

present study enhances the body of knowledge in the RM area by conducting an 

in-depth evaluation of the RMF keeping in view the existing global RM standards 

and best practices and figure out the deficiencies in the existing RM framework in 

the Pakistani commercial banks and recommend the necessary changes in the 

existing RM framework to the policy makers. This study also analyses the effort 

made by the regulator (SBP) in order to strengthen the RM framework for Pakistani 

commercial banks and suggest the ways in which the SBP can play a more 

constructive and effective role in smooth transitioning of Pakistani commercial 

banking industry towards adopting global RM standards 

• The present study contributes practically as it benefits the policy makers to design 

the RMF for the Pakistani commercial banking industry according to the necessary 

changes recommended by the current study. Firstly, it helps the regulator of banks 

i.e. SBP to take guidance from the suggestions given in the study to boost the 

transitioning process towards adopting the global RM standards and best practices 

and strengthening of RM framework for better resilience and capacity building for 

catering the various risk inherent in the operations, transactions, and projects. 
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Secondly, it helps the executive management of the banks to better manage their 

RM systems and design better policies and bring in tested risk models, the e-risk 

solution in the banks to better the assessment and measurement of risks. Thirdly, 

it helps the BoDs to better construct their risk committees whether that is BRMC 

or ERMCs to better analyze and oversight the risk inherent in the proposals 

submitted to them. Moreover, it helps the BoDs to better position their CRO in the 

banks so that CRO can play its part in full capacity and take all the necessary steps 

to ensure the adequate financial health of the bank. Lastly, the study helps the BoDs 

and executive management to take necessary measures to improve the capability 

and maturity of the RM function by introducing the e-risk solution, risk training 

programs, risk workshops, risk certifications, tested risk models, and advanced risk 

measurement techniques. 

1.8 Organization of the Study 

Chapter 1: The chapter presents the background of the study by introducing the 

concepts of risk, RM and the importance of RM. It describes the RM in Pakistani banks 

by presenting various guidelines issued by the SBP for Basel and capital management; 

ICAAP; and internal controls. Moreover, the problem identification, problem 

statement, relevant research questions and research objectives are outlined in this 

chapter. Furthermore, the rationale and significance of the study; the contribution of the 

study and organization of the study is described in this chapter. 

Chapter 2: This chapter describes the regulatory evolution of RM in Pakistan from 

2003 to 2016. The guidelines on ICAAP, internal controls, and Basel Accords and other 

RM guidelines are described in detail. The overview of previous studies in the RM area 

is presented in this chapter. Moreover, various international best RM practices, 
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processes, frameworks, and guidelines are presented to review the global perspective 

of RM in various industries. 

Chapter 3: This chapter explains the methodology adopted to answer the research 

questions. The study follows the Saunders, Lewis, and Thornhill (2016) research Onion 

for the methodology of this research. The research philosophy; approach to theory 

development; methodological choice; research strategy; time horizon; data collection 

and analysis techniques are described in this chapter. 

Chapter 4: This chapter consists of data analysis for the evaluation of the RMF for the 

commercial banking industry of Pakistan. The chapter demonstrated how various nodes 

are created by coding the data collected through interviews from the CROs of Pakistani 

commercial banks. Moreover, the chapter presents the analysis of nodes through word 

clouds and word trees to generate relevant themes. Furthermore, the chapter explains 

how themes are used to identify various issues in the existing RMF. The proposed RMF 

is presented in this chapter. 

Chapter 5: This chapter comprises of conclusions made from the results of the study. 

The conclusion section is followed by policy recommendation for the various 

stakeholders of RM in Pakistani banks. Moreover, limitation of the research followed 

by future directions are being described in this chapter. 
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CHAPTER 2 

LITERATURE REVIEW 

Firstly, this chapter explains the various risks to which the banks are exposed. 

Secondly, this chapter explains various rationales of RM in banks. Thirdly, Basel 

Accords and its history is explained. Fourthly, various international best RM practices, 

processes, frameworks, and guidelines are presented to review the global perspective 

of RM in various industries. Fifthly, the regulatory evolution of RM in Pakistan from 

2003 to 2016. The guidelines on ICAAP, internal controls, and Basel Accords and other 

RM guidelines are described in detail. Sixthly, Literature on BoDs risk oversight, role 

of CRO, role of executive management in RM is explained. Lastly, the overview of 

previous studies in the RM area is presented in this chapter.  

2.1 Risk in Banking 

The area of risk has been investigated by different researcher by applying 

various approaches to define the scope of risk in the recent years but there is no 

consensus on a single universal definition of risk among researchers (Bessis, 2015; 

Schroeck, 2002; Gallati, 2003; Ghosh, 2012; Rahman, Abdullah, & Ahmad, 2012). 

The risk inherited in banking is defined as the possibility of deviation from the 

expected outcome/return due to problems in the external and internal environment 

(Gallati, 2003; Rahman et al., 2012). Moreover, Ghosh (2012) argued that banking risk 

is a potential loss due to adverse movements in IR, FX and equity prices, economic 

and financial crisis, adverse trade, and fiscal policies. Furthermore, the studies of 

Bessis (2015) and Schroeck (2002) define the banking risk as unfavorable effects on 

returns due to uncertainties in the IR, FX, equity price and other real-world 

circumstances prevailed in the external environment. Whereas, Ghosh (2012) argued 
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contrary to this definition as this very definition ignores the future circumstances and 

the impact of adverse changes in organization’s internal environment. 

The SBP divides the losses faced by banks into two main streams. First one is 

expected losses and the second one is unexpected losses. The losses which banks 

perceive with certainty that they will happen are called expected losses e.g. bad debts 

or default rate on credit cards. Whereas, the losses which banks perceive without 

certainty that they will happen because of unforeseen events e.g. the losses bear by the 

banks due to fluctuations in the IR, FX rate, and equity prices or the losses due to 

unforeseen financial and economic crisis in the world are called unexpected losses. In 

statistical terms, the risk is represented by standard deviation or variance of the 

expected returns. Moreover, a high risk is represented by the high value of standard 

deviation and returns occurrence probability has high discrepancy (Cade, 1997; Van, 

2008). 

From the above discussion, it is concluded that the banking risk is the 

probability that the outcomes of an event due to external and internal banking 

environmental problems result in volatile cash flows for the banks and restrict the 

banking operations to meet the banking objectives. The next section will explain the 

various risks faced by the commercial banking industry. 

2.1.1 Credit Risk  

According to Colquitt (2007), the most high-profile risk faced by banks is 

credit risk. The probability of default by a counterparty due to repay inability or 

reluctance to fulfill the agreement (Ammann, 2013; Bessis, 2015; Schroeck, 2002; 

Colquitt, 2007). Therefore, the bank encounters the credit risk when it fails in the 

collection of lending money from the counterparty. Hempel (2008) reveals that the 

bank encounters the credit risk threat due to its inability in the recovery of principal or 
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interest payment. The most obvious cause of credit risk in majority of banks is loans 

and advances (Ishtiaq, 2015). The main risk management tools used by banks in order 

to minimize the credit risk are diversification of loan portfolio, in-depth scrutiny of 

trustworthy loan applications, accurate loan pricing, and degree of collateral (Ishtiaq, 

2015; Van & Bratanovic, 2009; Afriyie & Akotey, 2013). 

2.1.2 Market Risk  

Market risk comes into play when banks face losses due to fluctuation in the 

FX rate, IR and equity price (Schroeck, 2002; SBP, 2003; Crouhy et al., 2014). The 

unfavorable market movements caused the negative change in the value of the bank’s 

portfolio (Bessis, 2015; Saunders and Cornett, 2017). 

2.1.3 Operational Risk  

The umbrella of operational risk covers those losses which are faced by banks 

and financial institutions due to weak and inefficient internal processes, people, and 

systems or from external environmental factors (SBP, 2003). The SBP description of 

operational risk endorsed the previous researches on operational risk. As those studies 

had the opinion that the operational risk is related to the probability of inverse effects 

on capital and performance of the banks due to deficiencies in the banking personnel, 

weak internal processes and inappropriate MIS or unforeseen external events 

(Santomero, 1997; Bessis, 2015; Crouhy, Galai, & Mark, 2014; Ishtiaq, 2015; 

Saunders & Cornett, 2017; Kanchu & Kumar, 2013). The main root cause of 

operational risk arises from internal environment of banks such as poor MIS facilities, 

incompetent staff, and weak internal processes. Yet, operational risk can arise due to 

some external environmental factors such as terrorist attacks and natural disasters 

which are most of the times unforeseen and unpredictable (Ishtiaq, 2015; Crouhy et 

al., 2014). In order to minimize the operational risk, the banks are taking steps by 
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launching training programs for staff (staff capacity building), huge investment in 

latest risk software and hardware solutions (system capacity building) and designing 

contingency plans and backup systems (Ishtiaq, 2015; Saunders & Cornett, 2017). 

2.1.4 Legal and Regulatory Risk  

The legal and regulatory risk arises when there is any breach of banking code 

and guidelines set by the central bank. The study of Bessis (2015) describes that in the 

banking transition period there are certain laws which are ambiguous to implement and 

may result in the form of legal and regulatory risks as banks are failed to comply with 

those new rules. The non-compliance of any procedures, ethical standards or legal 

requirement will result in the form of legal and regulatory risk to the bank (Schroeck 

2002; Ishtiaq, 2015). According to Sokolov (2007), there is a greater chance of this 

risk in case of e-banking as there are certain requirements of customer’s disclosure and 

privacy protection which banks fail to meet. As a result, the banks may get heavy fines, 

penalties, payment of damages or cancellation of contracts. Moreover, the legal and 

regulatory risk may damage the goodwill of the bank which will slow down the growth 

of the bank, internal liquidity issues and lower business opportunities for the banks 

(Ishtiaq, 2015; Sokolov, 2007; Crouhy et al., 2014).  

2.1.5 Liquidity Risk  

Liquidity risk arises when there is an unexpected/abrupt increase in the cash 

withdrawal rate that will result in the liquidation of banking assets in the shortest time 

period (Saunders & Cornett, 2017). It is a potential loss that arises due to the inability 

of the bank to meet its liabilities (SBP, 2003). The sudden rise in the cash withdrawal 

rate and insufficient market depth or market disorder (Santomero, 1997; Basel 

Committee on Banking Supervision, 2008; Ishtiaq, 2015; Saunders & Cornett, 2017).   
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According to the study of Crouhy et al. (2014), the banks having liquidity risk 

will face severe cash flow problems which may be covered at inflated costs and 

decrease profitability. Moreover, the liquidity problems will lead the banks towards 

liquidity insolvency and ultimately towards capital insolvent. Therefore, banks trapped 

in liquidity problems will not be able to meet its obligations and liabilities and 

compelled to borrow more funds at a high rate (Ishtiaq, 2015). Furthermore, the 

liquidity risk stimulates other banking risks such as strategic, IR, market and credit risk 

(Bessis, 2015; Ishtiaq, 2015; Schroeck, 2002; SBP, 2003). Ishtiaq (2015) highlights 

that liquidity risk stimulates IR risk due to uncertainties in the future investment and 

funding. 

2.1.6 Foreign Exchange Risk  

FX risk comes into play when banks face losses due to fluctuation in the FX 

rate (Ishtiaq, 2015). The negative movement in the currency arises due to multiple 

factors such as inflation, current account deficit, political instability, public debt and 

market speculation (Ishtiaq, 2015). All the banking transactions where counter-parties 

reside outside the home shores contain FX risk. It is seen as a threat due to its adverse 

impact on the value of foreign currency denominated assets and liabilities (Saunders 

& Cornett, 2017). Similarly, Bessis (2015) describes the FX risk as a loss occurred due 

to differences in the value of assets and liabilities in local and foreign currencies. The 

FX risk puts a negative impact on the returns of foreign investment as well as makes a 

bank uncompetitive in the market (Crouhy et al., 2014). Moreover, the current study 

argues that the adverse fluctuations in FX rate results in huge operating losses and 

hinder investments. 
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2.1.7 Interest Rate Risk  

IR risk is the losses tolerated by the bank due to fluctuations in the IR (Bessis, 

2015). The IR risk shoots up with an increase in the IR as the market value of loans, 

assets and securities fall. The IR risk arises due to difference created between assets 

and liabilities (Crouhy et al., 2014; Saunders & Cornett, 2017). The IR risk categories 

under market risk as fluctuations in IR results in changes in the market value of assets 

and liabilities (Saunders & Cornett, 2017). To reduce the losses arises due to IR risk, 

the banks indulge into derivative activities e.g. swaps, futures, options and forward 

contracts (Bessis, 2015; Schroeck, 2002; Ishtiaq, 2015). 

2.1.8 Counterparty Risk  

During GFC 2007-09, the collapse of the financial system in USA, UK, and 

Europe leads to a flurry of worries in the form of counterparty risk to the banks (Beier, 

Harreis, Poppensieker, Sojka, & Thaten, 2015). According to Ishtiaq (2015), the 

counterparty risk comes into play when the parties involved in a contract fail to fulfill 

their obligations. Counterparty risk is linked to the non-performance of a trading 

partner (Santomero, 1997). The credit derivatives have embedded counterparty risk 

while loans have a default risk that’s why the counterparty risk is a momentarily risk 

for the banks as compared to default risk (Besis, 2002; Crouhy et al., 2014). 

2.1.9 Country (Political) Risk  

When a bank involved in investing or lending in a foreign country then these 

transactions embedded country (Political) risk (Ishtiaq, 2015). The country risk 

occurred due to unavailability and convertibility of a currency courtesy of cross-border 

constraints (Crouhy et al., 2014). Furthermore, political instability, a decrease of 

foreign currency with respect to bank’s base currency and economic slump are the root 

causes of country risk (Bessis, 2015). 
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2.1.10 Equity or Commodity Price Risk  

The equities and commodities held by banks embedded equity and commodity 

risk respectively due to drop in the equity or commodity price in the market (Bessis, 

2015). SBP (2003) describes equity or commodity risk as a loss to the capital or profit 

of the bank courtesy fall in value the equity or commodity portfolios. Moreover, the 

nature of this risk can be systematic or unsystematic. Its nature becomes systematic 

when it is linked with price fluctuations in the equity portfolio value and it becomes 

unsystematic when it is linked with sensitivity of portfolio’s value with respect to 

banking characteristics.  

2.1.11 Reputation Risk  

The reputation risk is loss encounter by the bank due to a decrease in the 

customers’ and other banking stakeholders’ trust (Green, 1992). It is a loss to the bank 

due to negative perception on the part of depositors, customers, shareholders, 

investors, regulators and other related parties (Basel Committee on Banking 

Supervision, 2009). According to Ishtiaq (2015), the reputation risk will create hurdles 

in generating extra funds for the banks from various sources. 

2.1.12 Strategic Risk  

According to Bessis (2015), strategic risk is a loss faced by the bank due to 

bad/poor strategic decisions which makes it one of the most high-profile risks in the 

bank. Crouhy et al. (2014) describes that the strategic risk occurs due to a rapid 

increase in such investments which are having a high risk of success and profitability. 

For example, a stiff competition among banks will prompt them to offer loan to poor 

credit history customers.  
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2.1.13 Technology Risk  

The technology risk is the loss faced by the bank due to weak or poor 

information systems (IS) and systems failures courtesy network failures, poor system 

integration, hacking and virus attacks (Bessis, 2015). The crouhy et al. (2014) puts the 

technology risk under operational risk. 

2.1.14 Off-balance Sheet Risk  

Off-balance sheet risk is a loss faced by banks due to the ownership of a 

contingent asset or liability within a transaction (Saunders & Cornett, 2017). The banks 

facing this risk when they issue a standby letter of credit guaranteed as it is a contingent 

liability.  

2.1.15 Solvency Risk  

It is loss faced by the bank when it is unable to absorb losses with its capital 

(Bessis, 2015).  Moreover, it is a threat to the bank when its capital is inadequate to 

bear the sudden fall in its asset value (Saunders & Cornett, 2017). 

2.2 Rationale of Risk Management 

a) Financial Economics Approach 

The basis of this financial economics theory is the MM theory which presents 

the irrelevance condition in their theory. The study of Stulz (1984) introduced the 

analogy that’s why managers interested in both estimated profit and its volatility 

around its values. After so many alternative propositions, the study infers that the 

irrelevance conditions provide the base for RM in firms.  There is a stream of literature 

regarding the rationale RM in the institutions over the past few decades (Santomero, 

1995; Smithson, Smith, & Wilford, 1995; Oldfield & Santomero, 1995).   
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These rationales extracted from the irrelevance condition by various studies 

are (a) securing internal financing; (b) tax effects (the non-linearity of the tax 

structure); (c) the cost of financial distress; and (d) capital market imperfections 

(Geczy, Minton, & Schrand, 1997; Stulz, 1996). Oldfield and Santomero (1995) 

advocates: 

“Any one of these reasons is sufficient to motivate management to concern itself with 

risk and embark upon a careful assessment of both the level of risk associated with any 

financial product and potential risk mitigation techniques.” 

The RM is argued to be a value-boosting strategy for the financial institutions 

by considering the above-mentioned rationales of RM (Smithson, Smith, & Wilford, 

1995). The studies described in the above discussion are endorsing a common 

argument that the cost of financial distress, securing internal financing, tax effects 

and capital market imperfections are the rationales of RM practices in banks.  

Therefore, the maximization of firm value is the main reason for the adoption of RM 

practices (hedging) in the firms.              

b) Stakeholder Theory 

The theory of stakeholder was presented by Freeman (1984). The emphasis of 

stakeholder theory is that the equilibrium between stakeholders’ interest is the most 

prominent factor in the designing of corporate policy. The shareholders have the risk 

to lose their residual earnings while the stakeholders have the risk of not plugging of 

implicit claims. According to Cornell and Shapiro (1987), the major breakthrough in 

the RM area is the enhancement of implicit contracts theory by including other 

contracts e.g. financing and sales. The stakeholders’ explicit claims are at risk only in 

case of financial distress while the implicit claims are at risk even at a time of smooth 
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profits. Therefore, the stakeholders are exposed to risk due to company’s ex-post 

opportunistic behavior putting them into a hold up position. 

Another problem is that the shareholders can diversify their investment in the 

capital market but the stakeholders are unable to diversify due to firm-specific 

investments. Therefore, stakeholders are in a worse position than shareholders due to 

the ex-post opportunistic behavior of firm and non-diversifiable investment option. 

Furthermore, the stakeholders are hoping for a stable firm performance as their implicit 

claims are in danger in case of fluctuating earnings.  

The stakeholders expect firms to honor their implicit claims but the firm’s 

management can decide to dishonor the implicit claims in order to maximize profits or 

smoothening of profits. Therefore, the implicit contracts’ value is very much sensitive 

to the bankruptcy cost and financial distress cost. The RM practices play an important 

role in minimizing the cost of financial distress and bankruptcy. Hence this will signify 

the importance of RM practices in the firm (Klimczak, 2007). 

c) Agency Theory 

There is a long debate in the research world about the theoretical basis of RM 

in the institutions. One stream of research work provides agency theory as a rationale 

for RM in the institutions (Smith & Stulz, 1985; Fite & Pfleiderer, 1995; Tufano, 1998; 

Fatemi & Luft, 2002). The principal-agent conflict of interest is shown in the agency 

theory. According to the study of Jensen and Meckling (1976), the principal hires the 

agent to perform tasks, which the principal is unable or unwilling to do, on the behalf 

of the principal by delegating some authority to the agent. 

The agency theory works on the assumption of self-interest of principal and 

agent which is most of the time diverge from each other. In financial institutions, the 

manager (agent) is indulging in those activities which lead to his wealth maximization 
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while his interest differs from true objective of wealth maximization of the 

shareholders. This type of conflict of interest between manager-investor leads to 

agency problem or agency loss. The agency loss is zero when the agent’s interests are 

aligned with the principal interests. Whereas, agency loss is on a high side when there 

is a huge gap between the objectives of agent and principal. The study of Smith and 

Stulz (1985) explains the phenomena of agency problem or agency loss in the 

corporate RM perspective. Their study sheds light towards the behavior of manager in 

relation to risk taking and hedging. 

The importance of hedging policies for the firm value is explained using 

agency theory (Fite & Pfeilferer, 1995).  The study of Tufano (1998) also used the 

agency theory in explaining the RM activities and practices. Furthermore, the study 

asserts that the managers indulge themselves into hedging activities as much they can 

without considering the wealth maximization of firm’s shareholders. The ground 

reality behind this behavior of managers is the difference between the level of risk 

aversion of shareholders/investors and managers. As the managers are more market 

knowledged and directly exposed to the market challenges and threats, therefore their 

level of risk aversion is high as compared to the shareholders who are having very 

weak idea about the market threats (Tufano, 1998). On the other hand, the advocates 

of agency theory make an argument that the extensive hedging is the root cause of 

wealth transfer from shareholders to managers, therefore such hedging activities 

should be minimized (Fatemi & Luft, 2002). The agency problem is widened and 

agency loss is high if the firms are involved in RM practices (Tufano, 1998). 
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d) Institution Theory 

Scott (2008) defines institutions as “multifaceted, durable social structures, 

made up of symbolic elements, social activities, and material resources.” According 

to Scott (2008) Pillars of institutions are Regulative, Normative, and Cultural-

Cognitive. According to Scott (2008), institutional theory is "a widely accepted 

theoretical posture that emphasizes rational myths, isomorphism, and legitimacy." 

According to Kraft's Public Policy (2007), Institutional Theory is "Policy-making that 

emphasizes the formal and legal aspects of government structures." 

The paradigm of institution theory covers the guidelines and principles set out 

by the regulatory bodies of the government for the institutions to follow for the better 

management of the processes and activities as well as the values and norms which 

socialization process and procedures embedded in the roles (Meyer & Rowan, 1977; 

DiMaggio & Powell, 1983; Scott, 2008; Powell & DiMaggio, 1991). 

The RM in terms of institutional theory is explained by various studies (Collier 

& Woods, 2011; Hudin & Hamid, 2014). These studies presented the idea that 

institutionalization cemented in the economy as the institutions become homogeneous 

in terms of RM activities. The homogeneity in RM practices can be achieved by 

applying regulatory, legal and political pressures towards the institution through policy 

guidelines, principles and directives (DiMaggio & Powell, 1983; Powell & DiMaggio, 

1991; Scott, 2008; Hudin & Hamid, 2014).  In Pakistan, the SBP issues various RMPs 

to instruct the banks to develop a RMF to cope with various risk exposures. The 

principles and guidelines issued by the SBP are followed by every bank in Pakistan 

irrespective of its size and portfolio thus fulfilling the assumption of homogeneity. 

Therefore, the institutional theory provides an evident explanation of the rationale for 

RM proposition in the banking sector.  
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2.3 Risk Management and Basel Accords 

In the year of 1974, the failures of German Bank “Bankhaus Herstatt” due to 

settlement risk as it had a foreign exchange exposure three times to its capital and US 

bank “Franklin National Bank” due to FX speculation and poor loan policies puts the 

Global Banking Industry into a financial turmoil. In order to diffuse these disruptions, 

the governors of G-10 countries formed a committee on banking regulation and 

supervisory practices in the last part of the year (1974). The committee was later 

renamed as Basel Committee on Banking Supervision (BCBS). The major objective of 

the committee is to form minimum standards and regulation for the banking industry 

to cope with the various risks of the financial markets. 

Over the years the Basel Committee formulated various principles and 

standards to facilitate the banks to tackle the various risk exposure. The most renowned 

standards are Basel I, Basel II and Basel III collectively known as Basel Accords. 

According to Al-Tamimi (2008), these Basel Accords were designed in such a flexible 

way that they are equally applicable to developed and developing countries. The banks 

which are following these Basel Accords have to retain a specified level of capital 

against the financial risks and operational risk. 

The RM and financial health are strengthened by applying the Basel Accords 

as they offer advanced risk-sensitive methodologies (Van-Rixten, Alexopoulou, & 

Harada, 2003). According to the study of Masood and Fry (2012), the key success 

factor for the banking industry is the proper implementation of Basel Accord in its true 

spirit in order to facilitate the banks to tackle the risky environment of the financial 

world. On the same note, Pasiouras (2008b) argued that the higher capital requirement 

set by Basel Accords would have a positive effect on the risk-bearing behavior of the 

banking industry. 
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 A study conducted by Al-Tamimi (2008) shed light on the willingness of UAE 

bank for the Basel II implementation and the availability of the resources for this 

implementation attempt. It is argued that the key success factor for UAE banks is 

hidden in the Basel Accord implementation through compliance with the set principles 

and standards, therefore it is important for the banks to take steps in this direction to 

cope with the risky environment of the global market. The study used a survey method 

for data collection from the UAE banks and the analysis showed that the UAE banks 

are well aware of the importance, advantages, after effects and challenges of the Basel 

Accord implementation. The study concluded that the UAE banks have the resources 

to implement the Basel II principles and standards. But the results revealed that the 

Implementation cost and willingness to implement the Basel II Accord have no 

significant relationship. Furthermore, there is no difference in terms of willingness 

towards the implementation of Basel II Accords between UAE foreign and local banks. 

Nevertheless, the results revealed that the UAE local banks have an edge over UAE 

local banks in terms of keenness to implement Basel II. The study of Al-Tamimi (2008) 

supports the previous results of Rime (2001) that the capital requirement set by Basel 

Accord will help the banks to cope with the different risk exposures (operational, 

credit, liquidity and market etc.) faced by banks in the risky environment. 

A study conducted by Cai and Wheale (2007) to find out the effects of the 

implementation of Basel Accord on banking sector of China. The results of the study 

revealed that Basel II is fruitful for the strengthening of RMF and financial stability of 

the market. Furthermore, the RM systems and processes of larger banks are benefiting 

more from Basel II than that of smaller banks. Another study conducted by Lee and 

Chih (2013b) on Chinese banking industry found out that how profits efficiency and 

RM in Chinese banks are affected by financial regulations. The results of the study 
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revealed that the regulatory requirements have different relevance in terms of provision 

coverage ratio, leverage ratio, loan to deposit ratio, current ratio, capital adequacy ratio 

and cost to income ratio between larger and smaller banks. On the same note, the study 

of Hakenes and Schnabel (2011) prove a point that Basel II becomes a competitive 

advantage for larger banks in coping with various challenges and risks in the working 

environment while the smaller banks suffer strong competition from larger banks and 

increase their risks. 

A study in Romanian economy is conducted by Bunea-Bontas, Lazarica, and 

Petre (2009) to demonstrate the RM and capital adequacy relationship and their 

implications on the financial stability of Romanian financial system.  The prime goals 

of assessment process of capital adequacy described by the study are:  

• Operational, market and credit risks identification and measurement 

• Capital adequacy goal setting and assessment regarding market, credit and 

operational risk 

• Assurance of the reliable appraisals of internal capital adequacy 

The study argued that by assuring the completion of the above-mentioned 

objectives will result in strengthening the RM system both at the individual department 

level and overall firm level. The study concluded that the Basel II Accord comprises 

of such principles and standards that will definitely strengthen the RM systems and 

processes and improve the stability of the financial system and improve the banking 

health against various risks. 

Barth, Caprio, and Levine (2013) conducted a study to find out the association 

between banking regulations and supervisory practices and their effects on the 

stability, performance and development of banks. The results of the study revealed a 

positive relationship between strict capital requirements and development of banks. 
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Furthermore, the study showed that by controlling the other financial regulation for 

banks there is a relationship between strict capital regulations and stability and 

development of banks. Moreover, the study finds a negative relationship between non-

performing loans (NPLs) and capital regulations and standards. The study 

recommends capital regulation only for those countries having, weak regulatory and 

supervisory bodies, poor monitoring systems and plenty of deposit insurance.  

2.4 Risk Management Process Across Various Industries 

a)  AS/NZS 4360 

The Australian Standards/New Zealand Standards (AS/NZS-4360) was first 

published in 1995. The second issue of this standard was published in 1999. The 

standard has a mass generalizability as its applicability is across various sectors and 

industries (Gaidow & Boey, 2005). The standard AS/NZS-4360 provides a systematic 

and logical RMP which comprises of identifying, evaluating, analyzing, monitoring, 

treating and communicating risks linked with any activity. To monitor and 

communicate steps are iterative and linked with each phase.  
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     Figure 2.1: AS/NZS 4360:1999 - Risk Management Process 

     Source: (Flyvbjerg, Holm, & Buhl, 2005; AS/NZS-4360, 1999) 

 

 



40 

b)  PRAM Guide 

Figure 2.2: PRAM guide: Risk Management Process 

Source: APM (2004) 

The PRAM guide was developed by the professional group of practitioners, 

consultants and academics belonging to Association of Project Management (APM) 

and its focus is mainly on the RM in the project management. This is a full-fledged 

guide that integrates the techniques or methods towards the RMP (Cooper, Grey, 

Raymond, & Walker, 2005a). It is mentioned in the PRAM guide that the 

implementation of RMP can be done at various levels of details but it relies mainly on 

the level of organizational maturity in terms of risk capability. Moreover, a detailed 

description of the techniques and methods along with the step by step tasks and 

activities about the projects is given in an understandable way in the PRAM guide. 

Furthermore, the PRAM guide helps the managers across the project life cycle and 

provide clear communication channels with the top management. This PRAM guide is 
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mainly concerned with the risk and uncertainties related to project. Therefore, due to 

this reason it uses the term ‘project risk’ instead of only ‘risk’ throughout the guide. 

c)  PMI PMBOK
®

 

 
Figure 2.3: PRM Process Flow 

Source: PMI (2004) 

PMBOK comprises of principles, standards, guidelines and best practices to 

provide directions to the project risk managers in order to achieve corporate objectives 

by reducing the risk exposures. Moreover, this PMBOK standard enhances the 

knowledge base by integrating the risk and management process into comprehensive 

methods and techniques. According to PMBOK, RMP is divided into six phases i.e. 

RM planning, risk identification, qualitative risk analysis followed by quantitative risk 

analysis, risk response planning, and risk monitoring & control. The RMP is described 

in the 11th chapter of PMBOK providing a guiding framework for the risk managers in 

the shape of a flow chart (Cooper et al., 2005). In the PMBOK, there is no definition is 
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being provided for RM but the flow chart diagram is explicitly labeled as PRM. The 

Cooper et al. (2005) argued that this PMBOK standard does not present clear details 

about RM as compared to the AS/NZS 4360 standard as no linkage is being provided 

between the phases of qualitative and quantitative risk analysis. 

d)  RAMP- Risk Analysis and Management for Projects 

The RAMP guidelines are developed by the Institute and Faculty of Actuaries 

(IFoA) and the Institution of Civil Engineers (ICE). The concept of RAMP was 

extracted from the results of the survey conducted in 1994 by the Confederation of 

British Industry (ICE, Actuaries, & Actuaries, 2002). The survey presents the findings 

that most of the manufacturing industry doing the risk assessment on a subjective basis 

and only one-quarter of the industry is using the quantitative analysis for the risk 

assessment. The methodology of RAMP is based on a RMP involving four phases i.e. 

process launch, risk review, risk management and process close down. The other 

approaches are criticized by the RAMP as once the projects are implemented these 

approaches are inadequate in each phase from analysis to control. Moreover, these 

approaches have a focus primarily on the asset creation as compared to the higher risk 

in each phase of RMP such as operating. Furthermore, these approaches give little 

consideration to the changing risk exposure and in spite of having a proper judgment 

these approaches mainly focus on the basic quantified risks. 

In addition to these deficiencies, these approaches utilize poor methods of 

integrating risks and not reliable in dealing and analyzing risks relating to differing 

projects. The RAMP approach segregates the RMP into four activities and various 

sub-activities, yet the segregation of risk review and RM activity is very unusual. 

Moreover, risk review also comprises of identify, evaluate, mitigate, assess, response 

planning and communicate mitigation strategy activities which are sub-activities of 
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RM activity. The sub-activities included in RM activity are controlling risks and 

implementation strategy & plans. The RMP in RAMP ends with process close-down 

activity, in which the assessment of the investment outturn is done and 

communication of the process is carried out. 

  Figure 2.4: RAMP Process Flowchart  

  Source: ICE et al. (2002) 
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e)  M_o_R – Management of Risk Framework 

M_o_R was previously owned by the British Office of Government Commerce 

(OGC) but now it is owned by AXEOLS created by the British Cabinet Office in 2013. 

M_o_R’s first edition published in the year (2002) and its focus was on government 

organizations. M_O_R analyze the RM from project, programme, operational and 

strategic angles.  According to OGC (2007a), the baseline of M_o_R principles is 

corporate governance as it views RM as a part of internal controls. Cooper et al. (2005) 

points out the similarity between M_o_R and PRAM standards as both segregates the 

methods and techniques from the comprehensive implementational details and their 

scope is same. M_o_R is among the popular sub-brands of the best management 

practice along with MSP, MoV, PRINCE2, P3M3 and P3O. UK government made a 

move by restructuring the custodianship of these products by passing the ownership 

from OGC to Cabinet Office in June 2010.  

The M_o_R framework is following the corporate governance and ISO 31000: 

2009 standards. M_o_R Framework is developed on the basis of three concepts, which 

are: M_o_R principles, M_o_R approaches, and M_o_R processes. There are five 

strategies in the M_o_R framework for the adoption of principles, which are: RM 

policy, RM strategy, risk register, issue register and RMP guide. The M_o_R 

framework is comprised of six processes/activities, which identify, plan, assess, 

communicate, embed & review and implement in the shape of circling arrows. 

According to OGC (2007a), the communication process is placed in the middle as it is 

pivotal in the M_o_R successful implementation and foster an effective 

communication system among all the activities for achieving the top level. 
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Figure 2.5: M_o_R Framework  

Source: OGC (2007a, p.4) 

f)  BS 6079-3:2000 – Project Management – Part 3: Guide to the Management 

of Business-Related Project Risk 

The British Standard Institution (BSI) published the BS 60/9-3:2000 standard 

to guide the project managers for the RM. This standard is the third part of BS 6079 

and provide direction to the project managers in the identification and controlling of 

risk related to business in the project management area. The RMP is shown as a 

schematic diagram with each stage asking generalized questions for the assistance for 

the risk managers. It also incorporates the three-tier decision making i.e. strategic, 

operational and tactical propositions. The standard comprises of six activities 

segregated into two main phases. The first phase addresses the scope and risk 

identification while the second phase is concerned with assessing, communicating and 

treating the risks prevailed in the projects. Contrary to other standards and approaches, 

this standard laid down strategies for threats as well as for opportunities. The standard 

points out the importance of stakeholder analysis and recommends the inclusion of 
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stakeholder analysis in the RM. Its scope is very wide as it covers project firms 

operating in commercial, private, public and industrial sectors. 

 

 

 

 

 

 

 

 

 

      Figure 2.6: The risk Management Process 

                  Source: BS 6079-3 (2000) 

  

g)  BS IEC 62198:2001 - Project Risk Management 

The BS IEC 62198:2001 standard is used in the project management for the 

RM purposes. The scope of this standard is limited to technological issues and does 

not cover issues related to safety. Project Risk Management (PRM) process is being 

described in detail and drivers effecting the process is also discussed using a holistic 

approach. The standard points out that the successful and effective RM is not possible 

without open communication. The standard is very much aligned with AS/NZS 

4360:1999 standard and utilized by the Cooper et al. (2005a) for the preparation of 

Cooper’s PRM guidelines. 
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 Figure 2.7: Project Risk Management Summary  

    Source: BS/IEC-62198 (2001) 

h)  BS ISO 31000:2009 – Risk Management – Principles and Guidelines 

This BS ISO 31000: 2009 standard is prepared by the International Standard 

Organization (ISO). This standard is generalizable as its applicability is not limited to 

any specific sector and can be applied in any type of industry or sector. Although it is 

generalized standard but it does not follow a single template for RMP. Its RMP is quite 

similar to the BS IEC 62198:2001, AS/NZS 4360:2004 and Cooper’s PRM guide.  
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     Figure 2.8:  Risk Management Process  

         Source: BS-ISO-31000 (2009) 

 

Furthermore, it is mentioned in the ISO publication that this standard 

harmonizes the already developed standards along with techniques and approaches used 

for RM. Yet, it differs from the other standards in that respect that it includes the risk 

identification within the risk assessment phase as the previous standards treat them as 

an independent phase. This difference will make the risk assessment phase into three 

sub-processes, which are: risk identification, risk analysis, and risk evaluation. 

I)  BS 31100:2008 – Risk Management: Code of Practice 

The BS 31100:2008 standard was prepared to provide a general guidance for 

RM which can be used by any firm regardless of its industry. Similar to previous 

approaches, it provides a generic direction for RM in relation to organizations, who 
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want to use it, have to adapt the process according to their own and industry 

requirements.  

 

                  Figure 2.9: Risk Management Process  

                  Source: BS-31100 (2008b) 

j)  IEEE Standard 1540-2001: IEEE Standard for Software Life Cycle Processes–  

Risk Management; ISO/IEC 16085:2006 (IEEE Standard 16085-2006): Systems 

and Software Engineering – Life Cycle Process – Risk Management 

The IEEE Standard Association (IEEE-SA) and IEEE Societies jointly 

developed the IEEE Standard 1540-2001 for managing the RM throughout the life 

cycle of software. This standard got the approval of American National Standards 

Institute (ANSI). Later on, the ISO reproduced the standard with another name called 

ISO/IEC 16085:2006 (IEEE Standard 16085-2006). It explains the process of RM 

during the software development. The standard provides more consideration towards 

defining the process rather explaining the methods or techniques of RM. However, the 

standard has the claim that it is suitable for applicability for all projects as it is generic.  
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      Figure 2.10: Risk Management Process Model (Informative) 

      Source: IEEE (2001) and ISO/IEC-16085 (2006) 

Contrary to other approaches, this standard showed the process through unique 

schematic diagram having all stages supported by informative feedback loops. 

Moreover, risk analysis, risk treatment, and risk monitoring are done on each risk 

profile. The evaluation of individual risk is missing as it only evaluates the overall 
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RMP. The RM context is done at the ‘plan and implement risk management’ stage by 

detecting the risk manager, category of risk, analysis type, and techniques of treating 

and prioritizing. In the same way, risk identification is not given as a standalone process 

but shown as a part of ‘perform risk analysis’ stage.  As risks are identified at later 

stages, therefore the effectiveness of this process is debatable.  

k)  CAN/CSA-Q850-97 – Risk Management: Guidelines for Decision-Makers 

  The Canadian Standard Association (CSA) developed a RM standard known as 

CAN/CSA-Q850-97. The standard got the approval of Standard Council of Canada 

(SCC). The standard was produced on the basis of various former models and 

guidelines already published in the UK, US and Canada. For the Canadian Government 

Directive on Regulation (CGDR), a study of Saner (2005) uses this standard as a 

baseline for describing the global RM standard. For the RM of various risks, both risk 

communication and risk perception are used in this standard to support the decision-

making process (CAN/CSA-Q850, 1997). There is no explanation is being provided for 

the tools and techniques used in controlling, evaluating and analyzing risk.  

Similar to the other already prevailing standards for RM, this standard also has 

six phases in the RMP. The diamond in the standard represents the decision symbol, 

which gives three options between phases namely ‘go back’, ‘end’, and ‘next step 

and/or take action’. The risk analysis phase comprises of risk estimation and 

preliminary analysis. Moreover, risk assessment comprises of risk analysis and risk 

evaluation. The RM starts from initiation goes through actions and end at monitoring 

of risks. At every phase, the risk communication is done to facilitate the RMP. The 

processes/activities involved in each phase is explained in a brief but self-explanatory 

way. 
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 Figure 2.11: Risk Management Decision-Making Process – Simple Model 

   Source: CAN/CSA-Q850 (1997, p.6) 
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       Figure 2.12: Risk Management Decision-Making Process – Detailed Model 

       Source: CAN/CSA-Q850 (1997) and COSO (2004a) 

l)  Risk Management Guide for DoD Acquisition – The US Department of 

     Defense 

In order to cope with the risks emerged during the acquisition process, the US 

Department of Defense (DoD) sketched out these DoD guidelines and standard. For the 

success of acquisition process, the RM plays out a pivotal role in achieving the set 

objectives and thresholds. All the stakeholders involved in the acquisition process get 

benefit from the risk identification. This DoD’s RMP can be extended to other 
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acquisition programs. It also complements the role of implementation planning and 

mitigation planning more than the risk transfer, risk assumption and risk avoidance 

(DoD, 2006a).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                    Figure 2.13: Risk Management Process  

                    Source: DoD (2006a, p.4) 

  

The risk analysis and risk identification under one single phase ‘risk 

assessment’ are criticized in the DoD guide as these two activities (analysis, 

identification) is so important that these two has to be segregated into two independent 

phases. The DoD RM guide provides a simple to understand diagram for the 

explanation of the RMP in a sequence of steps to facilitate comprehension. 

m)  CMU/SEI-94-SR-5: Team Risk Management: A New Model for Customer- 

Supplier Relationships 

 

The Software Engineering Institute (SEI) of Carnegie Mellon University makes 

effort to develop guidelines for the integration of RM with the project management. 

SEI illustrated the term ‘risk management paradigm’ using a set of activities and 

showed that the functions are supported by tools, methods, and processes. SEI 
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amalgamated the RM with the project management to produce a model known as 

‘integrated project management (Higuera, Dorofee, Walker, & Williams, 1994). 

According to Higuera et al. (1994), RM views projects using a holistic view and 

performs the analysis and identification of risk planning using a structured approach. 

SEI developed a second model for the Team risk management (TRM) by integrating 

the RM with the team-oriented activities. A scenario comparison is provided between 

general RM and TRM by incorporating a set of TRM advantages.  

The TRM model shows the integration of supplier and customer views in the first two 

stages where the customer and supplier provide their individual understanding of the 

risks involved in the project and reach a point of joint understanding about the risks in 

the project. In the identification phase, the joint efforts are made for the early 

identification of the risks before they transformed into big problems (Higuera et al., 

1994). The criticism of TRM model is that it gives less weight towards the first two 

stages where the context of the project is established. The processes/activities are not 

repetitive and performed once throughout the project life. 

 

 

Figure 2.14:  Integrated Project Management (Left) & Team Risk Management 

Model (Right)  

Source: Higuera et al. (1994) 
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n)  NPR 8000.4A (2008-2013): NASA Procedural Requirements- Agency Risk 

Management Procedural Requirements 

 

The NASA and its projects and programs are bound to comply with the NASA 

Procedural Requirements (NPR). The dual definition of RM is provided in this NPR 

using two integrated processes known as ‘Continuous Risk Management (CRM)’ and 

Risk-Informed Decision Making (RIDM)’.  The purpose of integrating the two 

processes in this NPR is to boost the proactive RM through effective implementation 

and management of CRM and enhanced informed decision making regarding risks. 

Moreover, it gives a platform for the mitigation of risks through internal controls 

(NASA, 2008). The CRM oversees the risks emerged during plans, design, and 

processes while the RIDM provides three activities for the decision alternatives. The 

RMP developed by the NPR is repetitive and RIDM is getting the continuous feedback 

from the CRM. Similar to SEI’s TRM model, the CRM comprises of six phases. The 

NPR provides in-depth explanations of the roles and responsibilities, requirements and 

all the six phases involved in the RMP. 

   

Figure 2.15: Risk-Informed Decision Making (Left) & Continuous Risk Management 

(Right) 

Source: NASA (2008, p.9-10) 
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o)  OCEG “Red Book” 2.0:2009 

GRC Capability Model 

 The Open Compliance and Ethics Group (OCEG) describes itself as “a 

nonprofit think tank that helps organizations drive principled performance by providing 

standards, tools, and resources that enhance corporate culture and integrate 

governance, RM, compliance, internal control and ethics processes.” 

The OCEG integrate the RM, governance, and compliance by developing a 

GRC capability maturity model. This framework of principled performance for the 

organizations is explained in two parts by the OCEG in its two separate publications 

namely ‘Red Book’ and ‘Burgundy Book’. The Red Book explains the principles and 

overview of the GRC capability model. Whereas, the Burgundy book provides in-depth 

assessment criteria and procedures for the evaluation and management of the GRC 

model. 

The outputs assumed from the GRC capability maturity model are boosting 

stakeholder confidence, attainment of corporate objectives, adversity’s reduction, 

prevention, and detection, motivation and stimulation of anticipated conduct, 

preparation and shielding the business, optimized social and economic value, and 

enhancement in efficiency and responsiveness. The ‘GRC Capability Model’ has eight 

elements according to the OCEG Red Book 2.0 and 2.1 versions. These elements are 

organized & oversee, prevent & promote, assess & align, monitor & measure, detect & 

discern, inform & integrate, and respond & resolve. These elements of GRC maturity 

model and their respective components are shown in the figure 2.16. 
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Figure 2.16: GRC Capability Model According to Red Book 2.0 and 2.1  

Source: OCEG (2009) 
 

OCEG announced an update of its Red Book and published the version 3.0 of 

its Red Book in 2015. In the third version of Red Book, the GRC capability maturity 

model is updated and made easier by reducing its number of elements from eight to 

four. This makes the understanding enhanced about the GRC model. The four elements 

of GRC model in Red Book 3.0 are learn, align, perform and review. These GRC 

model’s (Red Book 3.0) elements and their respective components are shown the figure 

2.17. 
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    Figure 2.17: GRC Capability Model Element View According to Red Book 3.0 
     Source: OCEG (2016) 

 

p)  COSO 2004 (Enterprise Risk Management - Integrated Framework)  

Committee of Sponsoring Organizations (COSO) is a private entity set up to 

provide guidelines to the top management and governing bodies for the development 

of standards for the smooth, ethical, effective and efficient business operation 

worldwide. COSO suggests business entities for the implementation of enterprise risk 

management (ERM) to strengthen the risk oversight as well as protecting the 

stakeholder value. The risks faced by the organization are viewed holistically rather in 

silos through ERM process. For the enhancement of understanding and clarity about 

the ERM process, the COSO issued and published the Enterprise Risk Management- 

Integrated Framework in 2004. The COSO (2004) framework defines the ERM process 

as “Enterprise risk management is a process, affected by the entity’s board of directors, 

management, and other personnel applied in strategy setting and across the enterprise, 

designed to identify potential events that may affect the entity, and manage risk to be 
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within the risk appetite, to provide reasonable assurance regarding the achievement of 

objectives.” 

The COSO (2004) ERM framework presents four areas that will strengthen the 

risk oversight of the board in the ERM process.  

• Keep track of the extent to which the ERM activities are implemented by the 

executive management 

• Monitor and review the business risk profile against its risk appetite 

• Be Informed about the most critical risks and keep an eye on the management 

measures about and coping with those risks. 

• Keep track of the risk philosophy and risk appetite 

The purpose of the initiatives taken by COSO through its framework is to 

integrate the risk, strategy, control and governance for the improvement of the business 

performance. The ‘Subsidiary’, ‘Business Unit’, ‘Division’, and ‘Entity Level’ on the 

right face of the cube represents that the ERM process is essential at all levels of the 

organization. Thus, implementation at all these levels is mandatory. The upper face of 

the cube provides four corporate objectives which are: ‘Strategic’, ‘Operations’, 

‘Reporting’, and ‘Compliance’. The corporate activities and operation can be plugged 

into one or more categories of objectives. The front face of the cube provides the phases 

involved in the RMP. These include ‘Internal Environment’, ‘Objective Setting’, 

‘Event Identification’, ‘Risk Assessment’. ‘Risk Response’, ‘Control Activities’, 

‘Information & Communication’, and ‘Monitoring’. These all activities should be 

performed by the management at all levels to make sure the achievement of optimum 

performance for the enterprise. If there is any weak link in the implementation of these 

components, then the occurrence of an adverse event is around the corner and the set 

objectives cannot be achieved as desired. Whereas, the effective implementation of 
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these ERM components will strengthen the capability of the enterprise to take greater 

risks and achieve successful outcomes. The COSO (2004) ‘Enterprise risk management 

- integrated framework’ is presented in the figure 2.18. 

 

Figure 2.18: COSO (2004) Enterprise Risk Management — Integrated Framework 

Source: RIMS (2011) 

The framework has evolved and leading towards enhanced strategic approach 

described as mentioned in the COSO (2009) as “In today’s environment, the adoption 

of ERM may be the most effective and attractive way to meet ever increasing demands 

for effective board risk oversight. If positioned correctly within the organization to 

support the achievement of organizational objectives, including strategic objectives, 

effective ERM can be a value-added process that improves long-term organizational 

performance. Proponents of ERM stress that the goal of effective ERM is not solely to 

lower risk, but to more effectively manage risks on an enterprise-wide, holistic basis so 
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that stakeholder value is preserved and grows over time. ERM can assist management 

and the board in making better, more risk-informed, strategic decisions.”  

q)  FERMA 2002  

The standard FERMA:2002 was developed by the ‘Association of Insurance 

Risk Managers (AIRMIC)’, the ‘Institute of Risk Management (IRM)’ and ‘ALARM’ 

(National forum for risk management).  This standard was adopted by ‘Federation of 

European Risk Management Association (FERMA)’ in 2002.  

The standard laid down the principles and guidelines for the RMP that begin 

with setting corporate objectives and goes through risk assessment, risk evaluation, risk 

reporting, decision, risk treatment, residual risk reporting, and monitoring along with 

formal audit and modification at each phase of RMP. Furthermore, the risk assessment 

phase comprises of four sub-phases which are: risk analysis, risk identification, risk 

description, and risk estimation. 

The FERMA:2002 standard defines risk as “the probability of an event and its 

consequences.” The standard advocates the RM practices should be aligned with the 

law of the land and with the business operations. The standards also laid down the roles 

and responsibilities of the various people and departments for the communication and 

monitoring of risks. Moreover, this standard also categorizes roles for business units, 

the board of directors, RM function and audit department. Like ISO 31000 and 

COSO:2004, this standard also advocates the need of risk monitoring as an iterative 

process at each phase of RM. The FERMA: 2002 RMP is shown in the figure 2.19. 
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 Figure 2.19: FERMA: 2002 Risk Management Process 

                    Source: FERMA (2002) 
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2.5 Risk Management in Pakistani Banks 

The banking sector of Pakistan plays a very pivotal role in the progress of an 

economy due to its development activities. According to the study of Shafiq and Nasr 

(2010), the banks provides a platform to the other businesses and households by giving 

them the required resources i.e. loan, Plant & machinery on lease/hire purchase, 

Factoring services, letter of credit, Bankers guarantee etc. Banks in Pakistan are 

categorized into public, private, specialized and foreign banks and entirely regulated 

by SBP (Bagram, 2010; Almazari, 2011). The ownership of public sector banks 

belonged to the government as it owns more than fifty percent shares in the bank with 

the dual objective of profit maximization as well as social wellbeing. While the private 

banks are under the command of individuals or companies and their sole objective is 

profit maximization. Foreign banks are bound to obey the laws of the host country 

(Pakistan) in which its operations are carried on. On the other hand, the specialized 

banks are under the command of the government and they are incorporated by the 

government to facilitate the various sectors of the economy including agriculture, 

SMEs, industrial sector, and house and building sector. 

2.5.1 Regulatory Evolution of Risk Management in Pakistani Banks 

 The regulatory evolution of Risk Management in banking industry of Pakistan 

during 2003 to 2016 is discussed in the following section and depicted in figure 2.20. 

2.5.1.1 Risk Management Guidelines (2003) 

Similar to global banking industry the local banking industry in Pakistan face 

dynamic challenges in the working environment due to their exposure to foreign 

currency, IR, equity price and various operational deficiencies (Burki & Niazi, 2010). 

SBP, the regulator of the banks in Pakistan, is well aware of the risky environment in 

which the local banks operate and acknowledged that without the strong and stringent 
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RMF and RMP, the survival and continuity of the banks in Pakistan are in danger 

(Ishtiaq, 2015). Subsequently, to address these issues and problems the SBP issued 

guidelines on RM for the banking sector in 2003.  

The RM guidelines issued by the SBP are divided into various risk categories and 

designed and developed in such a way to describe all the necessary actions and 

activities to ensure the strengthening of risk shield of banking institutions of Pakistan. 

The principles set in the guidelines are made to incorporate the already issued standards 

by the Basel Committee (Tahir, 2006). Yet, these guidelines are only the road map for 

the banking institution, not the detailed action plan therefore, banks are responsible for 

the development of the detailed procedures, plans and actions to strengthen the RMF 

and RMP. 

A) General Requirements 

The guidelines regarding RM issued by the SBP in 2003 comprised of a brief 

introduction of risk, RM and detailed discussion on the various risks that prevailed in 

the banking industry of Pakistan (SBP, 2003). These guidelines described the stages 

of RMP comprised of risk identification, controlling & monitoring, measurement and 

assessment. The SBP directs all the banks to ensure compliance with those stated 

guidelines irrespective of their size and complexity. The main points of these 

guidelines and principles are described below: 

Board of directors of the bank has overall responsibility for the RM and they are bound 

to formulate policies according to the various operational areas of the bank. The 

designing and development of the RM plan, strategies, and procedures are the 

responsibility of the top management. All the policies, plans, strategies and procedures 

regarding RM should be duly approved by the BoDs of the bank to register 

transparency and accountability. 
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Figure 2.20: Time Line of Regulatory Evolution of Risk Management in Pakistan 

Source: Author developed from various SBP circulars 
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• The risk assessment is done at the operational level on the basis of bank’s portfolio 

and business lines while the top management is required to use a holistic view in 

measurement and management of various risks faced by the bank. 

• The individuals who are heads of the business lines or portfolios are accountable 

and liable for their actions and decision irrespective of the existence of a separate 

RM function in the bank. 

• The quantification, reporting and management and mitigation of every risk are 

necessary. 

• The establishment of a separate RM function/unit is required regardless of the risk 

acceptors and ensures responsibility for their actions. The RM function runs the 

stress tests to judge the impact of various economic variables and systemic shocks 

on the bank’s portfolio. 

• The guidelines bound the banks to develop contingency plans in case of unforeseen 

or catastrophic events. 

B) Guidelines on Credit Risk 

The credit risk management (CRM) guidelines made the board of directors 

liable for scrutiny of the credit risk policy and accept those credit policies and 

procedures which are helpful in strengthening the credit RMF according to loan 

portfolio of the bank. According to the credit risk guidelines, the top management is 

not only responsible and liable for the designing and development of the credit risk 

plans, strategies, procedures, and systems but also for establishing a sound platform 

for the evaluation, controlling and monitoring of credit risk. 

The banks are required to establish a separate capable CRM function/unit 

according to the size and complexity of the credit portfolio of the bank.  The prime 

importance is given to the credit origination function and banks are bound to develop 
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such intelligent systems to analyze the borrower’s financial health and lender’s ability, 

intention and creditworthiness. Furthermore, to strengthen the credit RMF 

establishment of credit administration function is mandatory.  This function/unit is 

responsible for the alignment of activities with the written policies and procedures, the 

compliance of loan covenants and maintaining the proper loan documentation. The 

credit risk guidelines motivate the bank to take steps in the establishment of internal 

credit rating systems and assign them according to the risk profile of the individuals. 

The banks are bound to prepare individual, consolidated and sector wise credit 

reports for the credit portfolio held by them. The banks are directed to design strategies 

and action plans to cater the problem loans in the market. 

C) Guidelines on Market Risk 

According to the market risk guidelines, the board of directors is bound to 

oversee the market risk profile of the bank and the top management is responsible for 

the designing and development of such a strong market RMF that could deal with the 

probable losses incurred due to adverse fluctuations in the value of IR, foreign 

currency and equity or commodity prices. The market RMF should be developed 

according to the size, complexity, and scope of the bank and consistent with the 

procedures, strategies, systems to monitor, measure, mitigate or control the market 

risk. 

The market risk guidelines implied that the banks should establish an 

independent market RM function. This market RM unit is scrutinizing the operations 

of the treasury front office by developing mechanisms for identification, measurement, 

assessment and analysis of the market risk. The market RM unit directly report to the 

top management about the market risk inherent in the treasury operations. 
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The guidelines also recommended that the banks should employ various 

techniques from advanced market risk models to simple gap analysis as per their own 

operational needs. Finally, the guidelines direct the banks to develop adequate control 

mechanisms i.e. FX exposure limits or sector wise equity investment limits to limit the 

market risk and employed periodic reviews and audits to set a check and balance on 

market risk. 

D) Guidelines on Liquidity Risk 

The liquidity risk guidelines suggest that the proper procedures, mechanism, 

and systems must be developed by the top management so that liquidity risk can be 

identified, evaluated and controlled properly. The effective liquidity RM cannot be 

done unless the bank has knowledgeable board, intelligent system, process and 

procedures, well skilled top management and qualified and trained staff. The 

guidelines recommend that there should be a solid and sound organizational structure 

in the banks to properly monitor the liquidity risk. 

The effective liquidity management framework should be developed not only 

on the basis of overall liquidity exposure but also considering the individual liquidity 

exposure of the various types of deposits in the banks. To ensure the effective liquidity 

management framework, the SBP risk guidelines instruct the banks to periodically to 

do the cash flow analysis under different market scenarios and keep an eye towards 

the liquidity shortfall in the future periods. In order to strengthen the liquidity 

management framework, the SBP risk guidelines recommend to the banks to develop 

effective MIS, emergency funding plans, and liquidity risk limit.  
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E) Guidelines on Operational Risk 

The SBP operational risk guidelines instruct the banks to anticipate the 

operational risk in their banking operation due to inefficient information systems, 

incompetent people, weak controls and procedures, ineffective internal processes and 

external events. The board of directors are instructed to ensure that the top 

management has designed and developed the efficient and effective system, controls 

and procedures to minimize the operational risk. The guidelines recommend that the 

board of directors should be responsible for the establishment of tolerance level of 

operational risk in the bank. 

For the development of effective operational RMF, the banks are instructed to 

apply all the six principles irrespective of their size and complexity. Moreover, the 

senior management is made responsible for the effective communication of the set 

policies and procedures and down to the bottom line staff and ensuring the proper 

training of banking personnel. The guidelines bound the banks to timely disclose the 

information to ensure the detection and prevention of operational risk through the 

appropriate organizational structure. 

2.5.1.2 Financial Derivatives Business Regulations (FDBR) (2004) 

SBP (2004) issued the FDBR to smoothen the transactions relating to 

derivatives. Prior to these regulations, the banks have to get approval from the SBP 

each time if they want to enter into derivative transactions. The purpose of issuance of 

FDBR is to develop an over the counter (OTC) derivative market in Pakistan. These 

FDBR outlines the eligibility criteria for the banks to become an Authorized Derivative 

Dealer (ADD) or Non-Market Maker Financial Institution (NMI).  Those ADDs or 

NMIs are authorized to carry out the interest rate swaps (IRS), cross-currency swaps 

(CCS), forward rate agreements (FRAs) and foreign currency options (FXO) derivative 
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transactions. For the transactions other than these prescribed derivative transactions, 

the ADDs or MMIs must get prior permission from the SBP. In the 2004 to 2016 period, 

six banks (SCB, HBL, UBL, Faysal Bank, Citi Bank and Deutsche Bank)  have become 

ADDs and one bank (Bank of Tokyo-Mitsubishi UFJ Ltd) become NMI in Pakistan. 

The FDBR also specifies the details regarding the IRS, CCS, FRAs and FXO 

transactions. 

2.5.1.3 Guidelines on Country Risk (2004) 

SBP (2004) issued guidelines on country risk to provide direction to the 

banks/DFIs. Although, the cross-border exposure of Pakistani banks was limited at that 

time but impact and implications of country risk cannot be ignored and the need of 

country RM was there even at that time. The banks/DFIs are instructed to follow these 

guidelines to manage the on and off-balance sheet cross-border exposures. As these 

country risk guidelines are very flexible, so banks/DFIs are advised to follow these 

guidelines according to their size and complexity of transaction in cross-border 

transactions.  

In these guidelines on country risk, the importance of the country RM is 

addressed due to international lending or on balance sheet activities (e.g. placements, 

investments etc.) or off-balance sheet activities (e.g. letter of credit, FX contracts, 

bonds/guarantees etc.) by the banks/DFIs. Any political, economic change or an event 

in the foreign country will negatively impact the country exposure of the bank/DFI. The 

guidelines explained three types of country risk which are: sovereign risk, contagion 

risk, and transfer/convertibility risk. Moreover, these guidelines outlined the elements 

of country RM. The BoDs and executive management roles and responsibilities in 

country RM are outlined. The BoDs are responsible for the defining the country’s risk 

tolerance and risk appetite according to the cross-border exposures. Furthermore, BoDs 

https://www.google.com.pk/search?espv=2&biw=1093&bih=530&q=deutsche+bank&spell=1&sa=X&ved=0ahUKEwit-MbZgrzRAhWEKcAKHSg2BNEQvwUIFCgA
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are responsible for the development of adequate country RMF according to the level of 

their cross-border exposures. The executive management is responsible for the setup of 

policies and procedures for the management of country risk and providing the adequate 

resources to the risk personnel. 

These guidelines provide the necessary policies and procedures for the effective 

and efficient management of country risk. The policies and procedures included clearly 

setting out the roles and responsibilities and their distinct segregation, establishing 

internal or external rating system, the setting of risk tolerance limits, relevant 

instruments, and activities and country risk reporting mechanism. These guidelines also 

advised the banks to develop a management information system to generate such 

reports which assist the BoDs in decision making. Lastly, the role of the internal control 

mechanism and internal audit is explained to conduct transparent and reliable 

management of country risk. 

2.5.1.4 SBP Introduce Submission of Institutional Risk Assessment 

Framework (IRAF) (2004) 

The concept of ‘Institutional Risk Assessment Framework’ (IRAF) was 

introduced by the SBP (2004) to review the banks/DFIs in Pakistan. The four areas 

covered under the IRAF are: ‘supervisory and regulatory information’; ‘compliance 

with standards, codes and guidelines’; ‘market information and intelligence’; and 

‘financial performance and condition’. The self-assessment of banks/DFIs is done by 

the SBP through the development of nine questionnaires according to the Prudential 

Regulations (PRs). 

The nine questionnaire prepares for the self-assessment of the banks/DFIs under 

IRAF are related to prudential regulations for consumer financing, corporate 

governance, SME financing, microfinance banks, agriculture financing, banks, Shariah 
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compliance of IBs, guidelines for internal controls and a questionnaire on RM 

guidelines. 

According to the SBP, the BoDs of the respective banks/DFIs are responsible 

for the filling of these questionnaires and submission to the SBP’s Banking Inspection 

Department (BSD) on a semi-annual basis. The deadlines are June 30th and December 

31st of each year. In the case of foreign banks, the responsibility of filling and 

submission of these IRAF questionnaires lies with the country manager of the 

respective bank.   

2.5.1.5 Guidelines on Internal Controls/ICFR (2004) 

The evolvement of the financial sector at the international and domestic level is 

due to good corporate governance and effective and efficient RM in the banking sector. 

The ideal RMF is incomplete without effective internal control (IC) system. An 

adequate system of internal controls will protect the profitability from forgeries, frauds 

and operational losses as well as organizational assets. Moreover, it helps in the 

generation of financial and management reports and also in compliance function. Last 

but not the least it helps in creating stakeholders’ value. 

For the adoption of robust RM practices, SBP (2004) prepared guidelines on 

internal control for the encouragement of banks/DFIs. According to these guidelines, 

the banks/DFIs are bound to develop a system of internal control according to their size, 

complexity of operations. That system of internal controls should reduce the risk hidden 

in the activities and capable of generating a response to any drastic movement in the 

business and economic environment. The guidelines start with the introductory 

statements about internal controls (ICs) followed by its objectives, role of the key 

players, implementation, reporting and evaluation of ICs. The guidelines have the 

following features: 
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a) The three objectives set out for internal controls are compliance, information, and 

performance. ICs for RM, operational efficiency, and asset protection are meant to 

serve the performance objective. While ICs for ensuring adequacy of disclosure 

and recording accuracy are set out to achieve information objectives. Whereas the 

ICs for ensuring alignment with the internal policies, law, and regulations are set 

out to achieve the compliance objective. 

b) The organizations have to follow some universally accepted control principles 

irrespective of their nature, complexity, and size of business in order to develop an 

internal control framework. These principles are: ‘internal controls’ coverage to 

all business activities’, ‘segregation of duties at various levels’, ‘clearly defined 

authorization and approval powers’, ‘periodic review and reconciliation’, 

‘existence of physical controls’, ‘continuous training and supervision of staff’ etc. 

c) First of all, the identification and understanding of IC system’s components are 

essential for the development of IC framework. Primary components are risk 

assessment; accounting, information, and communication systems; control 

environment; monitoring or self-assessment; and instituting control.  

d) Although all the employees are responsible for the implementation of IC system 

in the organization but the ultimate responsibility lies with the BoDs of the 

respective organization. The BoDs is responsible for the occurrence of an effective 

and efficient IC system while the executive management is responsible for the 

development of designing and functioning of IC system. The internal audit is 

responsible for the evaluation and monitoring of the IC system while the evaluation 

of the IC system with respect to performance, design, and understanding of the 

management regarding IC system adequacy is the responsibility of the external 
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auditor. While the responsibility of reviewing and compliance with the relevant 

laws, guidelines and regulations lie with the regulator. 

e) For the implementation of ICs, there is no universal model exist for ICs as every 

organization has a difference in nature, scope, risk exposure and size and 

complexity of its business operations. But the minimum requirement for the 

implementation purpose from the organization is that this process must have the 

participation of BoDs, audit personnel, executive management, audit committee, 

and other key players. These key players should make comparisons of the current 

IC system with the current best practices and identify shortcomings. Moreover, 

these players should assess the organization culture, business environment, and 

key players to ensure the effective functioning of the IC system. 

f) The evaluation of the IC system involves the detection of loopholes/errors in the 

existing system and reduce deviation from the guidelines, policies, and laws. 

Moreover, the evaluation process should recommend improvements in the existing 

IC system. The evaluation process is done by internal auditor, supervisor and 

external auditor employing different techniques according to the objectives of their 

evaluation. 

g) The last portion of the guidelines emphasizes on the reporting of the ICs as these 

reports portray the understanding of the BoDs, auditors and executive management 

regarding effectiveness and robustness of ICs in relation to the activities of the 

organization. 

All the banks/DFIs are bound to submit a report on ICs regarding the 

implementation and development of these guidelines on the semi-annul basis. 
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2.5.1.6 Enhanced Financial Statements Disclosure Requirement for Risk 

Management Framework and Statement of Internal Controls (2005) 

The SBP (2005) instructed the banks/DFIs to enhance the disclosure 

requirements for RM and internal controls. According to the instructions, the 

banks/DFIs are bound to include in their directors’ report a detailed paragraph under 

the heading ‘Risk Management Framework’ in their annual reports effective after 31st 

December, 2004. The paragraph regarding RM should include the following details: 

a) The broader plan about the alignment of their activities with the RM guidelines 

issued by SBP. 

b) The implementation progress for the RM guidelines should be mentioned through 

specifying the details and status of the steps taken in the plan of the bank.  

c) There should be a time frame mentioned for the plan through which the full 

compliance to RM guidelines can be achieved. 

During the on-site inspections, the SBP inspectors will validate/cross-check the 

disclosure made in the Director’s report. 

2.5.1.7 Decision for Adoption of Basel II – Roadmap (2005) 

A new capital adequacy framework was finalized by BCBS on June 26, 2004 

commonly known as Basel II. This framework made for capital allocation is more risk 

sensitive than Basel I. The range of approaches for capital allocation against operational 

and credit risk has been widened as it begins from the simple approach and end up in 

more advanced and complex methodologies. Besides, another requirement for the 

banks/DFIs is to develop an effective and robust RMF that is adequate in relation to the 

complexity, nature, and size of the business. To achieve this objective, the vigilant role 

of the regulator is suggested by the Basel II. Moreover, the Basel II envisages a 

requirement for a comprehensive disclosure in relation to the bank’s adopted approach 

for capital allocation in order to strengthen the market discipline and increase the 
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transparency. This Basel II framework for capital adequacy is expected to be a future 

need and it is anticipated to be adopted by most of the economies and will take the form 

of a benchmark for the banks in terms of assessing the capital adequacy. Therefore, 

assessing the need of the time like some other economies the SBP has taken necessary 

steps and decision is taken in favor of the adoption of Basel II for Banks in Pakistan. 

The banks/DFIs are instructed to designate a senior officer which may be a CFO or 

Head of Risk or Chief Credit Officer for the undisrupted and smooth transition from 

Basel I to Basel II capital adequacy framework which is more risk sensitive. The 

banks/DFIs were directed to develop an appropriate setup and send the details of the 

Basel II coordinator to the SBP before 31st May, 2005. 

The present SBP (2005) circular provides only a roadmap and directions which 

are necessary to begin work in respect of Basel II adoption. While the detailed rules 

and guidelines regarding capital adequacy requirement for Basel II will be prepared and 

issued by the SBP in the due course of time. 

The Basel II framework comprises of three pillars; the first pillar addresses the 

‘Minimum Capital Requirement’; the second pillar relates to ‘Supervisory Review 

Process’ and the third pillar explains the ‘Market Discipline’ for the banks. Under the 

pillar one, three distinct options are offered for credit risk and additional three for 

operational risk for the assessment of capital. The options available for credit risk are 

‘Standardized Approach’, ‘Foundation Internal Rating Based Approach’ and 

‘Advanced Internal Rating Based Approach’. While the three approaches available for 

operation risk are ‘Basic Indicator Approach’, ‘Standardized Approach’ and ‘Advance 

Measurement Approach’. Moreover, there is no change in capital requirement for 

market risk so the banks/DFIs are directed to follow the same approach as they are 
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using under Basel I. The SBP prescribe a timeframe for the adoption of Basel II as 

follows: 

a) Basic Indicator/ Standardized Approach’ for operational risk and ‘Standardized 

Approach’ for credit risk from 1st January, 2008. 

b) The ‘Internal Rating Based (IRB) Approach’ from 1st January, 2010.  

The SBP roadmap directed the banks/DFIs to adopt a simultaneous run of 1.5 

years for ‘Standardized Approach’ and two years for IRB approach begin from July 1st, 

2006 and January 1st, 2008 respectively. The time period is finalized with the consensus 

of the Presidents/CEOs of all banks/DFIs. The SBP instructed the banks to develop 

plans mentioning the approach they are likely to use with the justification of adoption 

of the approach. These plans should be made keeping in view the RMF, risk assessment 

approaches and the policies for capital allocations.  The plans should specify the hurdles 

in the adoption of Basel II and also the necessary action required to bridge those gaps 

and shortcomings. Moreover, the banks are instructed towards the required action plan 

along with the time period which explains the overall activities to be done for the proper 

implementation of the Basel II requirements. These internal plans should be sent before 

30th June, 2005. 

           Lastly, it is mentioned that this is the only roadmap for the adoption of Basel II 

the detailed policies, guidelines would be issued subsequently but the SBP advised the 

banks to review the BIS document on adoption of Basel II and make necessary 

arrangement and preparation for the adoption of Basel II in the specified time period. 

2.5.1.8 Guidelines on Stress Testing (2005) 

The various risks are measured, controlled and monitored in order to safeguard 

the financial health of the banks/DFIs. For achieving the desired level of financial 

health, the banks and other institutions are in pursuit of applying various tools and 
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techniques to cater the drastic effects of various types of risk to which they are exposed. 

One such technique applied by the financial institution is stress testing which is used to 

predict the variation in the value of the portfolio and assess risk exposures throughout 

the financial institution by applying various risk factors. 

Therefore, in the pursuit of strengthening the RMF of the banking industry of 

Pakistan, the SBP (2005) takes a step forward by preparing and issuing guidelines on 

stress testing for the banks/DFIs of Pakistan. As banking industry in Pakistan comprises 

of banks with different size, the complexity of their operation, skill level and available 

resources, thus the stress testing model initially focuses on ‘Simple Sensitivity 

Analysis’. But as the knowledge level, skill level and resources of the Pakistani banking 

industry matures and a large pool of risk data is available then this simple model will 

be refined with advanced techniques of sensitivity analysis.  

The SBP directs all the banks/DFIs to conduct stress testing on a semi-annual 

basis and submit the stress testing report to the ‘Banking Supervision Department of 

SBP before June 30th and December 31st of each year. 

2.5.1.9 Enhanced Guidelines on Internal Controls (2006) 

The SBP instructed the banks/DFIs through its IC guidelines issued in 2004 that 

they have to attest their Statement of IC from the external auditors. But through its 

circular in 2005, this requirement of attestation is deferred for one year till December 

31, 2005. Now, SBP (2006) decided on the request of ICAP and Pakistan Banks’ 

Association (PBA) that an additional one-year time is given to the banks/DFIs to 

comply with the requirements of the ICs, so the effective date for implementation of 

ICs becomes December 31, 2006. During that additional one-year time the banks/DFIs 

are required to comply with the requirement of ICs issued in 2004 and also with some 

additional requirements as well, which are given as follows: 
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1 The banks/DFIs are instructed to provide full access to the external auditors to 

facilitate them in judging that the particular has an adequate IC system. The 

external auditors may be provided with the progress report showing the compliance 

status with the IC guidelines. But sharing the progress report in this manner does 

not mean that the external auditors do not have to check the IC system themselves. 

The bar of responsibility remains on external auditors for the checking of 

compliance with IC guidelines and they have to employ various methods and 

procedures to ascertain that the BoDs and executive management report correctly 

in their annual report regarding internal controls. 

2 The banks/DFIs can take an idea and help from any already established 

international IC framework or best practices for the development of their own 

system of ICs. The proper documentation of IC system is necessary for banks/DFIs 

and they are bound to share this documentation to the SBP’s inspectors and 

external auditors for the review purpose. 

3 The attestation of the statement of IC by the external auditors is done only if the 

respective institution has an adequate system of ICs. 

4 The management of the institution is not only bound to give evaluations on their 

existing system of ICs in the annual report but also state their future plans and 

report rectification timings of shortcoming in the system of ICs. 

2.5.1.10 SBP Basel II Framework (2006) 

In 2005 the roadmap of implementation of Basel II was given by the SBP and 

detailed guidelines on Basel II was in pipelines. The SBP (2006) issued detailed 

guidelines for the adoption of Basel II in which various approaches relating to Pillar 1 

for calculating CAR under market, operational and credit risks are discussed in detail. 

The detailed guidelines and instructions are as follows: 
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a)  Basel II adoption timeframe for the banks/DFIs of Pakistan are as under: 

i) January 1st, 2008 will be the effective date for ‘Standardized Approach’ for credit 

risk. 

ii) January 1st, 2010 will be the effective date for IRB approach for credit risk. The 

banks/DFIs who are willing to adopt IRB approach before the effective date are 

directed to approach SBP for prior approval. 

iii) January 1st, 2008 will be the effective date for adoption of either ‘Basic Indicator 

Approach’ or ‘Standardized Approach’ for operational risk. At present, the 

‘Advance Measurement Approach (AMA)’ is not available for adoption. The 

timeframe for the introduction of AMA is decided after monitoring the readiness 

of the banks/DFIs and after taking a suggestion from the PBA. Nevertheless, the 

SBP is encouraging the banks/DFIs to seek guidance for the international standards 

and be ready for the early adoption of the advanced techniques.  

iv) The availability of ‘Internal Model Approach’ for market risk is only for those 

banks/DFIs which have adopted Advanced IRB or Foundation Approaches. 

v) The SBP directed the banks/DFIs to adopt a simultaneous run of 1.5 years for 

‘Standardized Approach’ and two years for IRB approach begin from July 1st, 2006 

and January 1st, 2008 respectively. The banks/DFIs are instructed to submit a 

statement on the calculation of CAR on a quarterly basis within 30 days of the end 

of each quarter. The calculation of CAR is required with two methods i.e. first 

according to the present circular of 2006 and the second one is according to the 

BSD Circular No. 12 dated 25th August, 2004. 

b) The banks which are interested in adoption of IMA for market risk and Advanced 

IRB or Foundation Approach for credit risk are required to reach SBP to get the 

prior permission for these approaches. 
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c) In the present guidelines on Basel II, some examples are given by taking some 

exposure/product type for the facilitation of banks/DFIs but these examples should 

not be misinterpreted in a way that these products/exposures can be launched 

without getting prior approval from SBP. Therefore, if the banks are interested in 

launching those products then they must make sure that these products are not 

coinciding with the existing rulings of the SBP and then they should approach the 

SBP for the approval of the launch of these products. 

d) The MCR and CAR requirement mentioned in BSD Circular No. 6 dated 28th 

October, 2005 must be followed by the banks/DFIs.  

2.5.1.11 Guidelines on Internal Credit Risk Rating Systems (2007) 

The basis for effective RM is adequate risk identification and risk measurement. 

The banking industry is facing various financial risk but the most crucial risk for this 

industry is credit risk so there should be a proper system in place for the credit risk 

identification and measurement at every level. For the development of a robust credit 

RM system, there should be an assessment mechanism for the counterparty’s ability to 

pay credit obligation in every bank. For this purpose, a credit rating system is used in 

the banks through which creditworthiness of a party is evaluated. The significance of 

this assessment mechanism is so much that it is vital for every financial institution to 

develop a sound risk rating system to safeguard the financial health of the institution 

and empowers the RMF. 

The SBP understands the significance of internal credit risk rating systems for 

banks. In order to reinforce the existing RMF in banks/DFIs, the SBP (2007) issued 

guidelines for ‘Internal Risk Rating Systems’ which also supplement the risk guidelines 

already issued in 2003.  
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1 The banks/DFIs are given free hand in the adoption of any rating 

systems/techniques/methodologies according to their complexity of operations, the 

size of the bank and clientele base and use multiple grades according to their 

requirements. Nevertheless, the banks are required to map their ratings according 

to the grades mentioned by the SBP in these guidelines for reporting purposes to 

the SBP. 

2 Banks/DFIs are instructed to formulate an ‘Internal Credit Risk Rating’ policy with 

the approval of the BoDs and develop an adequate risk rating framework. 

Moreover, this policy may supplement the RM or credit risk policy. The banks are 

bound to develop Obligor Ratings and rate all exposure as per ‘Internal Credit Risk 

Rating’ policy before June 30, 2008. 

3 Developed Policy should be submitted to the SBP’s BSD before June 30th, 2008. 

The banks are required to map their ratings according to the grades mentioned by 

the SBP in these guidelines for reporting purposes in their eCIB reporting in 

IBRATING filed from July 2008. 

4 The banks/DFIs are advised to formulate their system as soon as possible to start 

Facility Rating. Moreover, they are instructed to submit a plan highlighting the 

activities along with timelines for the formulation of Facility Rating System before 

March 31st, 2008. 

5 Eventually, the purpose of this activity is to align the ‘Internal Risk Rating 

Systems’ of Pakistani banks as per IRB approach of Basel II. 

2.5.1.12 MCR (Minimum Capital Requirement for Basel II) Disclosure 

Requirements (2007) 

The SBP (2007) provided the formats of reporting the CAR of the banks/DFIs 

as per parameters mentioned in the detailed guidelines for the implementation of Basel 
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II issued in 2006 by the SBP. These issued formats comprise of ‘Standardized and Basic 

Indicator Approach’ for operational risk and ‘Standardized Approach’ for both market 

and credit risks. SBP instructed the banks to prepare individual as well as consolidated 

reports on the calculation of CAR simultaneously and submit within 30 days at the end 

of each quarter of each year. The banks/DFIs are suggested to keep on calculating CAR 

on the basis of SBP’s guidelines issued in 2004 and quarterly submission of calculated 

CAR results is mandatory. 

2.5.1.13 Risk Management Guidelines for Islamic Banks (2008) 

The RM guidelines for the assistance of the conventional banks and DFIs were 

issued by the SBP in 2003. But the Islamic banks (IBs) are lacking in assistance and 

guidance for the development of RMF specific to the Islamic banking industry needs. 

Therefore, the SBP (2008) developed and issued the RM guidelines specific to IBs in 

order to bridge the gap in terms of RM. The guidelines developed by the Islamic 

Financial Services Board (IFSB) known as ‘Guiding Principles of Risk Management 

for Institutions offering Islamic Financial Services’ serve the basis for the formulation 

of SBP’s RM guidelines for IBs.  IFSB’s RM guidelines are adopted by the SBP 

according to the local Islamic banking industry needs. These RM guidelines for IBs 

supplements the already issued RM guidelines (2003) by the SBP and IBs are instructed 

to follow both the RM guidelines for compliance purpose.  

These RM guidelines consist of fifteen principles for the formulation and 

implementation of a robust RMF for IBs. these principles are drawn from discussions 

on the practices of Islamic Financial Industry. These RM guidelines offer assistance for 

various categories of risks. Moreover, the fifteen principles offered by these RM 

guidelines are applicable to six risk categories which are: market risk, credit risk, 

operational risk, liquidity risk, the rate of return risk and equity investment risk. To 



85 

illustrate the management of each risk, the RM practices are explained using various 

examples related to IB financing modes and different roles performed by IBs. 

These guidelines play a pivotal role in strengthening the RM regime in Pakistan 

by identifying various risks specific to IBs and providing various techniques to cope 

with those risks. As the IBs are in their introductory phase, therefore SBP has the point 

of view that these IBs should have a robust RMF right from the start. Hence, theses RM 

guidelines are issued specific to the RM needs of IBs in Pakistan and these RM 

guidelines are so flexible that these can be molded by the IBs according to their size 

and complexity of operations. 

2.5.1.14 Guidelines on ICFR Reporting (2008) 

In SBP’s guidelines on Internal Controls (2004), the para 7(c) states that 

requirement that the banks/DFIs are bound to get their statement of ICs from the 

external auditors and report the BoDs endorsements related to the effectiveness of the 

ICs which are related to financial reporting. The implementation of this requirement 

was deferred initially for one year then again deferred for an additional one year due to 

the suggestion of the PBA and Institute of Chartered Accountants of Pakistan (ICAP). 

In 2008, SBP get a suggestion from the PBA on which it had been decided that there is 

a need to amend the para 7(c) of the IC guidelines and give more time to the banks/DFIs 

and auditors so that they can prepare themselves to be ready for the compliance of the 

amended requirements of IC guidelines. The SBP (2008) made the following 

amendments in the guidelines of ICs and timeline are as follows: 

a) In the revised guidelines of ICs (2008) the para 7(c) has been substituted with the 

para 7.1 as under: 

        “7.1 Opinion of Statutory Auditors In the annual financial statements, the 

statutory auditor(s) of a Bank / DFI are required to give their opinion and report 
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on Board’s endorsement regarding the efficacy of Bank / DFI’s internal controls 

over financial reporting (ICFR). The statutory auditor(s) may follow the available 

best international practices to discharge this responsibility.” 

b) The December 31st, 2008 will be set the effective date for the banks/DFIs to 

comply with the requirements of the para 7.1 of the revised guidelines on ICs 

(2008). 

The BoDs of the banks/DFIs are bound to define the roles and responsibilities 

of CFO, CEO and audit committee in order to achieve full compliance with the ICFR 

(2008) guidelines and monitor the progress of the compliance as well.   

2.5.1.15 Stringent Requirements for Tier-1 Capital (2008) 

Keeping in view the implementation guidelines of Basel II (2006), the SBP 

(2008) issued further stringent requirements for Tier-1 Capital. According to the new 

instructions, the calculation of MCR for the eligible regulatory capital is done by 

deducting the B.V of intangible assets brand, software etc. along with the goodwill from 

the Tier-1 capital. In order to do so, section 1.3.5 ‘Capital Deductions’ of the guidelines 

on the implementation of Basel II (2006) is decided to be amended. Furthermore, the 

heading 1.8 ‘Book value of Goodwill’ is replaced by ‘Book value of Goodwill and 

Intangibles’ for the reporting of ‘Standardized Approach’ for Basel II in the CAP-1 

sheet. 

2.5.1.16 Guidelines on Internal Capital Adequacy Assessment Process (ICAAP) 

(2008)  

In the implementation guidelines of Basel II (2006), the SBP instructed the 

banks/DFIs to establish a capital adequacy assessment process on a continuous basis 

with respect to their risk profile and formulate a strategy for sustaining capital levels. 

To further assists the banks/DFIs in the establishment of an assessment process the SBP 
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developed and issued ‘Guidelines on Internal Capital Adequacy Assessment Process 

(ICAAP)’. These ICAAP guidelines supplement the already issued guidelines on Basel 

II implementation (2004). The main features of the these ICAAP guidelines are as 

follows: 

1 In the light of these ICAAP guidelines, the banks are advised to develop a robust 

and adequate assessment process for capital adequacy. The SBP gives the 

flexibility to the banks/DFIs in the adoption of any assessment methodology for 

capital according to their nature, the complexity of operations and size. The 

documentation of the assessment process is mandatory for the banks/DFIs and 

must be included as part of their strategic decision-making process. 

2 SBP instructed the banks/DFIs to prepare a report on the key findings of ICAAP 

and submit this report to the SBP’s BSD before April 30th, 2009. SBP declared the 

ICAAP as a continuous activity and it must not be treated as a periodical activity. 

2.5.1.17 Revision of MCR Framework under Basel II (2009) 

Through the MCR Framework under Basel II (2007) guidelines, SBP instructed 

the banks/DFIs to submit quarterly reports on the calculation of CAR. Later on, the 

SBP (2009) issued the revised MCR Framework under Basel II (2009) in which 

banks/DFIs are instructed to submit annual statements on the calculation of CAR in the 

individual as well as a consolidated basis under Basel II duly verified by external 

auditors. The annual statements on the calculation of CAR should be according to the 

latest format and submit to the SBP’s BSD within three months after the end of 

accounting year. 
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2.5.1.18 Revised Timeline for mandatory ICFR Reporting (2009) 

SBP guidelines on ICs (2004) are amended initially through revised guidelines 

on ICs (2008) by the SBP. Now once again a revision is made in the ICFR reporting 

timeline through SBP (2009) circular on ICFR Reporting. The decision has been made 

by the SBP that the ‘Opinion of Statutory Auditors on ICFR’ requirement mentioned in 

para 7.1 of the revised guidelines on ICs (2008) has been made voluntary for the year 

ended December 31st, 2008 but it will take a mandatory status from the year ended 

December 31st, 2009. Moreover, a roadmap on the compliance of these guidelines 

should be developed and submit to the SBP till 31-03-2009. In the roadmap, all the 

steps should be mentioned in such a clear-cut way that the banks/DFIs become 

successful in achieving the requirement in true spirit by 31-12-2009. For the assistance 

of the banks/DFIs for the preparation of the roadmap, the guidance can be taken from 

the format given in the guidelines. 

2.5.1.19 Enhanced Customer Due Diligence (CDD) Measures (2009) 

The SBP (2009) decided to replace the paragraph (e) of ‘Prudential Regulation 

M-2’ with the following new paragraph: 

“(e) Banks / DFIs shall not allow personal accounts to be used for business purposes 

except proprietorships, small businesses and professions where constituent documents 

are not available and the banks / DFIs are satisfied with KYC profile of the account 

holder, purpose of relationship and expected turnover of the account keeping in view 

financial status & nature of business of that customer.” 

2.5.1.20 Guidelines on Internal Control over Financial Reporting (ICFR) (2010) 

The SBP (2009) decided it is mandatory for the banks/DFIs that their respective 

President/CEO submit the ICFR review report before October 31, 2010 for the quarter 
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ended September 30, 2010. Moreover, the ICFR report should be duly approved by the 

BoDs or audit committee. The ICFR review report should contain comprehensive 

details about all the phases of ICFR roadmap along with identified gaps, controls testing 

results and remedial measures. Furthermore, an amendment is made by instructing the 

statutory auditors of the respective banks/FDIs should submit a ‘Long Form Report’ to 

the SBP’s BSD before March 31, 2011 for the year ended December 31, 2010 through 

the management of the banks/DFIs instead of giving their ICFR opinion in the annual 

financial reports. SBP instructed the CEO/Presidents to strictly comply with the 

mentioned timelines. 

2.5.1.21 Eligibility Criteria for Use of External Ratings in Basel II (2010) 

A clarification is given by the SBP (2010) in relation to the section 2.3 of the 

MCR instruction (2006) about the term ‘Solicited Rating’. The clarification states that 

the term ‘Solicited Rating’ means that the entity being rated initiates a request for rating 

under a contract between entity being rated and rating agency. The eligibility criteria 

for the Solicited rating is given as follows: 

1 All the necessary information for the rating purpose must be provided to the rating 

agency. 

2 That rating agency should have the authority to assign ratings. 

3 Public disclosure of the assigned rating is mandatory. 

In case the rating agency is chosen among SBP approved international rating 

agencies then the condition to have a formal agreement between entity being rated and 

rating agency is not required but public disclosure of rating is mandatory. SBP 

instructed the banks/DFIs to utilize only the services of the recognized ‘External Credit 

Assessment Institution (ECAIs)’ for the assigning of solicited rating under capital 

adequacy but the rating must comply with the following requirements: 
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a) The public disclosure of ratings is mandatory for ECAIs along with its profile 

history. 

b) The rating duty must be assigned 15 months earlier to the rating agency. 

c) There should be a monitoring mechanism in the banks/DFIs to interpret the 

variations in ratings due to downgrade, withdrawals and upgrade for adequate 

CAR reporting. 

2.5.1.22 Enhanced Prudential Regulations for SMEs (2011) 

The SBP (2011) reviewed the existing PRs for SMEs and take an initiative by 

developing separate PRs for SMEs for the betterment of the SMEs sector. Credit 

Guarantee Scheme (CGS) was launched for risk sharing (up to 40%) with banks to 

encourage the banks to lend money to neglected sectors. Around Rs.925 million had 

been distributed among SMEs and SBP was sharing the risk of around Rs.392.5 million 

with commercial banks to facilitate lending to the neglected areas. 

2.5.1.23 AML/ CFT Regulations (2012) 

The SBP (2012) has issued guidelines on Anti-Money Laundering/ Combating 

the Financing of Terrorism (AML/CFT) regulations to cope with the risks and 

challenges due to the financing of terrorism and money laundering. SBP revises the 

existing rules and regulations M-1 to M-5 of PRs on corporate/commercial banking 

with these AML/CFT regulations. The effective date of these regulations was October 

31st, 2012. 

These regulations supplement the already issued requirements under Basel Core 

Principles, AML Act 2010, other steps initiated in this regard by the banks/DFIs, the 

recommendation of the ‘Financial Action Task Force (FATF)’ or other standards 

developed by the international bodies. The SBP instructed the banks/DFIs to strengthen 
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their ‘Risk Based Approach’ (RBA) by adopting these AML/CFT guidelines on RBA. 

Moreover, a provision is given to the banks/DFIs that they can seek guidance from any 

globalIstandards, Basel Core Principles, FATF’s recommendations and best practices 

papers. The banks are bound to align their AML/CFT policies according to the issued 

regulations on AML/CFT. 

2.5.1.24 Enhanced ICAAP Guidelines (2012) 

In reference to the SBP’s BSD Circular (2006) on the implementation of Basel 

II and SBP’s BSD Circular (2008) on Guidelines on ICAAP, the banks/DFIs submit 

their first ICAAP report which varied in format and length so there emerged the need 

of standardization of ICAAP reporting template. The reason of standardization of 

ICAAP reporting template is to get a standardized response on the ICAAP from the 

banks to achieve consistency among the banks in terms of elements of ICAAP 

document. The SBP (2012) directed the banks to report the progress of ICAAP 

according to the standardized format which covers almost all essential matters in 

relation to SR&EP. Thus, this will enhance the efficiency of the review process for SBP 

and banks/DFIs.  

Banks/DFIs are bound to review the ICAAP on annual basis or whenever there 

is a material change in the risk profile. Moreover, the banks/DFIs are directed to submit 

the first report on ICAAP according to the standardized template for the year ended 

December 31st, 2012 till May 31st, 2013. 

2.5.1.25 Enhanced Guidelines on Stress Testing (2012) 

The SBP (2012) revised the stress testing guidelines in order to strengthen the 

RMF for banks/DFIs and aligned the stress testing aligned with the international 

standards. There are three sections in the revised edition of stress testing guidelines. 
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Section 1 outlines the standards in relation to stress-testing framework designing and 

implementation. Section 2 describes the usage of sensitivity analysis for the compulsory 

set of stress tests for market, liquidity and credit risk factors.  Section 3 gives an 

overview of the optional stress tests for Islamic banking, operational risk, and advanced 

techniques including reverse stress tests and scenario analysis. All the banks/DFIs are 

directed to develop a report on the results of mandatory stress tests on the standardized 

template on a quarterly basis to the SBP’s BSD.  

2.5.1.26 Guidelines on Basel III – Capital (2013) 

In reference to the SBP’s BSD Circular (2006) on the implementation of Basel 

II, the SBP (2013) take a step further to Implement the reforms of Basel III developed 

by BCBS to strengthen the rules related to capital. The key modification in this regard 

is the changes in the numerator (eligible capital) of the CAR ratio. The Basel III reforms 

will replace the chapter 1 of the already issued instruction on the implementation of 

Basel II (2006) in relation to eligible capital and respective deductions. The Basel III 

reforms (2013) also comprise of instruction related to leverage ratio. The rest of the 

changes pertaining to Basel III will be separately issued. The effective date for the Basel 

III reforms was December 31st, 2013 in a partial manner while the complete 

implementation will be achieved by December 1st, 2019. These timelines are aligned 

with the international timeframes and ensured the proper implementation by providing 

banks/DFIs to make appropriate tunings in capital planning. Banks are directed to 

submit quarterly CAR returns for the end of December 31st, 2013. 

2.5.1.27 Enhanced Guidelines on Internal Credit Risk Rating Systems (2013) 

In reference to SBP’s BSD Circular (2007) pertaining to guidelines on ICRRS 

in banks/DFIs, SBP (2013) made a clarification that applicability of two-dimensional 
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rating was for commercial/corporate/SME portfolios and the exemption is given to 

banks/DFIs in the case of retail loans to use only one-dimensional rating. Yet, the 

banks/DFIs are directed that the orientation of this one-dimensional rating system 

should be towards both transaction and borrower risk and it should detect all the related 

characteristics of transaction and borrower as well. 

Banks are directed to prepare two types of scorecards i.e. behavioral and 

application. On the basis of credit/application initiation data, the measurement of 

customer’s credit worthiness is done through application scorecards specifically at the 

application stage. While, measurement of customer’s credit risk on the basis of 

variations in demographics, customer’s repayment behavior and compliance with loan 

covenants etc. is done through behavioral scorecards. The application of these 

scorecards is specifically in credit monitoring/management decisions i.e. credit limit 

reduction/enhancement, renewal/restriction, provisioning, repricing etc. SBP advised 

the banks to review and update the allocated scores at periodic basis which may vary 

from one month to one-year maximum. 

The scorecards are prepared with the help of default drivers. The criteria for the 

selection of these drivers is based on their power in predicting the default. Moreover, 

these default drivers vary from portfolio to portfolio. Therefore, it is at the discretion 

of the banks to select an adequate model according to their need. SBP has provided a 

sample suggestive list of default drivers for the construction of behavioral and 

application scorecards. Yet, banks are free to add up as many default drivers in their 

mode according to the need of their portfolios. 

Banks are advised to check the predictive power of selected drivers and also 

validate the model before the usage of scorecards in the banks. Furthermore, 

comparisons should be made between actual and predicted default on a continuous basis 
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and if a significant aberration is observed then scorecard must be validated. Banks are 

instructed to validate the scorecards annually. Banks should scrutinize each retail loan 

with the help of an appropriate set of default drivers and allocate a particular score to 

each loan. Furthermore, under the Basel II advanced approaches for credit risk the 

rating is done using pooled basis. For this purpose, banks shall allocate each exposure 

to a particular pool. The segregation of portfolio across pools may be done by utilizing 

the various characteristics of default drivers of scorecards and assigned scores. The 

banks must reveal that this process provides for grouping of homogeneous exposures 

and meaningful differentiation of risk. Moreover, the process should be capable of 

accurate filtering of loss attributes at the pool level. Risk profiles of the obligor are used 

for the assignment of pools to them such that same pool is assigned to the exposures 

having similar characteristics. The banks must take care that there should not be an 

undue concentration of total retail exposure into a single pool. Compliance with the 

following instruction is required while reporting in e-CIB. 

a) The usage of application scorecards will be maximum up to six months after 

underwriting the loans and then behavioral scorecards will come into play. 

b) The mapping of allocated scores should be according to twelve grades specified in 

the SBP’s BSD Circular (2007). 

c) In situations where the obligor had been allocated multiple ratings due to multiple 

exposures then the rating in relation to highest risk will be reported in the e-CIB. 

2.5.1.28 Enhanced AML/CFT Guidelines (2013) 

SBP (2013) revised the already issued AML/CFT guidelines (2012) after getting 

feedback from banks and PBA. Several amendments have been made in various 

paragraphs to strengthen the RMF of banks and cater the new challenges in the 

AML/CFT area. The paragraphs 4, 13, 18, 25, 27 and 30(c) of the regulation-1(CDD) 
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has been amended. The paragraphs 1 and 1(a) (iii) of the regulation-2 (Correspondent 

Banking) has been amended. The paragraphs 3 and 4 of the regulation-3 (Wire 

Transfers/Fund Transfers) has been amended. The paragraph 5 of the regulation-4 

(Reporting of Transfers (STRS/CTRS) has been amended. The document required at 

s.no 4 of the annexure-1 has been amended. 

2.5.1.29 Implementation of Operation Risk Management Framework (2014) 

In the earlier guidelines of SBP’s BSD (2006) on the implementation of Basel 

II and SBP’s BSD (2003) guidelines on RM provide little guidance on the Operational 

Risk Management (ORM). As banks are facing various risks such as legal cases, 

forgeries, fraud, external issues and IT related incidents. Therefore, ORM has surfaced 

as a primary element of ERM and incorporated in Basel Accord under pillar-1 capital 

requirement which instructs the banks to explicitly hold capital for operational risk. 

Therefore, SBP (2014) developed principles of ORM and minimum standards 

for implementation and data collection for operational risk/loss by the banks to 

strengthen the existing ORM and smooth transition towards advanced approaches that 

require time series data on losses on a continuous basis. The SBP advised the banks to 

adapt these principles according to their requirements and experiences. These ORM 

implementation guidelines (2014) supplement the already issued guidance pertaining 

to ‘Standardized Approaches’ of operational risk and the objective of these guidelines 

is to ensure that data collection of losses should be standardized across banks. When 

the banks are successful in building the OR framework and begin collecting data related 

to operational loss then the SBP may take initiative by developing an OR data 

consortium. 
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SBP directed the banks to develop an OR framework and begin data collection 

according to the issued ORM guidelines by December 31st, 2015. The SBP inspection 

teams will review the developments in this regard. 

2.5.1.30 Guidelines on the Effective Management of Interest Rate Risk (2015) 

Banks assets and liabilities are exposed to risks arising from adverse 

fluctuations in the IR so the key task for banks to cope with that is to adequately 

measure and manage the IR risk. The IR risk will have not only adverse impact on 

current and future profits but also on the solvency of the bank. Therefore, SBP (2015) 

developed and issued guidelines on Interest Rate Risk Management (IRRM) to 

strengthen the IR risk measurement and monitoring. Banks/DFIs are instructed to take 

necessary steps in the adoptions of these following IRRM guidelines: 

a) The banks are required to prepare a sound IRRM policy as separate policy 

document or a distinct portion of a detailed RM policy with the approval of the 

BoDs. 

b) Development of separate IRRM processes and procedures in relation to banking 

and trading books. 

c) Gauging the adverse impact of IR exposure emerged from the composition of the 

balance sheet on both the earnings of the bank as well as economic value of equity. 

d) Determine and assign adequate capital for IR risk in the banking book as it is a 

requirement under ICAAP of Basel Accord’s Pillar II. 

e) SBP gives the flexibility in the selection of qualitative and quantitative techniques 

along with adequate statistical tools for the measurement of IR risk. The models 

discussed in the IRRM guidelines are merely for illustration purposes. Yet, the 

banks are bound to provide a sound rationale for the adoption of a model or 

technique for the IR exposure management. 
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Banks are advised to take appropriate steps for the adoption of these IRRM 

guidelines and implement an adequate IR risk management and monitoring system till 

September 30th, 2015. The SBP’s inspection teams also review the progress in this 

regard during on-site inspections. 

2.5.1.31 Discontinue Submission of IRAF (2015) 

The banks/FIs are submitting the IRAF questionnaires to the SBP on a semi-

annual basis since July 2004. However, through SBP (2015) OSED circular, this 

submission of self-assessment IRAF questionnaires requirement to SBP is no longer 

needed and hence discontinued. But, the banks/MFBs/DFIs/IBs will be bound to fill 

those IRAF questionnaires on semi-annual basis along with the approval of the BoDs 

within 45 days of deadline date and store these filled IRAF questionnaires as part of 

bank’s own records. SBP’s inspection teams will review these IRAF questionnaires 

during their on-site inspection visits. Thus, banks/MFBs/DFIs/IBs are advised to 

comply with the new instructions in this regard. 

2.5.1.32 Prudential Regulations for Corporate/Commercial Banking (Risk 

Management, Corporate Governance, and Operations) (Revised 2015) 

The SBP (2015) issued the latest update on the prudential regulations (PRs). 

These PRs comprises of ten risk management PRs (i.e. R-1 to R-10), four corporate 

governance PRs (i.e. G-1 to G-4) and five operations PRs (i.e. O-1 to O-5). The risk 

management PRs deals with exposure limit, monitoring, guarantees, payment of 

dividend, classification and provisioning of assets, exposures in shares and 

TFCs/Sukuk, security and margin requirements, financial analysis and other conditions, 

limit on exposure to contingent liabilities, and assuming obligations on behalf of 

NBFCs.  
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The corporate governance PRs deals with credit ratings; corporate 

governance/BoDs and management; contribution and donations for charitable, social, 

educational and public welfare purposes; directors, employees and major shareholders 

in banks/DFIs.  

2.5.1.33 Derivative Transaction Reporting System (DTRS) (2015) 

In order to strengthen the RM system of banking industry of Pakistan, the SBP 

(2015) took another good initiative by introducing ‘Derivative Transaction Reporting 

System’ (DTRS) for banks. The objective is to capture all the derivative transaction in 

the banking industry of Pakistan. ADDs and NMIs and other banks are instructed to 

report all FRAs, CCS, IRS and FXO derivative transactions on a weekly basis in DTRS. 

During the week, all the new deals and any change in existing deals in terms of 

structure, conditions, terms and maturity etc. will be reported in the DTRS on the first 

working day of the following week. The frequency of reporting can be increased 

according to the volume of the derivative transactions. 

2.5.1.34 Implementation of Basel III – Liquidity Standards (2016)  

The one of the key factors behind the GFC 2007-09 is the funding and liquidity 

risks that bring many banks into failures or insolvency due to weak RM practices. 

International regulatory bodies take necessary steps to overcome these weaknesses. 

Therefore, the SBP (2016) also took an initiative by introducing liquidity standards in 

the banking sector of Pakistan in accordance with BCBS reforms of Basel III. 

Two international standards along with five risk monitoring tools are introduced 

by the SBP for the measurement of liquidity risk. The standards introduced are ‘Net 

Stable Funding Ratio’ (NSFR) and ‘Liquidity Coverage Ratio’ (LCR) while the five 

risk monitoring tools are ‘contractual maturity mismatch’, ‘LCR by significant 
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currency’, ‘concentration of funding’, ‘market-related monitoring tools’ and ‘available 

unencumbered assets’. Two distinct but complementary objectives are achieved 

through both these ratios. In-depth evaluation of the off-balance sheet activities, 

liabilities, and assets in the liquidity risk assessment phase is required for the calculation 

of these ratios. 

The banks are required to calculate the LCR on a monthly basis. Through LCR, 

it is ensured by the banks that they have adequate unencumbered high-quality liquidity 

assets (HQLA) to combat against the net cash flows for the next 30 days. Therefore, 

this ratio helps in achieving the short-run resilience of liquidity risk.  While the 

reduction of funding risk in the long-run is achieved through NSFR. The banks are 

required to finance their operation with adequate stable funding sources in order to cope 

with the funding problem risk. The calculation of NSFR is required on a quarterly basis. 

The trial of LCR monthly reporting starts from January 31st, 2017 and banks are 

required to achieve the minimum threshold of 80%, 90% and 100% by March 31st 2017, 

December 31st, 2017 and December 31st 2018 respectively. While the SBP does not 

impose any minimum threshold for DFIs but they are required to do their LCR reporting 

on monthly basis. Correspondingly, the requirement of NSFR quarterly reporting starts 

from March 31st, 2017. 

2.6 Literature on Board of Directors (BoDs) Risk Oversight 

The Sarban-Oxley Act draws the attention of the BoDs towards financial 

reporting issues and the quality of the underlying processes. The risk oversight gained 

more importance due to the financial crisis. The Dodd-Frank Act and Basel Committee 

changes emphasized on the risk oversight responsibilities of the Board. Hence, the 

directors and executive management work in collaboration to design the risk oversight 

role of BoDs and necessary infrastructure required to perform those responsibilities. 
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Consequently, the BoDs are demanding CRO for their assistance in the risk oversight 

role (Protiviti, 2011). 

According to Protiviti Survey (2011), it is evident from the responses that the 

financial service industry is taken positive initiatives for the improvement of board risk 

oversight in response to regulatory changes after sub-prime crisis. For instance, the 60 

percent respondents have the opinion that there is an effective board risk oversight and 

10 percent respondent said that the board risk oversight is highly effective. whereas, 

there are 27 percent respondents who have the opinion that the board risk oversight 

needs improvement while 3 percent have the opinion that board risk oversight is 

ineffective in their organizations. 

According to the Financial Times, “it is obvious that there has been a massive 

failure of risk management across most of Wall Street” (Stulz, 2009). The sub-prime 

crisis provides the opportunity to the researchers to examine the role of the board in the 

building of risk in the pre-crisis period and investigate the performance of the banks 

during the crisis period. The two streams that the researchers are attracted the most are 

the financial expertise of independent directors and board independence. Some of the 

research studies argued that the deficiencies in the financial expertise of independent 

directors and board independence were among the prime contributors to governance 

failure (Walker, 2009; Kirkpatrick, 2009; European Commission, 2010). There are 

regulations on the issue of board independence but there is almost nothing on the 

financial expertise of independent directors which open the door for future researchers 

to dig out its implications. 

The board independence majorly dependent on the regulations of the country 

rather than on those of bank as evident from the research work on the banks of 41 

countries (Ferreira, Kirchmaier, & Metzger, 2011). Moreover, there is no explanation 
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about the director’s expertise neither country level nor bank level. A study of Stulz 

(2008) mentioned a report of UBS shareholder that indicates that there was a poor 

communication of risk exposures to the executive management in the banks before sub-

prime crisis. This argument of poor communication of risk exposures was also 

supported by a report prepared by Senior Supervisors Group (2008, p.9) as: “In some 

cases, hierarchical structures tended to serve as filters when information was sent up 

the management chain, leading to delays or distortions in sharing important data with 

senior management.”  

The independent director with financial expertise is very valuable in RM. Harris 

and Raviv (2008) argued that if the financial expertise of independent directors cut 

down the expenditure of risk intelligence about risk environment then the board should 

be capable of designing a suitable risk profile, facilitate the executive management in 

risk taking and oversight the risks efficiently. Informed decision making by the board 

is possible only if there is an in-depth understanding of risk on the back end (Minton, 

Taillard, & Williamson, 2014). Moreover, the study showed that there is no 

independent director with financial expertise is present on the board in one-quarter of 

bank holding companies having more than $1 million in assets. Furthermore, in the pre-

crisis period, the proportion of independent directors having financial expertise is 

between 20% to 26%. During the pre-crisis period, those banks outperformed in the 

industry which are having more financial expertise on the board than others. 

A study of Landier, Sraer, and Thesmar (2009) concluded that a little bit dissent 

between the board and CEO is beneficial for an organization to avoid a bad decision, 

but the acceptance of the dissent largely depend on the dynamics between the directors 

and CEO. The studies conducted in the European countries to investigate the board risk 

taking, competence and performance revealed that the losses incurred in the financial 
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crisis are due to the incompetence of the board in the RM area (Hau & Thum, 2009; 

Cunat & Garicano, 2010). 

The overall discussion revealed that the board with financial expertise can play 

an instrumental contribution to informed decision making in relation to RM. 

Furthermore, assisting the executive management in a better way as they have the 

professional expertise to evaluate the pros and cons of the project. The lack of 

regulations in the expertise of directors led the Armour and Gordon (2014) to propose 

rules for officer and director liability that are focussed at stimulating the BoDs to 

behave in more risk-averse manner. 

2.7 Literature on Executive Management Role in Risk Management 

The RM program in any organization is not successful without the support of 

executive management (Kleffner, Lee, & McGannon, 2003; Barton et al., 2002). The 

ultimate burden of RM is on the shoulders of BoDs. Hence, ERM programs are initiated 

within the organization to safeguard the organizational assets. The RM programs also 

required the support of executive management for the structuring and fostering of risk 

culture, effective allocation of resources which help out in the ERM implementation. 

According to the study of Beasley, Clune, and Hermanson (2005), the executive 

management support has a positive impact on the level of ERM implementation thus 

plays a vital role in the implementation of RM programs in the organizations.  

 It is evident from the previous studies that the commitment, knowledge, 

capabilities and support of the executive management are crucial factors for the success 

of ERM programs (Adams, 2010; Bowling & Rieger, 2005). The moderating role of 

executive management support is evident between ERM practices and banking 

performance (Aebi, Sabato, & Schmid, 2012). A study of Manab and Kassim (2012) 

demonstrated the moderating role of leadership between the implementation of ERM 



103 

and level of RM practices in Malaysia. According to the study of Dabari and Saidin 

(2014), the executive management support played a moderating role between the 

antecedents and level of ERM implementation in Nigeria. 

 For the success of the RM programs, the tone of the RM must be set at the top. 

According to SBP (2003), the BoDs are having the ultimate responsibility of the RM 

but the executive management must translate the vision of the BoDs regarding RM into 

guidelines, policies and written procedures in order to develop a sound hierarchy for 

the implementation of those policies in true letter and spirit. The clarity and 

communication of RM policies are very essential from top to bottom. SBP (2003) 

clearly stated in the RM guidelines that it is the responsibility of the executive 

management to fuse these policies into the organizational risk culture. The top 

management must communicate the risk tolerance of quantifiable risks in the form of 

risk limits to the risk personnel. Whereas, the communication of non-quantifiable risks 

is done through written guidelines and management business decisions.  

 The executives of the institutions mostly relied on the bottom-up RM while 

failed to provide adequate strategic direction from top to bottom. The real question is 

who should lead the RM strategic position? This role is certainly not belonged to risk 

function or risk managers. This role should be with the BoDs and executive 

management who should have adequate RM experience and knowledge to facilitate 

them in better decision making. The executives of the C-Suite in collaboration with 

CRO are responsible for the defining and setting of risk appetite for the institution. 

According to DadRach Whitepaper (2016, Oct 10), this can be accomplished with ease 

if the members of the executive management have an in-depth understanding their risk 

profile. 
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2.8 Literature on Role of CRO 

The position of CRO and the dedicated RM department was very rare to find in 

the industries in 1950-2000. The very first attempts were taken by the US financial 

firms in response to heavy investment losses in the 1980s. For instance, Merrill Lynch 

appointed Mark Lawrence in the role of CRO and gave the responsibility of developing 

a dedicated RM function in response to the huge losses incurred in mortgage-backed 

securities in 1987. As there is no regulatory requirement for the position of CRO and 

dedicated RM unit so Merrill Lynch did not institutionalize this new structure. 

Consequently, the CRO position and the RM department lost power and credibility 

(Wood, 2002; Power, 2005).  

The first breakthrough in the evolvement of the CRO’s role occurred when GE 

Capital appointed James Lam as its CRO in 1993. James Lam was the first to hold the 

title CRO (Lam, 2000). James Lam designed its RM department in such a way that it 

becomes the core unit of GE’s finance department. Furthermore, GE’s CRO and RM 

unit showed a ‘rigorous process approach’, assigning risk-based sanctioning authority 

across the organization, identified and monitored risk through data-driven analytics, 

and tight enforcement of risk limits. In 2006, Deutsche Bank appointed Hugo Banziger 

as its CRO and gave the responsibility to bring transparency to the risk and profit 

consequences of business decisions.  In the period of 2000s, the role of CRO had 

evolved from a defensive side to a business partner and risk advisor (Wood, 2002; 

Power, 2005). This shifted the RM paradigm and transform the CRO and RM model 

into the frontline strategic role. The introduction of Basel II and Basel III capital 

adequacy reforms ignite the need of upgradation of RM practices under the umbrella of 

an independent RM department and under the oversight of executive management.  
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The evolvement of the CRO’s role is not only limited to the financial sector. 

For instance, Power (2005) described that Sulzer Medica appointed a CRO in response 

to huge legal losses in 2001 and Delta Airlines appointed a CRO in response to huge 

risk after 9/11 terrorist attacks.  However, there was an increasing trend in the 

appointment of executive risk officers after the increase systemization of ERM in 

several risk standards. The importance of ERM was spread through the development of 

various risk standards such as COSO 2004, Ferma 2002, AS/NZS RM standard version 

1995, 1999, 2004 and 2009. Several institutions have a strong view that in order to 

become a best practice organization, the adoption of ERM and appointment of CRO for 

the risk oversight is mandatory (Aabo, Fraser, & Simkins, 2005).  

A survey conducted in 2008 by McKinsey showed that there is an increasing 

trend in the appointment of CROs in the non-financial firms as it rose to 10 percent in 

2008 as compared to 4 percent in 2002 (Winokur, 2009). The internal auditing staff 

also showed interest in the RM domain as there was an increasing trend in the 

appointment of CROs and establishment of independent RM unit in the organizations 

(Kloman, 2003). The Institute of Internal Auditors (IIA) includes RM as part of audit 

profession core competency and emphasized that the control risk self-assessment is the 

foundation of ERM. Therefore, the RM is becoming prominent and visible with the 

keen interest shown by the internal auditors, risk professionals and external auditors in 

this domain (Power, 2005).  

CRO can come from financial management, internal audit, business 

management, external audit, and consulting. The CRO can perform a variety of roles 

but these can be divided into two main categories: (1) compliance role and (2) business 

partner role (Deloitte, 2007; PricewaterhouseCoopers, 2007; IBM, 2005). Prior to the 

sub-prime credit crisis, the main debate in the industry is concentrated on the issue that 
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how the CRO balance between the compliance role and business partner role. The sub-

prime credit crisis draws the attention of the organizations towards RM failures 

specifically loopholes in the internal risk assessment (Stulz, 2009). Mikes (2011) 

indicates that the initiatives related to risk-modeling vary in quantitative sophistication 

and style and the selection and use of different quantitative and qualitative risk tools 

largely depend on the discretion of senior risk officers. Moreover, the CRO can play a 

big part in the strategic decision making in the role of business partner. Therefore, CRO 

role should not limit to compliance function only because the CRO can contribute as a 

model expert, strategic controller, and strategic adviser in the business partner role 

(Mikes, 2011). 

The CRO position gained importance in the corporate governance as the 

organizations are under continuous regulatory compliance pressure after the financial 

crisis (Lam, 2001; Beasley et al., 2005). A study of Ward (2001) reported the various 

key functions performed by CRO which are: (1) designing of ERM strategy (2) adviser 

to the unit heads (3) reviewing the effectiveness of RM programs (4) communication 

and coordination of risk strategies (5) liaison for risk information interchange. Power 

(2005) use appointment of CRO as a proxy for the implementation of ERM strategy in 

organizations and concluded that the appointment of CRO send the signal in the market 

that the firm is successful in implementing an ERM strategy. 

2.9 Previous Research on Risk Management Practices of Banks 

Santomero (1997) conducted a study on the US banks in order to understand 

the FRM systems. After the in-depth analysis of the banking FRM systems in terms of 

philosophy and practices, it was concluded that the RM systems in banks depend on 

their size. It is argued that the banks with a bigger size apply more sophisticated and 

advanced RM practices in their settings. The standardization of credit risk techniques 
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for individuals and institutions was suggested in the study. Moreover, the study 

suggested that the losses occurred due to credit risk must be monitored carefully and 

the current RM systems were not up to the standards to monitor and analyze the credit 

activities. 

Al-Tamimi (2002) carried out a study in the UAE banks to examine the RM 

practices. The study was carried out using questionnaire technique to dig out the 

methods and techniques adopted by UAE banks in order to cope with the various types 

of banking risks e.g. credit, market, operational and liquidity risk. The data collected 

from the questionnaires was analyzed using descriptive analysis and it was found that 

the most critical risk in banks was a credit risk. Furthermore, the study revealed that 

the inspection by branch managers and financial statement analysis were the two most 

common methods used for risk identification in UAE banks. Moreover, the study shed 

light on some other techniques used by UAE banks for RM e.g. creditworthiness, credit 

score, establishing standards, risk rating and collateral. The study concluded that the 

UAE banks are using the conservative credit policy for RM. 

Fatemi and Fooladi (2006) explored the biggest US financial institutions (FIs) 

to scrutinize the credit RM practices. The study adopted the questionnaire survey 

method for the data collection. It was concluded that the primary reason for the usage 

of credit risk models was the identification of counterparty risk. 

Al-Tamimi and Al-Mazrooei (2007) conducted a comparative study on UAE 

and foreign banks to dig out the differences in RM practices. The study explored the 

extent to which the RM practices were exercised by the UAE banks in order to cope 

with the credit, market, liquidity and operational risks. A survey questionnaire data 

collection method was used to explore the various aspects of RM including risk 

understanding, risk assessment and analysis, risk monitoring, managing credit risk and 
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RM practices. The study applied the descriptive statistics and concluded that the main 

risk faced by the UAE banks were operational risk, FX risk, and credit risk. The 

outcome of the study showed that there was a common understanding of RM in UAE 

banks. Moreover, the results confirmed that risk identification, risk monitoring, risk 

assessment and analysis were applied in a good way in UAE banks. The main methods 

used by the UAE banks in risk identification were financial statement analysis, risk 

surveys, audits and risk managers’ inspection. The study applied the multiple 

regression model (MRM) by using Ordinary Least Square (OLS) technique and results 

showed that RM practices are significantly influenced by risk identification, risk 

monitoring, risk assessment and analysis. Furthermore, the results confirmed that the 

UAE national banks and foreign banks had a significant difference in the application 

of risk monitoring and controlling; and risk assessment and analysis. 

Sokolov (2007) conducted a study in the area of e-banking RM. The study took 

a sample of Estonian banks to examine the e-banking RM practices. A survey 

questionnaire method was used to understand the RM practices in local and foreign 

banks of Estonia. On the basis of descriptive statistics results, it was concluded that 

Estonian banks were facing mainly legal risk, operational risk, reputational and 

strategic risk. Furthermore, the results confirmed that the Estonian banks were in 

compliance with Basel Committee guidelines in terms of RM in e-banking genre. 

Richard, Chijoriga, Kaijage, Peterson, and Bohman (2008) proposed a 

conceptual model for credit RM in Tanzania (less developed economy) in order to 

understand the differences in credit RM practices with developed economies having a 

strong financial sector. The study used the mixed method methodology by using 

secondary data (relevant published documents) as well as primary data (interviews) 

from the top credit risk experts from Tanzanian banks. The study results concluded 
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that there was a significant difference in developed and developed economies in terms 

of credit RM practices. Furthermore, the study confirmed that the credit RM is 

significantly influenced by the economic environment in which the banks operate. 

Ariffin, Archer and Karim (2009) conducted a study in IBs of fourteen 

countries to dig out the RM techniques prevailed in their settings. The study confirmed 

that both IBs and conventional banks had a similar type of risks. Furthermore, it was 

confirmed that the IBs and conventional banks might vary in the levels of credit risk, 

liquidity risk, market risk and operational risk.  

Hassan (2009) conducted a study in Brunei IBs to examine the adoption level 

of RM techniques and practices in order to confront the various banking risks. Data 

was collected using survey questionnaire method about risk monitoring and managing, 

risk assessment and analysis, understanding risk and risk identification. The study 

results confirmed that the credit risk, FX risk, and operational risk were the three top 

risks faced by Brunei IBs. Furthermore, it was confirmed that the Brunei IBs were 

reasonably good in risk assessment and analysis, risk identification and risk 

monitoring. The study applied the multiple regression model (MRM). Moreover, the 

study results confirmed that the banks, where the risk identification and risk 

assessment and analysis, were the most influencing variables in RM practices were 

most efficient in controlling and managing the risks. The results also confirmed that 

the Brunei IBs were responding well to the changes prescribed by Basel Committee in 

the Basel Accord. 

Rosman (2009) carried out a study to propose a research framework to explain 

the various aspects of RMP and RM practices. After extensive conceptual and 

empirical literature review, the study digs out the four main aspects of RMP which 

were risk assessment and analysis, risk identification, understanding risk and risk 
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identification. The framework proposed by the study suggested that there is a positive 

relationship between aspects of RMP and RM practices. 

Anderson (2010) conducted a study in UAE banks to investigate the 

importance of RM system. The study also considered that the Basel II was still relevant 

in the Global financial crisis 2007-08 or not. A survey questionnaire method was 

adopted for collection of responses from UAE banks. The survey questionnaire was 

prepared to figure out the five RM techniques i.e. elimination of risk, hedging, risk 

transferring, risk monitoring and operation’s diversification to reduce risk. The results 

of the study confirmed that the UAE banks were facing very narrow risks. Therefore, 

these banks were not adopting a diverse range of RM practices and techniques. 

Furthermore, it was concluded that the selected banks were only using risk controlling 

and risk mitigation rather than using advanced strategic RM approaches.   

Shafiq and Nasr (2010) conducted a study by taking a sample of fifteen public 

and private sector banks of Pakistan to check the awareness of RM. The results of the 

study revealed that credit risk, IR risk, FX risk, liquidity risk and operational risk were 

the key risks faced by Pakistani banks. Furthermore, the results confirmed that the risk 

personnel in the RM department had a common understanding of the risk prevailing 

in the Pakistani banks. Moreover, the results showed that the banking operations in 

Pakistan were risky by nature. 

Alam and Maskujaman (2011) carried out a study to examine the RM practices 

in the banking sector of Bangladesh. Survey questionnaire method was adopted for the 

data collection from the managers of the selected banks. The study applied the 

descriptive statistics to examine the data. The results of the study showed that the credit 

risk, operational risk, and market risk were the main risks faced by the banks in 

Bangladesh. It is argued that the BoDs of the bank performed their roles effectively. 
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The executive committee set up by the BoDs actively overseen the key risks faced by 

the bank. The results also confirmed that audit committee performed its audit role in 

terms of RM very efficiently and effectively. The study also revealed that the credit 

risk department used updated credit policies. Moreover, the results of the study 

revealed that the internal control and compliance division directly reports to the BoDs 

and audit committee. It is also concluded in the study that the risk-adjusted rate of 

return on capital (RAROC) and internal rating system were the main RM techniques 

used by the selected banks of Bangladesh. 

Hassan (2011) carried out a comparative study to examine the RM practices in 

the Middle East by taking a sample of Islamic and conventional banks of five countries. 

A survey questionnaire method was used for data collection to capture the various 

aspect of RMP and their impact on RM practices. The results of the study showed that 

there was a common understanding across the banking staff regarding risk. 

Furthermore, it was established that the banks were performing well in terms of risk 

assessment and analysis, risk identification and risk monitoring and managing. The 

study applied MRM technique to figure out the various aspects of RMP and their 

impact on RM practices. Therefore, the results revealed that there was a significant 

relationship among RM practices and risk assessment and analysis, risk identification 

and risk monitoring and managing both in conventional and IBs in the Middle East. 

The study also endorsed the findings of the Greuning and Iqbal (2008) and pointed out 

that an active RMF is equally good for IBs as well as conventional banks. 

Abu Hussain and Al-Ajmi (2012) examine the RM practices in the 

conventional and IBs of Bahrain. A survey questionnaire method was adopted for data 

collection from the managers of the selected banks in order to understand the 

association between the various aspect of RMP and RM practices. The study applied 
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the descriptive as well as inferential statistics techniques to examine the data. The 

results of the study reported that the bank managers of Bahrain were very clear about 

the importance of the effective RM in reducing costs. Moreover, the results showed 

that the selected banks were very good in risk assessment and analysis, risk 

identification, risk monitoring and managing. The multiple regression model (MRM) 

technique was applied to test the hypotheses. Hence, the results revealed that there was 

a significant relationship among RM practices and risk assessment and analysis, risk 

identification and risk monitoring and managing both in conventional and IBs in 

Bahrain. It is also argued that the operational risk, liquidity risk, and credit risk were 

the top most risk faced by both the Islamic and conventional banks of Bahrain. 

Furthermore, it was concluded that the conventional banks were facing fewer risks 

than IBs in Bahrain. 

Khalid and Amjad (2012) conducted a study to examine the various aspects of 

RMP and their impact on RM practices in IBs of Pakistan. Survey questionnaire 

method was used for data collection from the managers of the selected IBs. The study 

used both descriptive and inferential statistics to analyze the data. The results of the 

study confirmed that there was a common understanding of risk throughout the 

banking personnel. Furthermore, the results confirmed that the IBs were very good in 

risk assessment and analysis, risk identification and risk monitoring. Moreover, the 

study confirmed on the basis of multiple regression model technique that RM practices 

were more influenced by risk understanding and risk monitoring.   

Nazir et al. (2012) carried out a comparative study on Islamic and conventional 

banks of Pakistan to understand the RM practices implied by the selected banks. 

Survey questionnaire method was adopted for the data collection from the managers 

of the credit risk department of the Islamic and conventional banks. The results of the 
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study showed that there was a clear understanding about risk throughout the bank. The 

study also revealed that the both conventional and IBs were very good in risk 

assessment and analysis, risk identification and risk monitoring. To explore the impact 

of various aspects of RMP on RM practices multiple regression model was applied 

using OLS technique. Therefore, the results confirmed that RM practices were more 

influenced by risk understanding and risk monitoring.  

Bilal et al. (2013) studied the RM practices in the banking sector of emerging 

economies (sub-continent and Gulf). The study was conducted to analyze the risk-

averse mechanism and importance of adoption of Basel III framework in the post-

financial crisis of 2007-2008 scenario. The study used the mixed method data 

collection by conducting survey questionnaire as well as personal interviews. The 

results of the study depicted that the selected banks had serious concerns upon the 

emerging risk challenges. Moreover, the results confirmed that the selected banks were 

doing serious efforts to update their RM standards in accordance with the Basel III 

regulatory standards. To explore the association between RM practices and various 

aspects of the RMP, the study applied the multiple regression model using OLS 

technique. Hence, the results confirmed that there was a significant positive 

relationship among RM practices and risk assessment and analysis, risk identification 

and risk monitoring and managing in the selected banks of sub-continent and Gulf. 

Selma, Abdelghani, and Rajhi (2013) carried out a study to shed light on the 

RM practices and techniques prevailed in the 16 banks of Tunisia. A survey 

questionnaire method was used for data collection from the credit risk managers of the 

selected 16 banks. The results highlighted that the banks were well aware of the 

advantages they could attain from the adoption of the effective RMF. Furthermore, the 

results confirmed that the selected banks were putting very fruitful steps in the 
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development of effective RM strategies and serious effort had been made to develop 

an effective RMF in Tunisia. The study further concluded that there had been 

shortcomings in terms of the development of effective credit RM tools and measures. 

The study confirmed that the top methods used to mitigate credit risk were collateral 

and guarantees in the selected banks of Tunisia. 

Shafique, Hussain, and Hassan (2013) studied the RM practices of Islamic and 

conventional financial institutions of Pakistan. The study used the survey 

questionnaire method for the data collection. The research highlights the top six risks 

faced by the Islamic and conventional financial institutions were credit risk, 

operational risk, liquidity risk, equity risk, the rate of return risk and market risk. The 

data analysis confirmed that the RM practices of Islamic financial institutions were 

same as those of conventional financial institutions of Pakistan. Moreover, the study 

confirmed that the overall RM in Islamic and conventional financial institutions was 

alike. 

Wood and Kellman (2013) carried out a study to investigate the RM practices 

of banks in Barbados. The study used interview method for data collection from the 

top officials of the six banks of Barbados. The results of the study confirmed that the 

bank managers perceived RM as a critical factor in performance enhancement of 

banks. Furthermore, the study identified the six key risk exposures carried by the banks 

were operational risk, IR risk, market risk, country risk, and credit risk exposures. 

Moreover, the study concluded that the banks of Barbados were very efficient in the 

adoption of latest RM techniques along with the changing business and economic 

environment. 

Mokni, Echchabi, Azouzi, and Rachdi (2014) conducted a study in the Middle 

East and North Africa (MENA) region to investigate the RM practices in the IBs. The 
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focus of the study is to examine the perception regarding the importance of public 

disclosure and transparency for the IBs of MENA. The study used the 23 IBs and used 

a questionnaire survey strategy to answer the research questions. The findings of the 

study revealed that risk perceptions were different in terms of funding modes among 

the IBs. Moreover, the IBs were more inclined towards the usage of traditional RM 

tools. The study explored the new tools for the management of liquidity risk which were 

not used by the banks in the MENA region.  

Ishtiaq (2015) conducted a study on the Pakistani banking sector to explore the 

current RMPs in terms of their effectiveness and their impact on the performance of the 

banks. The study employed a deductive approach to theory development. The study 

used mixed methods research design to address the research questions. First of all, study 

employed a qualitative method using Causal Loop Diagram to understand the current 

RM system in Pakistani banks. Secondly, Quantitative method using questionnaire 

survey was used to investigate the various aspects of RM. Finally, secondary data was 

collected for the performance of the banks and tests were employed to check the impact 

of RM practices on the performance of Pakistani banks. The findings of the study 

suggested that the development of robust RMP was vital for the better identification, 

measurement and management of the risks. Moreover, the results showed that the 

development of robust RMP not only served the purpose of regulatory fulfillment but 

also enhanced the performance of the Pakistani banks. 

Apanga, Appiah, and Arthur (2016) compared the credit RM practices with the 

Basel II in the banking sector of Ghana. The study collected the data using various 

sources comprised of interviews, procedural manuals, questionnaires and data gathered 

through the analysis of internal credit policies. The findings of the study revealed that 

credit risk practices were aligned with best practices of Basel II. However, the findings 
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of the study showed that there was a difference in terms of role of BoDs in setting the 

maturity of the loans and defining the criterion for acceptability of various loans. The 

study recommended that the initiatives should be taken to enhance the skill level of risk 

personnel in the banking industry of Ghana so that they can efficiently use the credit 

RMPs. 

Andries and Brown (2017) investigated that how the involvement of banks in 

credit boom and bust cycle is influenced by the RM and corporate governance in the 

banks. The study taken 156 banks from central and eastern Europe as a sample. The 

results revealed that strong RM is not associated with fewer credit losses during great 

recession. Moreover, strong RM is associated with moderate credit growth in the pre-

crisis period. The results also revealed that the corporate governance is associated with 

less growth in the pre-crisis period while associated with fewer credit losses during 

great recession. 

Wood and Lewis (2018) conducted a study to examine the maturity level of the 

risk culture in the Caribbean Development Bank. An in-depth interview was conducted 

with the CRO of the bank and three-month field observation was done at the bank. The 

study used the KPMG risk culture maturity model. Moreover, the study used the 

adapted version of Horst Simon scale of maturity of risk culture. The results revealed 

that awareness, accountability, leadership and communication were the primary 

indicators of risk culture in bank.  

From the above discussion of literature review, it is concluded that the previous 

studies were unable to extract the issues related to risk governance and RMP. There is 

a dearth of literature internationally as well as locally on the roles, responsibilities, and 

functioning of Chief Risk Officer in the banks. Moreover, little attention has given to 

the role of Board of Directors and executive management in the effective risk oversight. 
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In the same way, the role of the regulator in the strengthening of RMF is underexplored. 

Hence, the present study will fill these gaps by conducting an in-depth evaluation of 

the existing RMF to identify the issues related to risk governance and RMP in the 

commercial banking industry of Pakistan. Moreover, present study not only identify the 

issues but also propose the necessary extensions in the existing RMF in the commercial 

banking industry of Pakistan. The proposed RMF provides more resilience and 

robustness against the risky business environment in Pakistan. 

 
 

 



118 

CHAPTER 3 

METHODOLOGY 

This chapter reveals the in-depth details of the methodology used in this study 

for the exploration of RMP and risk governance issues in the commercial banking 

industry of Pakistan. The ‘Research Onion’ of Saunders, Lewis, and Thornhill (2016) 

provides the platform for the writing the methodology of this study. The ‘Research 

Onion’ (shown in figure 3.1) has a central core along with five layers which are given 

as follows: 

• First layer: Philosophy 

• Second layer: Approach to theory development 

• Third layer: Methodological choice 

• Fourth layer: Research strategy 

• Fifth layer: Time horizon  

• Core of the research onion: Data Collection and Data Analysis Techniques 

Each layer provides a platform for making a choice in the next inner layer e.g. 

Philosophy of the study once selected provides the basis for selection of the approach 

to theory development and similarly the layer ‘approach to theory development’ gives 

the basis for selection of methodological choice for the study and so on. Thus, the 

Saunders et al. (2016) research onion gives a systematic approach to address a research 

problem. Therefore, following the Saunders et al. (2016) research onion, this chapter 

sheds light on the philosophical approach used by the study to describe the RM in 

banks. Similarly, the description of the approach to theory development is presented 

with proper justifications. Furthermore, methodological choices are explained in detail 

along with the selected methodological choice used for the current study according to 

the selected approach to theory development. Then various research strategies are 
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explained and the selection of research strategy for this study is justified with 

arguments. Later on, time horizon of the study is explained as per study requirements. 

In the end of this chapter, the core of the onion is explained by presenting the data 

collection and data analysis techniques necessary to address the research problem of 

this study. 

 

Figure 3.1: The Research Onion 

Source: Saunders et al. (2016) 

3.1 Research Philosophy 

According to Bryman and Bell (2015), the researches in any discipline had 

certain fundamental assumptions about how the researcher perceived and thought about 

this world. The decisions about methodology, interpretation of results and research 

questions were dependent on these important assumptions (Crotty, 2012). The belief of 

the researchers on which data collection, examination, and comprehension of results 

depend is called research philosophy (Saunders et al., 2016). Therefore, the researcher 
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has to be very careful about the selection of research philosophy as it acts as a 

foundation stone on which the whole research methodology depends i.e. research 

strategy, approach, methods, time horizon, and techniques (Johnson & Clark, 2006). 

 According to Saunders et al. (2016), the selection of research philosophy 

generally depended upon epistemological and ontological considerations. The prime 

differences outlined in both considerations guides the researcher mind about the 

research process. Grid (2015) explained a mutually dependent relationship among 

ontology, epistemology, and methodology. For example, the ontological views were 

linked to the certain assumption of methodology and epistemological frameworks.  

3.1.1 Epistemological Considerations 

Epistemology described the considerations that make up the acceptable 

knowledge in a field.  According to Bryman and Bell (2015), “An epistemological issue 

concerns the question of what is (or should be) regarded as acceptable knowledge in 

a discipline.” 

The ways through which the researcher gathered the acceptable knowledge in a 

particular discipline are explained on epistemological grounds. The debate on reality, 

knowledge and knowledge acquisitions was going on for more than a century not only 

among the researchers of business management but also those of various disciplines 

(Sekaran & Bougie, 2016). In business research, the fundamental stance was taken by 

the social sciences researchers regarding acceptable knowledge was generally either 

interpretivism or positivism (Gray, 2014; Bryman & Bell, 2015; Sekaran & Bougie, 

2016). 

Positivism was explained by Bryman and Bell (2015) as “an epistemological 

position that supports the application of the methods of the natural sciences to the study 

of social reality and beyond.” The knowledge gathered through five senses is treated 
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as reality by the positivist researchers. In this regard, the research problem followed a 

scientific approach so it had to be an empirically based research. According to Gray 

(2014), the logic and methodological principles were used in both natural and social 

research areas to handle the facts. Contrary to this, the interpretivist argued that the 

social actors shape up the world and the reality in seen through the eyes of those social 

actors which were involved in the situation so the methods applied by natural and social 

sciences were very much different from each other. The actions of the social actors 

were used by the interpretivist researchers to induce theory or laws (Gray, 2014; 

Saunders et al., 2016). The Bryman and Bell (2015) explained the Interpretivism as 

“Interpretivism is taken to denote an alternative to the positivist orthodoxy that has 

held sway for decades. It is predicated upon the view that a strategy is required that 

respects the differences between people and the objects of the natural sciences and 

therefore requires the social scientist to grasp the subjective meaning of social action.”           

The selection of research philosophy depends upon the beliefs carried out by 

the researcher. The positivist believed that reality is isolated from social actors and 

objective in nature; observation is regarded as the only mean of acceptable knowledge; 

and the prime reliance on causality and generalization of laws (Saunders et al., 2016). 

While the interpretivists believed that reality is not isolated from social actors and it is 

objective in nature; the actions of the social actors and their subjectivity are considered 

as acceptable knowledge; the in-depth details of a certain situation are considered by 

interpretivist researchers. 

In the recent years, the usefulness of multiple beliefs having mixed 

philosophical positions was given more weight in order to solve the research 

question(s) in a better way (Niglas, 2010; Saunders et al., 2016). The research can be 

carried out in a better way if continuum philosophical approach was used instead of 
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using a single rigid philosophical position (Tashakkori & Teddlie, 2016). This led to 

the beginning of a new philosophical approach called pragmatic. The pragmatists 

encouraged the use of multiset of beliefs rather than a single rigid belief (position) to 

answer the research questions in a better logical way. 

The pragmatic approach was explained by Sekaran and Bougie (2016) as 

“Pragmatists do not take on a particular position on what makes good research. They 

feel that research on both objective, observable phenomena and subjective meanings 

can produce useful knowledge, depending on the research questions of the study”. The 

advantages of using a pragmatic approach in the research were: a wide range of 

options in the investigation techniques; bigger horizon in terms of answering a variety 

of research inquiries; puts the researchers of different philosophical positions under 

one roof (Robson & McCartan, 2015; Onwuegbuize & Leech, 2005).  

According to Saunders et al. (2016), the pragmatist researchers gave more 

weight to the practical consequences while explaining the research findings. The 

pragmatists had the view that world as well as conducting of research study can be 

explained using different perspectives and angles so they were discouraging the 

single rigid view of seeing the world or solving a research problem. This stance did 

not lead to the conclusion that pragmatists never use a single method. The theme of 

the pragmatic philosophy is that as long as the research questions are answered in a 

sound, logical and credible manner using a single method then there is no need to 

indulge into multi-methods (Kelemen & Rumens, 2008; Saunders et al., 2016). 

3.1.2 Ontological Considerations 

Ontology depicts the beliefs of the researcher about perceiving the true nature 

of reality. These beliefs comprised of researchers’ views about how the world is 

operating. The ontological position meant keeping a neutral eye on the occurring of a 
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social event (Bryman & Bell, 2015). In business research, there were two main 

ontological aspects prevailed in the form of objectivism and 

subjectivism/constructionism. The both ontological streams were backed up by the 

researchers in producing reliable knowledge (Saunders et al., 2016; Bryman & Bell, 

2015). In the last thirty years, the evolution of organizational culture practices was 

possible due to methods used by both subjectivists and objectivists (Cunliffe, 2011). 

Objectivists had the view that occurrence of social phenomenon was 

independent of the social actors (Crotty, 2012; Saunders et al., 2016).  The objectivists 

had the view that organization was a tangible thing with rules and regulation (Bryman 

& Bell, 2015). There were written rules and procedures to perform each and every task 

in an organization and the organization was independent from the employees who were 

managing those tasks. For instance, the banking personnel were shaped by the bank 

having standardized rules and procedures to accomplish each and every task. The bank 

was not dependent on the personnel so if anyone left the job there was no disruption 

in the operations of the work as it had standardized policies and procedures that the 

newly recruited employee used to perform the incomplete task. Therefore, the theme 

of the objectivism is that the organizations are responsible for the development of the 

individuals. 

On the Contrary, the subjectivism also called constructionism does not value 

the objectivity of organization rather it believed in the perceptions and actions of social 

actors created the social phenomena (Saunders et al., 2016; Bryman & Bell, 2015).  It 

led to the argument that the social phenomenon was created due to the perceptions and 

sentiments of the social actors but it was also volatile and revising due to different 

responses of the individuals in different circumstances. Therefore, it was necessary to 

go into the minute details of the situations and circumstances to better judge the reality 
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of social phenomena (Saunders et al., 2016).  For instance, the RM personnel were 

constantly improving the RM systems using their skills and expertise and strengthened 

the bank. Therefore, the theme of constructionism is that the organizations are 

developed/shaped by the individuals.  

3.1.3 Research Philosophy of this Study 

The research questions of this study led towards interpretive philosophical 

stance for this thesis. The goal of the study was to conduct an in-depth analysis the 

various aspects of RMP and their relationship with the RM practices in the commercial 

banks of Pakistan.  The in-depth examination of RMP was given prime importance in 

this study so that the effectiveness of RM practices can be ensured. Therefore, this 

study was in a need of qualitative methods to answer the research questions in an 

adequate way. The qualitative methods were used to provide an in-depth understanding 

and contextual background of the RMP and RM practices and to provide new insights. 

The researcher took a subjective stance for current study. The reason behind 

subjective stance was that the researcher thought that the RMP of Pakistani commercial 

banks was dependent on its risk managers i.e. CROs/Heads of Risk and other risk 

personnel. The RMP was shaped by these risk personnel. Moreover, the RMP and 

RMF were kept on changing and revising due to different responses/actions of risk 

personnel. Therefore, the researcher had to go into the minute details of the RMP and 

RMF of the Pakistani commercial banks. The researcher believed that the banks and 

its processes and frameworks were shaped by its risk personnel and banks were not 

independent from its risk managers.  
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3.2 Research Approach to Theory development 

Research would have a deductive approach if it began with a theory which was 

developed through extensive reading of literature review followed by a strategy to test 

this theory. Whereas, research would have an inductive approach if it began with data 

collection to investigate a phenomenon followed by theory generation. There was also 

a third approach called abductive which had both the features of inductive and 

deductive approach to theory development. Firstly, in abductive approach, a 

phenomenon was explored through qualitative data collection in order to generate 

themes and patterns and secondly these themes and patterns were used to generate a 

new theory or modify an existing theory. Lastly, the theory was validated through 

further quantitative data collection. The key differences between the three approaches 

to theory development is given in the figure 3.2.  

 

Figure 3.2:  Deduction, Induction and Abduction: From Research to Research 

Source: Saunders et al. (2016) 
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3.2.1 Research Approach to Theory Development Used in the Current Study  

The approach to theory development used in the current study was inductive.  

The reason behind the selection of inductive approach was the research process 

followed for this study. The research process started with a data collection in order to 

understand and explore phenomena regarding RM and risk governance in Pakistani 

commercial banks. Data was coded and themes were developed. The themes were 

refined by reviewing the coded extracts under relevant themes. The relationships among 

themes were developed and refined by evaluating the themes in relation to the 

objectives of the study. In-depth understanding was developed regarding RM and risk 

governance. Furthermore, developed themes were used to produce a comprehensive 

framework. Lastly, the theory regarding risk governance in Pakistani commercial banks 

was refined using this inductive approach. 

3.3 Methodological Choice 

The third layer of the ‘Research Onion’ is about choosing the right 

methodological choice for research. The methodological choice depends upon the 

nature of the data the researcher wants to explore. If the researcher was concerned with 

the qualitative data i.e. opinion about certain phenomenon, then the right 

methodological choice would be qualitative methodological design. In qualitative 

methodological design, if the researcher was interested in getting the opinion about 

certain phenomenon by using interviews only then the right methodological choice 

would be mono method qualitative. Whereas, if the researcher was interested in getting 

an opinion about a certain phenomenon by using interview and diary accounts then the 

right methodological choice would be multi-method quantitative. The methodological 

choices are shown in figure 3.3. 
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     Figure 3.3: Methodological Choice 

     Source: Saunders et al. (2016) 

 

 

There are certain situations where the researcher was interested in quantitative 

aspects of phenomena. Thus, in these situations, the right methodological choice would 

be quantitative methodological design. If the researcher was interested in getting the 

data about employee motivation using close-ended questionnaire on a Likert scale, then 

the right methodological choice would be mono method quantitative. Whereas, if the 

researcher thought that the data through close-ended questionnaire was not enough to 

explain the research questions and objectives of the study then the researcher could go 

for structured observations. In this case, the right methodological choice for the 

researcher would be multi-method quantitative. 

At times, the study was having both quantitative as well as qualitative aspects. 

In these circumstances, a single quantitative methodological design or qualitative 

methodological design would not be enough to underpin the research questions and 

research objectives. Therefore, the third approach of methodological choice would be 

mixed method methodological design. In this mixed methodological design, the 

researcher could use mixed method simple and mixed method complex depending upon 

the methodological needs of the study. If the researcher was using quantitative and 

qualitative methods at the same time (single phase) in order to compare the results from 
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both methods, then the right methodological choice would be concurrent mixed method 

or concurrent triangulation design (a type of mixed method simple).   

Whereas, if the researcher was interested in collecting the qualitative data 

followed by quantitative data then the double phase approach (a type of mixed method 

simple) would be sequential exploratory design. Furthermore, if the requirement of the 

research was such that the quantitative data was collected prior to qualitative data then 

the double phase approach (a type of mixed method simple) would be sequential 

explanatory design. Moreover, there was another possibility of using a sequential multi-

phase design (a type of mixed method complex) in which qualitative followed by 

quantitative then again quantitative data collection.  

3.3.1 Methodological Choice Used in the Current Study  

Current study needed a qualitative method to explore and evaluate the RM and 

risk governance issues in Pakistani commercial banks. Furthermore, the outcome of the 

qualitative method was an enhanced framework for RM. Therefore, the methodological 

choice used in this study was mono-method qualitative study as only interviews were 

used to collect data from the risk personnel to evaluate the RMP in the commercial 

banking industry of Pakistan. This study followed a qualitative research design as 

qualitative data was collected through the interviews from Pakistani commercial banks 

in order to understand and explore the hidden risk governance issues and leads to 

develop an enhanced RMF. The qualitative research design was appropriate for this 

study because the researcher want to explore the deficiencies in the existing RMF and 

propose necessary changes to enhance the existing RMF in the commercial banking 

industry of Pakistan. The research questions and objectives of this study could not 

address using quantitative methods as this study was not a hypotheses-based study.  
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3.4 Research Design Purpose & Strategy 

3.4.1 Purpose of Research Design  

As present study evaluated the effectiveness of RMF in relation to risk 

governance in Pakistani commercial banks, therefore the purpose of current research 

was evaluative in nature. The research was conducted to answer the questions which 

began with “How” and include “What”. Therefore, these questions assessed the 

effectiveness of CRO, BRMC, ERMCs, RM function in managing the FRM in 

Pakistani commercial banks. The various aspects of RMP (understanding, 

identification, assessment, monitoring etc.) were analyzed in relation to the risk 

governance issues prevailed in Pakistani commercial banks. The study was conducted 

to evaluate the current RM practices and extract the problems and issues in the current 

setting and recommend the necessary changes to improve the RM in Pakistani 

commercial banks.  

3.4.2 Research Strategy 

The fourth layer of research onion is dealing with choosing an appropriate 

strategy for research. The research strategy is an action plan about how the researcher 

will answer the research questions and objectives. There are several categories of 

research strategies according to qualitative, quantitative and mixed method research.  

List of these research strategies and their brief explanations are given below. 

• Survey 

• Experiment 

• Action Research 

• Narrative Inquiry 

• Grounded Theory 

• Ethnography 
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• Case Study 

• Archival and Documentary Research 

a) Survey 

In survey strategy, a research problem having a descriptive or exploratory nature 

is addressed using data collected through questionnaires, structured observation, and 

interviews. Usually, data is collected from a selected sample using various sampling 

techniques. The data collected through survey questionnaire strategy is helpful in 

predicting the relationship between the variables under study. The results generated on 

the basis of collected data from the representative sample are generalized for the whole 

population that is why it is very popular in social sciences. The success of survey 

strategy is based on the selection of the representative sample, the effectiveness of 

survey instrument and high response rate. Therefore, high concentration is required on 

these parameters to make the survey strategy effective. Mostly this approach is linked 

to quantitative studies for the collection of quantitative data. 

b) Experiment 

Generally, the experimental strategy is linked with research studies of natural 

sciences but its scope is wider than that as it is very much used in social and 

psychological sciences. It is mainly linked to quantitative research for the collection of 

quantitative data. In this strategy, the change in dependent variable is observed with 

respect to change in an independent variable. The hypotheses are used instead of 

research questions as it is much concerned with the existence or non-existence of 

relationship among variables. Null and alternate hypothesis are formed where null 

hypothesis represents non-existence of relationship while alternate hypothesis 

represents the existence of the relationship. Experimental strategy is categorized with-
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in subject design, quasi-experiment design and classical experiment design where each 

has its advantages and disadvantages.  

c) Action Research 

Generally, action research is linked to qualitative researches for the collection 

of qualitative data. Action research strategy is applied to find out the solution of real 

organizational problems. According to Coghlan and Brannick (2014), this strategy uses 

the institution’s personnel participation and collaboration to not only find out the 

solution of the problem but also implications for employees and institution. In action 

research, firstly, the researcher goes into an organization and studied the organization 

working practices and policies with the support of the employees. Secondly, a 

collaborative and iterative approach is adopted to ensure the input of employees in 

every stage of action research to improve the existing practices. Lastly, the researcher 

conveys his skills, knowledge, and capabilities to the employees to make them the 

action researcher themselves. But the issues prevail in terms of creating such type of 

participation and collaboration in the institution as various obstacles make the process 

of action research slow (Reason, 2006). 

d) Narrative Inquiry 

Narrative inquiry is a strategy used to collect qualitative data for the qualitative 

studies. In the narrative inquiry, the participants are giving their experiences about a 

specific phenomenon in the form of complete stories. A qualitative interview collects 

data in the form of bit and pieces rather than a complete story. Whereas, the narrative 

inquiry collects the complete stories which are further divided into smaller parts in data 

analysis phase (Chase, 2011). This strategy of narrative inquiry is quite opposite to 

strategy of ground theory.  
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According to Chase (2011), the narrator is given the full opportunity to describe 

his experience and interpretations about certain events and situations. The sequence of 

story and connections are also preserved in this strategy. The interpretations of the 

narrators are then compared with each other to evaluate the events and situations. 

Gabriel and Griffiths (2004) describes this strategy as a useful tool in uncovering the 

hidden realities of organizations through thick description about the context of the 

phenomena. It is generally used for small sample due to its complexity and time 

constraints. 

e) Grounded Theory 

This strategy is also linked to qualitative research for the collection of 

qualitative data. This strategy is developed by Glaser and Strauss (1967) to oppose the 

view of extreme positivism. In this strategy, the phenomenon is analyzed through the 

narratives, experiences, and interpretations of the social actors (Charmaz, 2014; 

Suddaby, 2006). This strategy uses the abductive approach as it moves around inductive 

and deductive approach for the theory development (Strauss & Corbin, 1998). Data 

collection and analysis is done simultaneously, codes are developed to arrange the data 

into categories. Constant comparisons are done on codes to polish them and self-memos 

are used to record the sequence and history of the coding process. Furthermore, 

theoretical sampling is used as previous cases provide the basis for new cases for data 

collection. This process of theoretical sampling continues until theoretical saturation 

reached i.e. concepts and themes are well developed. Moreover, the abductive approach 

is used to explore the phenomenon and examine the relationship quantitatively. In the 

beginning, literature is used as a complementary material for coding process and later 

on used to make arguments for the grounded theory in comparison with other theories. 
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After applying the above procedure, the result of this strategy is a theory hidden in the 

data. 

f) Ethnography 

Ethnography is the most ancient research strategy used in qualitative research 

around the time of colonial anthropology.  It was used to study the values, norms, 

behaviors of the primitive societies to help out the imperialist administration during the 

1700s to early 1900s. Later on, a study of Chicago school changed the use of 

ethnography as it was used to study the social and urban issues in the cultural groups.  

This strategy is divided into realist, interpretive and critical ethnography. In realist 

ethnography, the ethnographer uses an objective approach to find out the true meanings. 

The researcher lives with the participants under study to have the experience of the 

languages, behaviors, rituals and interactions in order to develop the full understanding. 

Then the researcher writes the accounts of the participants as a third person. While in 

interpretive ethnography, ethnographer uses a subjective approach to get the multiple 

meanings of a single phenomenon. In this strategy, the ethnographer lives with the 

participants to understand the various point of views of participants about a single 

phenomenon and write the details as a first person. Thus, ethnographer does not set 

aside from the participants and feels that ethnographer is among one of them. Whereas 

in critical ethnography, the ethnographer studies the regulations, policies, governance 

etc. within the organization and advocate the change in these domains. The use of 

ethnography as a strategy in research depends upon the alignment of an ethnographic 

approach to research questions. 

g) Case Study 

Yin (2014) describes the case study strategy as an in-depth exploration of the 

process, policy, person, association within the work settings. The ‘case’ used in a case 
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study can be a person, event, process, association, group. Therefore, the selection of 

case and the scope of the case study are the key factors in conducting the case study for 

the in-depth investigation and exploration of the selected case (Flyvberg, 2011). This 

strategy is very popular in mixed method researches for the collection of qualitative and 

quantitative data. This strategy explores the case in relation to its context and this 

differentiates this strategy from other strategies.  

A case study approach is very helpful in generating thick descriptions about the 

case under consideration and developed an excellent understanding of the phenomenon 

in relation to real work settings or context (Yin, 2015; Ridder, Haroon, & Baluch, 

2014). According to Yin (2015), a case study is categorized into four categories: 

• Single case  

• Multiple case 

• Holistic case 

• Embedded case 

h) Archival and Documentary Research 

The archival and documentary research is also an important approach used in 

mixed method researches for the collection of qualitative and quantitative data. In this 

strategy, the researcher can use posters, social media posts, administration records, 

annual reports, policy letters, contracts, memos, blog postings, national statistics and 

printed and online articles for the exploration and investigation of a particular 

phenomenon under consideration. The important consideration in gathering data from 

these sources is to make sure the quality of the source. Another problem may be faced 

in terms of getting access to these documents as they may be not in the interest of the 

organization to share it with outsiders. The researcher has to review the research 

questions and prepare a list of documents needed for the investigation of these research 
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questions. Then the researcher searches for these documents and try to get permission 

from the concerned authorities if it is sensitive in nature. Then the reliability and quality 

of the source are checked to decide whether to incorporate them in data analysis or not. 

 3.4.2.1 Research Strategy of the Current Study 

The research strategy used in this study to answer the research questions was 

case study strategy. The commercial banking industry was taken as a case in the current 

study. The study was focused on enquiring that how the RMP and RMF helped in 

coping the various risks present in the turbulent business environment of the 

commercial banks of Pakistan. In present study, the ‘How’ research questions required 

an in-depth evaluation of the RMP and RMF. Moreover, research questions of present 

study demanded an in-depth evaluation of the role of CRO and regulator in the 

commercial banking industry of Pakistan. The case study research strategy was suited 

for exploring the shortcoming in the existing RMF and remedies for those 

shortcomings. In-depth structured interviews were used in the case study strategy to 

answer the research questions of this study. The case study approach using interviews 

helped a lot in exploring the themes for this study. 

 3.5 Time Horizon 

The final layer of the research onion before reaching the core of research onion 

is the decision about the time horizon of the study. Time horizon of research is the time 

needed to investigate the variables under consideration. Time horizon is categorized 

into cross-sectional and longitudinal time horizon (Saunders et al., 2016). In cross-

sectional studies, the variables are investigated by collecting the data once over a short 

period of time. Furthermore, it is like taking a snapshot of the phenomenon (Saunders 

et al., 2016).  For instance, researcher collects the data once from various organizations 
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to investigate the determinants of labour turnover. Whereas in longitudinal studies, the 

variables are investigated by collecting the data at different points of time. Thus, the 

longitudinal studies are like taking the diary approach to record the phenomenon. The 

longitudinal time horizon is used to investigate the change in the variables over a span 

of time. For instance, researcher has to collect data multiple times to investigate the 

changes in human development from childhood to old age.    

3.5.1 Time horizon of Current Study 

Qualitative data was collected once through in-depth interviews from the RM 

department of Pakistani commercial banks over a short span of time. The collected 

qualitative data was coded to develop the appropriate themes regarding RM in Pakistani 

commercial banks. Furthermore, an enhanced model was created through developed 

themes are created. Therefore, present study was a cross-sectional study as it was using 

a snapshot approach to investigate the phenomenon. 

3.6 Techniques & Procedures 

3.6.1 Qualitative Data Collection Techniques 

3.6.1.1 Population and Sample 

The research questions of current study required the responses of the Chief Risk 

Officers (CROs)/Heads of Risk, Head of Credit Risk and Head of Market Risk of 

Pakistani commercial banks in order to explore the RM and risk governance issues. As 

these risk personnel were responsible for the overall management of risks, therefore 

these were the right people to give an in-depth response to the research questions in 

order to explore the RM and risk governance in Pakistani commercial banks. As in 

Pakistan, there were only 23 local and foreign commercial Banks and each commercial 

bank had only one CRO/Head of Risk position, one Head of Risk and one Head of 
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Credit Risk. Therefore, the researcher of present study took the whole population (i.e. 

23 CROs/Heads of Risk, 23 Head of Credit Risk and 23 Head of Market Risk) for the 

in-depth interviews. Thus, there was no need to take the sample out of population as 

the population size was smaller and manageable for qualitative data collection. The role 

of the regulator was gauged through conducting 10 in-depth interviews from SBP 

employees of Risk Management Division (RMD) and Banking Policy & Regulations 

Department (BPRD). The ten respondents selected from the SBP were on the basis of 

purposive sampling. Therefore, total 79 in-depth interviews were conducted from the 

risk personnel working in commercial banks and SBP employees.  

3.6.1.2 Interview Script Sheet 

The interview script sheet is provided in the Appendix. The instrument was 

initially developed through extensive review of the RM literature, BIS documents, SBP 

guidelines and policy documents. Therefore, the baseline for the development of the 

instrument were those literature review and RM guidelines and policy documents. The 

instrument was further refined through pilot testing interviews. In pilot testing phase, 

the expert opinions of five CROs and one Head of Market Risk, one Head of Credit 

Risk, and one Head of Liquidity Risk were taken. Two CROs were taken from public 

sector banks while three were taken from private sector banks. They suggested some 

amendments regarding the risk governance context and scope of this study. Therefore, 

the instrument was finalized after incorporating the amendments suggested by the 

experts in the banking sector of Pakistan. There were fourteen items in the interview 

questionnaire. These fourteen items were categorized into four sections i.e. section A, 

section B, section C and section D. The section A “Risk and Governance” contained 

three items (Q1 to Q3) which underpinned the role of board, executive committees and 

CRO in RM. Moreover, section A explored the capabilities of RM function in banks. 
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The section B “Risk Management Process” contained one item (Q4) which unveiled 

the existing RMP running in banks. The section C “Views & Comments on the Risk 

Management Process” contained eight items (Q5 to Q12) which collected the 

responses of the respondents regarding the use of SBP risk guidelines and explored 

the deficiencies in each phase of existing RMP and gathered the feedback for 

improvements in the RMP. The last section D “Role of SBP in the Development of 

Risk Management Framework” contained two items (Q13 to Q14) which evaluated the 

current efforts made by the SBP in the development of RMF in the commercial banking 

industry of Pakistan and what more can be done to strengthen the RMF in commercial 

banking industry of Pakistan.   

3.6.1.3 Procedure for Data Collection 

The letter of authorization from Director Research, Iqra University Islamabad 

Campus, was issued to the researcher for data collection. The data collection procedure 

was completed in two phases. The data collection in the first phase was carried out for 

the pilot testing of the instrument for the interviews. Initially, eight interviews were 

conducted in which five interviews were conducted from Chief Risk Officers 

(CROs)/Heads of Risk of two public and three private sector banks in the pilot testing 

phase. Furthermore, three interviews were taken from Head of Credit Risk, Head of 

Market Risk and Head of Liquidity Risk for the reliability of the instrument. Some 

amendments regarding the instrument were suggested by the executive risk personnel 

who are experts in the RM area. Therefore, these changes were incorporated in the 

instrument in order to better extracts the views of the interviewees in the final 

interviews.  

Once the interview instrument was finalized, then the second phase of data 

collection started. As the RM department was situated in the head office of the banks 



139 

so the researcher has to go to the head offices of the respective banks for the interviews 

of the senior RM department personnel (i.e. Chief Risk Officer (CRO), Head of market, 

credit and liquidity risk).  As most of the bank’s head offices were located in Karachi, 

so most of the interviews were done over there. Only one bank MCB had its head offices 

in Lahore, so the interviews of the risk personnel were conducted by visiting Lahore. 

Only Askari bank had its head office in Islamabad. Therefore, the interviews from the 

risk personnel of the Askari bank were conducted in Islamabad. The data collection 

phase started from Islamabad covering the Askari Bank. Then in the next step, the data 

collection is done by visiting banks in Karachi and Lahore. 

During the one month stay in Karachi, the appointments were taken prior to the 

visits as the interviewees were very busy people. Some hurdles were also faced in terms 

of approaching the top risk personnel but the overall process of data collection was very 

smooth and desired objectives of the data collection stage were achieved after lots of 

efforts made by the researcher. The CROs/Heads of Risk and other Head of market, 

credit and liquidity risk in the various banks are acted very professionally in the 

interviews and respond the questions best of their knowledge and experience. 

Furthermore, the appointments were taken in advance before a visit to Lahore for the 

interview of MCB risk personnel. Thus, the interviews over there were carried out in a 

smooth fashion. The question related to SBP were asked from the employees of SBP 

which are working in BPRD and RMD. The help was also taken from the published 

documents of SBP’s BPRD and RMD and other published documents regarding role of 

regulator in RM.  
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3.6.1.4 Ethical Consideration in Data Collection 

Following ethical consideration were used during the data collection stage of this 

research: 

• Ensuring the confidentiality and anonymity of the interviewees was maintained 

so that no harm was made to them due to participation in this research. 

• Limited personal information was asked to reveal for the interviewees.  

• The data collected through interviews was used only for this research purpose 

only. 

• The researcher had shown the letter of authorization from the Director Research, 

Iqra University Islamabad Campus, to all the interviews for the introduction of 

researcher and purpose of the research for which the data will be collected. 

3.6.2 Qualitative Data Analysis Techniques 

3.6.2.1 Thematic Analysis 

In the qualitative analysis, the first method bubbles up is thematic analysis 

(Braun & Clarke, 2006). The prime objective of using thematic analysis approach was 

to dig out the hidden themes and patterns in the primary data. The researcher coded its 

primary data in the form of interviews, website material, observations to figure out the 

relevant themes, patterns and interrelationships among themes to interpret the data to 

draw conclusions.  

Braun and Clarke (2006) described the thematic analysis as a flexible and handy 

method for primary data analysis. Thematic analysis processes the data in a logical and 

organized way. Thematic analysis has the capability to handle small as well as large 

primary data and produces authentic and reliable descriptions. Some of the advantages 

of using thematic analysis are listed below. 
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• Ability to handle and interpret large data set of primary data. 

• Integrate data sets from various sources by creating codes. 

• Figure out the relevant themes and patterns according to research questions. 

• Develop thematic explanation of large primary data. 

• Test the theories on the basis of already produced themes and thematic 

relationships. 

• Produce and testify conclusions. 

Thematic analysis is a standalone method and does not affect by the adopted 

research philosophy and approach. However, research philosophy (positivism, critical 

realism, interpretivism, postmodernism or pragmatism) and approach (inductive, 

deductive or abductive) will dictate how the researcher interpreting the primary data. 

Therefore, the researcher can use thematic analysis in a realist study as well as 

interpretivist study with equal ease. The following section will explain the four phases 

of thematic analysis as mentioned in Saunders et al. (2016). 

3.6.2.1.1 Becoming familiar with data 

The first important phase in the thematic analysis was familiarity with the data 

collected through interviews and observations. The transcription of the interviews and 

observations by the researcher, personally helped the researcher to develop familiarity 

with the data. The researcher prompted to make summaries, entries in the notebook 

which will help in the analysis. Familiarization with the data came through a process of 

deep involvement throughout the research study. The researcher had to read and re-read 

the data multiple times during the research to develop an understanding of data. The 

researcher looked for meanings and repeating themes and patterns in the data. 

Familiarity with the data was such an important phase that without this researcher 
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would be unable to do the next phases of thematic analysis. Therefore, it was important 

to transcribe and became familiar with the data. 

3.6.2.1.2 Coding of Data 

The next step after data familiarization was the coding of data. The grouping of 

data having similar meaning was done through coding. Coding is a process of marking 

each unit of data with a code that expresses an extract’s meaning.  The main objective 

of coding process was to extract each interested data item from large and complex data 

set to help the researcher in data analysis. A large set of primary data contained 

references to behaviors, conditions, actions, events, interactions, policies, strategies, 

and relationships.  If the researcher did not code these data references, then the 

researcher would be unable to comprehend the true meaning of the data. Thus, coding 

was a very helpful in arranging the data in relevant codes. A single code extract was 

represented by a short phrase or a single word. The coded extract may be multiple 

words, sentences, paragraph or pictures. Therefore, code extracts depicting similar 

concept, idea or strategy summed up under a single code.  

In coding process, if the researcher thought that the new data extracts were 

depicting the same concepts or idea as the previously coded data extract then labeled it 

under the same code whereas if data extracts contradicted with the meaning of previous 

data extract then it was labeled with different code. Therefore, it was necessary to have 

a list of codes with the researcher so that the researcher could ensure consistency 

throughout the coding process.  

The research approach and research questions dictated the decision regarding 

how much data researcher should code.  If researcher was using an inductive approach 

then researcher almost coded everything as researcher was interested in exploring all 

aspects of phenomenon. Whereas, if researcher was using a deductive approach then 
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researcher already had a set of codes derived from previous researches. Therefore, in 

this case researcher was only interested in those data extracts which were related to 

researcher’s already identified codes. Thus, researcher did not have to go into the in-

depth coding process in case of deductive approach.  

There were certain limitations of using a purely inductive or deductive 

approach. In case of purely deductive approach, researcher might figure out the end that 

researcher’s predefined codes were inadequate to respond research questions. Whereas, 

in case of deductive approach researcher had to code each and every bit of data that 

researcher think is linked to research questions. Furthermore, this requires ample time 

to code all the data items to figure out the themes and patterns hidden in the large set 

of primary data. The major sources of codes are depicted in the figure 3.4. 

Figure 3.4: Source and Types of Codes 

Source: Saunders et al. (2016) 

 

• The first source was the used by the participants. 

• The second source was based upon the label given by the researcher to 

represent a particular idea. 

• A third source of codes derived from the extensive study of the previous 

theories and literature. 

Coding was a very crucial and important step in the thematic analysis. It gave 

the researcher the flexibility to link data extracts having similar meaning and idea or 

link those ideas, behaviors or actions which the researcher wanted to compare. It 



144 

arranged and organized the large scattered data which acted as an input for the next 

steps of thematic and data analysis. Sometimes the researcher had to understand the 

context of a data so the researcher could code whole paragraphs instead of few 

sentences.  

Coding process took guidance from research approach (discussed above) and 

research questions. Now, the researcher discussed the second half of discussion about 

the linkage of the coding process with the research questions. The codes derived by the 

researcher having particular objectives were completely different from the codes 

derived by another researcher having different research objectives. As researcher went 

on to conduct more interviews, the researcher was more likely to develop new codes. 

The new insight extracted from previous codes about the particular phenomenon would 

lead researcher to develop new codes. This process of improving researcher’s codes is 

called constant comparison and is important for the consistency in the way the thematic 

analysis is done. Some codes were having a large number of code extracts due to their 

broad scope as compared to other codes having few code extracts due to limited scope. 

The codes with few extracts were later on merged with a code having a similar meaning 

or retained if they proved to be more important regarding a particular phenomenon. The 

coding process carried out using the N-Vivo software.    

3.6.2.1.3 Searching for Themes and Recognizing Relationships 

The theme searching step started partially, when researcher collected primary 

data through the interview, observation etc. and coded them. Transcriptions of 

interviews, observations, self-memos, reflective diary and progress summaries helped 

the researcher in identifying the underlying themes, patterns, and relationships. 

The theme searching step fully began when the researcher thoroughly 

completed the data coding step. The output of data coding step was a lengthy list of 
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possible codes that was developed to extract meanings from the raw data and make 

sense about the hidden ideas, concepts, actions etc. Now there was an important 

question about the number of codes. Some researchers had the view to work with up to 

30 codes while the others made a consensus that there was no limit on the number of 

codes used for further analysis. The second stream of researchers had a stance that 

researcher can use as many codes which were adequate to respond to researcher’s 

research approach, research objectives, and research questions. However, there should 

be great care while creating too many codes. Researchers may be detracted and trying 

to analyze unnecessary details so the key solution to this problem was to refer to the 

research questions, research objectives to be on track in creating the right number of 

codes that will facilitate the further analysis.    

In this step, the researcher had to look for relationships and patterns in the 

lengthy list of codes to develop a small list of themes which was linked to the research 

questions. A theme could be a broader class containing several codes which were inter-

related with each other and depicting a single idea, concept, strategy that was relevant 

to the research questions. Whereas, a theme could have only a single code which was 

of great value for researcher’s research questions and hence promoted to become a full-

fledged theme. The squeezing of a large set of scattered raw data was done firstly 

through coding and then through grouping these codes into relevant themes. 

Researcher judgment about the data and researcher’s own involvement were the 

main factors involved in the themes searching step. Furthermore, the integration of 

related codes into the single theme was a crucial part not only in this phase but also in 

the later phases of thematic analysis.  
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3.6.2.1.4 Refining Themes and Testing Propositions 

Now the final phase in the thematic analysis is theme refinement and 

propositions testing. The developed themes should be jelled together in such a way that 

they should extract an enhanced framework to further enhance researcher’s data 

analysis. For this purpose, researcher organized the coded extract under their respect 

themes or sub-themes. Therefore, the researcher could evaluate that whether the coded 

extracts were relevant and coherent to each other within a theme and also the themes 

were coherent with each other. As this whole activity was a continuous process so the 

researcher had to read and read again and reorganized the coded extracts and arranged 

the coded extracts under relevant themes again and again until these themes were 

refined enough to give a comprehensive framework. In this process, some of the 

researcher’s initially developed themes could be merge into a new single theme and 

some of them discarded as they were not fit with the overall research objective in 

relation to other themes. Some of the themes further divided into completely separate 

themes.   

This whole refinement process was done by multiple readings of the coded 

extracts placed under relevant themes. In this refinement process, multiple readings of 

the coded extracts enabled the researcher to evaluate whether these coded extracts 

supported the relevant theme or inadequate to support the relevant theme in a 

meaningful way. Moreover, the researcher would be able to decide that if these coded 

extracts are not similar in conveying a common idea then these coded extracts should 

be separated to become an entirely different theme. Furthermore, it enabled the 

researcher to combine those themes which convey similar idea into a single theme. In 

the theme refinement process the researcher also abled to review the already established 

relationships among themes. 
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The development of testable proposition was possible as the researcher goes 

along theme refinement process. The apparent relationships among themes became 

testable relationship if the researcher will be in a position to conclude these 

relationships into an actual relationship. These testable hypotheses are not like 

statistical hypotheses. 

The researcher can testify these propositions developed through the inductive 

process by finding a similar alternate explanation which conformed with the pattern 

and also provided negative examples which did not align with the relationship under 

scrutiny. According to Miles, Huberman, and Saldann (2014), the alternative 

explanations played a vital role in formulating valid conclusion on the basis of the 

testable proposition.  Furthermore, alternate explanations supported researcher’s 

hypotheses while researcher gives explanation for the occurrence of negative cases. The 

soundness of researcher conclusions will be dependent on the supporting alternate 

explanations and contradicting negative cases. 

3.6.2.2 Qualitative Data Analysis Software 

The software used in this study was Nvivo version 11. The software has the 

capability to handle the huge amount of qualitative data collected through interviews 

from the risk personnel of commercial banking industry of Pakistan. The data collected 

through interviews was fed into Nvivo and then arranged and organized by making code 

extracts which were grouped under relevant nodes. Furthermore, the coded data was 

analyzed using ‘word clouds’ and ‘word trees’ to generate themes. 
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CHAPTER 4 

RESULTS AND DISCUSSIONS 

 
In this chapter, thematic analysis is applied using N-Vivo 11 for coding of 

qualitative data collected through in-depth interviews from CROs/Head of Risk, Head 

of Market Risk, Head of Credit Risk and SBP employees. The coding process begins 

with creating nodes for the organization of RM and risk governance responses. 

Afterward, the coded extracts from the interviews are selected and placed into the 

relevant nodes. Furthermore, the linkages among nodes are searched in order to develop 

themes. Few themes become parent themes while some become child themes. During 

the refinement process, some themes were excluded due to misalignment with other 

themes. Additionally, refinement is made by merging those themes which depict the 

same idea or concept into a single theme and by segregated the theme into multiple 

themes on the basis of contradictory ideas related to RM and risk governance. 

Moreover, the linkages and relationship among the themes are established in order to 

develop an enhanced framework for RM in relation to risk governance in the 

commercial banking industry of Pakistan to cope with the risky environment. After the 

coding process, themes are created utilizing Word Cloud and word Tree analysis on 

developed nodes (codes) for developing an enhanced framework by establishing 

linkages among themes. Lastly, this chapter provides the possible extensions in the 

existing RMF for Pakistani commercial banks. 

4.1 Coding Process 

The coding process is a very crucial step of thematic analysis as it provides the 

basis for theme creation and further data analysis. The main objective of coding process 

is to extract each interested data item from large and complex data set to help the 

researcher in data analysis. The codes of this study are developed by creating nodes in 
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N-Vivo 11. Any small sentence or even a paragraph represent a coded extract is then 

placed into the relevant node. However, if the coded extracts are representing the same 

idea then these are placed under the same node otherwise placed into a new node. This 

process is recursive as the researcher has to go through the interviews data again and 

again to find anything interested regarding RM and risk governance nodes (codes). The 

output of this stage is the best possible nodes (codes) that truly arrange the raw data of 

CROs interviews.  

The parent nodes for this study are shown in figure 4.1. The first parent node is 

‘definitions’ which contain definitions regarding the risk terminologies. The second 

node is ‘risk governance’ which contains the coded extracts relating to risk governance 

in banks. The third node is ‘risk management process’ which contains coded extracts 

relating to four phases of RMP in banks. The fourth node created is ‘role of regulator’ 

which contains the coded extracts relating to SBP’s role in the strengthening of RMF 

in the commercial banking industry of Pakistan. 

Figure 4.1: Parent Nodes of the Data 

 

The parent node ‘definitions’ contains four child nodes which are shown in 

figure 4.2. The first child node is ‘Risk’ which contains the definitions of risk from 

various international standards and guidelines. The second child node is ‘risk 

management’ which contains definitions of RM from various standards, guidelines, 

international bodies, and practitioners. The third child node is ‘risk management 
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process’ which contains the definitions of RMP not only from the SBP’s RM guidelines 

but also from BIS and other international bodies and standards. The fourth child node 

is ‘risk management framework’ which contains the definitions of RMF from various 

international risk standards and guidelines. The parent node ‘definitions’ and its child 

nodes are very helpful in understanding the RM terminologies and their context. 

Furthermore, these are very helpful in the literature review and the introduction of this 

study.  

 

 
Figure 4.2: Child Nodes of Definitions 

 

The second parent node ‘risk governance’ contains four child nodes as shown 

in figure 4.3. The first child node is ‘role of board’ which contains coding extracts 

explaining the role of the board of directors in the RM in the banks. The second child 

node is ‘role of ERMCs’ which contains the coded extracts explaining the role of 

various executive risk management committees in the RM of various exposures. The 

third child node is ‘effectiveness of CRO’ which contains responses explaining the role, 

responsibilities, and hurdles faced by the chief risk officer (CRO) in banks. The fourth 

child node is ‘effectiveness of risk management department’ which contains coded 

extracts explain the role, responsibilities, and difficulties faced by the RM department 

in the commercial banking industry of Pakistan.  
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Figure 4.3: Child Nodes of Risk Governance 

 

The child node ‘role of board’ has one child node as shown in figure 4.4. The 

only child node is ‘role of BRMC’ which contains coded extracts explaining the role 

and responsibilities of the board risk management committee (BRMC). Furthermore, it 

also contains the coded extracts explaining the various deficiencies in the proper 

functioning of BRMC in the banks. 

 
Figure 4.4: Child Nodes of Role of Board 

 

The child node ‘role of ERMCs’ contains further two child nodes as shown in 

figure 4.5. The first node is ‘role of ALCO’ which contains coded extracts explaining 

the role and responsibilities of Asset-Liability Committee (ALCO) in the bank for the 

management of market and liquidity risk. Furthermore, it also contains the issues faced 

by the ALCO committees in the management of various exposures. The second child 

node is ‘role of CRC’ which contains coded extracts explaining the role and 



152 

responsibilities of CRC in the management of credit risk in the banks. Moreover, it also 

contains the coded extracts explain the various issues faced by the CRC in the proper 

evaluation of credit risk in the commercial banks. 

 Figure 4.5: Child Nodes of Role of ERMCs 

 

The parent node ‘risk management process’ contains four child nodes as shown 

in figure 4.6. The first child node is ‘risk understanding’ which contains coded extracts 

explaining the risk understanding phase of RMP. Hence, this node contains the 

responses of the interviewees explaining the importance of this phase and problems 

exist in the commercial banks of Pakistan in adequate risk understanding. The second 

child node is ‘risk identification’ which contains the coded extracts explaining the 

importance of risk identification phase in RMP. Moreover, it contains coded extracts 

explaining the risk identification process and problems exists in adequate risk 

identification in commercial banks of Pakistan. The third child node is ‘risk assessment 

& analysis’ which contains coded extracts explaining the importance of risk assessment 

& analysis in the RMP. It also contains the responses explaining the various issues in 

the effective risk assessment and analysis of various risk in commercial banks of 

Pakistan. The fourth child node is ‘risk monitoring & controlling’ which contains coded 

extracts explain the importance of risk monitoring and controlling in the RMP. 
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Furthermore, it contains various coded extracts which depict various issues in the 

effective risk monitoring and controlling in commercial banks of Pakistan. 

 Figure 4.6: Child Nodes of Risk Management Process 

 

 

  
Figure 4.7: Parent Nodes with Child Nodes 

 

Figure 4.7 shows all the parent nodes along with child and grandchild nodes for 

this study. These parent nodes along with child and grandchild nodes are a prerequisite 

for the theme generation process. The next section explains the theme generation 

process with the help of word cloud and word tree analysis. 
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4.2 Theme Generation Process 

Theme generation process is primarily dependent on the effectiveness of the 

coding process. If the researcher performs this phase with great care and precision then 

the theme generation phase will be aligned with the research questions and objective of 

the study. The present study executed this part with caution and created adequate codes 

to cater the research needs.  

Theme generation is a process of identifying the all possible themes related to the 

research questions and related research objectives of the study. The present study 

extracts the themes in two phases. In the first phase, word cloud analysis is done on the 

nodes to find out all the potential themes in the data. Then the refinement of the themes 

is done using word tree analysis by checking the context of potential themes.  
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4.2.1 Word Cloud Analysis 

 

                      Figure 4.8: Word Cloud of Themes Related to Role of Board 

The word cloud mentioned in figure 4.8 shows the themes related to the role of 

the board in RM in the banks. This word cloud is helpful in extracting the potential 

themes in the data collected through interviews. The potential themes from the word 

cloud are ‘BRMC’, ‘oversight’, ‘Appetite’, ‘committees’, ‘governance’, ‘review’, 

‘strategic’, ‘tolerance’ etc. The refinement of these potential themes is done through 

context analysis using tree analysis which is to be discussed in later section. 
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Figure 4.9: Word Cloud of Themes Related to Role of ERMCs 

The word cloud mentioned in figure 4.9 shows the themes related to the role of 

executive management in RM in the banks. This word cloud is helpful in extracting the 

potential themes in the data collected through interviews. The potential themes from 

the word cloud are ‘ERMC’, ‘oversight’, ‘ALCO’, ‘CRC’, ‘approval’, ‘mechanism’, 

‘market’,’credit’, ‘liquidity’, ‘limits’, ‘design’, ‘evaluation’ etc. The refinement of 

these potential themes is done through context analysis using tree analysis which is to 

be discussed in later section. 
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Figure 4.10: Word Cloud of Themes Related to Role of CRO 

The word cloud mentioned in figure 4.10 shows the themes related to the role 

of CRO in RM in the banks. This word cloud is helpful in extracting the potential 

themes in the data collected through interviews. The potential themes from the word 

cloud are ‘CRO’, ‘compliance’, ‘constraints’, ‘empower’, ‘positioning’, ‘mindset’, 

‘hurdles’, ‘clarity’, ‘support’, ‘functioning’ etc. The refinement of these potential 

themes is done through context analysis using tree analysis which is to be discussed in 

later section. 
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Figure 4.11: Word Cloud of Themes Related to effectiveness of Risk Management   

Department 

 

The word cloud mentioned in figure 4.11 shows the themes related to the 

effectiveness of RM department in the banks. This word cloud is helpful in extracting 

the potential themes in the data collected through interviews. The potential themes from 

the word cloud are ‘lacking’, ‘staff’, ‘maturity’, ‘capability’, ‘shortage’, ‘skilled’, 

‘adaptability’,’certified’, ‘qualified’,  ‘training’, ‘tested’, ‘models’ etc. The refinement 

of these potential themes is done through context analysis using tree analysis which is 

to be discussed in later section. 
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Figure 4.12: Word Cloud of Themes Related to Role of Regulator (SBP) 

The word cloud mentioned in figure 4.12 shows the themes related to role of 

regulator (SBP) in RM in the banks. This word cloud is helpful in extracting the 

potential themes in the data collected through interviews. The potential themes from 

the word cloud are ‘regulatory’, ‘communication’, ‘facilitate’, ‘review’, ‘training’, 

‘adoption’, ‘standards’, ‘RMD’, ‘BPRD’, ‘guidelines’, ‘limits’, ‘policy’, ‘IRAF’ etc. 

The refinement of these potential themes is done through context analysis using tree 

analysis which is to be discussed in later section. 
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Figure 4.13: Word Cloud of Themes Related to Risk Management Process 

The word cloud mentioned in figure 4.13 shows the themes related to RMP in 

the banks. This word cloud is helpful in extracting the potential themes in the data 

collected through interviews. The potential themes from the word cloud are 

‘understanding’, ‘identification’, ‘reporting’, ‘assessment’, ‘analysis’, ‘qualitative’, 

‘quantitative’, ‘methods’, ‘limit’, ‘controlling’, ‘system’, ‘lacking’, ‘context’, 

‘advanced’ etc. The refinement of these potential themes is done through context 

analysis using tree analysis which is to be discussed in later section. 
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4.2.2 Word Tree Analysis 

The refinement of the potential themes is done through checking the context of 

the potential themes. In theme refinement phase, some themes drop out while some 

merge into other themes while some segregated into new themes. The word tree 

analysis is used to check out the context of the potential themes. The word tree analysis 

is explained in the following section. 

The themes created from the codes are related the effectiveness of board risk 

oversight. The next section and figure 4.14 will explain the exploration and 

identification of these themes from the initial codes.  

The BoDs of the bank constitute the board risk management committee 

(BRMC) for the risk oversight purposes. The committee is comprised of three to four 

members from the BoDs. The committee is responsible for approving the risk appetite 

of the bank. It is responsible for reviewing the risk inherent in the proposal presented 

by the executive risk management committee (ERMC). This committee protects the 

right of the shareholders against various types of risks inherent in the bank’s operations 

and transactions. Furthermore, it not only oversees the risk internally but also externally 

due to unforeseen events as per the contingency plans. The BRMC sets and approves 

the limits for various risks like FX, IR, credit, liquidity risk etc. The BRMC also reviews 

the existing RM practices in the bank and updates them according to the changing RM 

guidelines issued by the SBP and Basel Accord (Basel I, Basel II, Basel III) issued by 

BIS. The RM tone is set by the board of directors through BRMC in the bank that 

provides a clear direction for the future RM practices. 

One of the interviewees made a point on the effective role of BRMC in the 

commercial banks of Pakistan by stating that 
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[In the banks, the role of BRMC is very important in respect of risk oversight. The SBP 

guidelines clearly state the formation of BRMC for risk oversight. The BRMC reviews 

the existing risk management policies according to the market situation. BRMC ensures 

that the current risk management practices are in line with the SBP guidelines and 

bank’s internal limits. BRMC sets the tone of the risk management in the Bank. The 

BoDs formulates BRMC for the review of risk appetite and setting risk limits.] 

Some of the interviewees have a stance that the members of the BRMC should 

have a vast experience regarding RM in every area e.g. market, credit, operation and 

strategic etc. in order to take an effective decision regarding setting the risk appetite 

and setting limits for various exposures. The interviewee made a point by arguing that 

[The risk management at the strategic level is done by BRMC by analyzing the top risks 

faced by banks. Prioritizing the risks is one of the main jobs of the BRMC according to 

the set risk appetite of the Bank’s committee. In Pakistani banks, BRMC members lacks 

experience in the area of RM, there should be risk expert on the panel of BRMC to 

assist the BRMC members in evaluating the proposals.] 

 Most of the interviewees state that the BRMC in Pakistani bank lacks expertise 

in the area of RM. Therefore, the expert reviewing is weak because their decision 

depends only upon the basis of ERMC recommendations and the CEO. It is emphasized 

that board members with RM expertise are essential for the changing nature of 

exposures in the market. Members having sheer knowledge of RM guidelines and 

practices as per SBP and BIS shall be inducted in the boards. Some arguments made by 

interviewees in this regard are as follows: 

[The purpose of BRMC is to provide support to the Bank’s BoDs and its executive 

management in developing and refining the risk management environment. It also helps 
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to inculcate a holistic Risk Management culture, spotting the miscellany and density of 

its operations and gauging exposure to various kinds of risks primarily operational, 

market, liquidity, and credit risk. The guiding principles for bearing derivative 

exposures are approved by the BoDs and the BRMC.] 

 The BoDs and the BRMC play a pivotal role in the development of risk culture 

in the bank so that everybody from top to bottom keeps a risk-oriented eye on their 

daily operations and transactions. This ERM is a collaborative effort of the BoDs and 

its delegated risk committees (BRMC, ERMC, ALCO, CRC etc.). During the 

interviews majority of the interviewees agreed with this argument and opinion of one 

such interviewee is given as follows: 

[The BoDs provide the strategic direction for robust risk management for the various 

risk exposures and take the ultimate accountability for guaranteeing that an effective 

and efficient risk management framework is established including the required policies, 

human resources, systems, and procedures. Moreover, this task is backed up by board 

committees i.e. BRMC and Board Audit Committee (BAC) and also supported by the 

management committees i.e. Operational Risk Management Committee (ORMC), 

Management Risk Committee (MRC), Credit Risk Management Committee (CRMC), 

and Asset & Liability Committee (ALCO).] 

 The BoDs of the bank has the responsibility to keep the RM practices up to date 

and aligned with the local and international RM standards. During the interviews, most 

of the interviewees highlight the above-cited responsibility of the BoDs for the effective 

RM in the banks. The arguments of the interviewees in this regard are as follows: 

[The Board of Directors, through its BRMC guarantees that decision making is aligned 

with the Bank's risk appetite and strategies. The Board receives periodic updates on 
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the critical risks including a quarterly comprehensive summary of the portfolio 

performance and Bank's risk profile against set targets and thresholds.] 

 From the word tree analysis, the problems highlighted in relation to board and 

BRMC for the strengthening of RMF as mentioned by several interviewees in their 

comments are given as follows: 

[…The risk oversight is weak as there is a deficiency in terms of risk management 

capabilities of the bank. hence, BoDs and BRMC work in close coordination to sort out 

this issue…]        

[The board’s risk oversight needs to be more effective as there is a lack of 

understanding core assumptions and risks of the business strategy.] 

[…The critical issue for the board and BRMC is the designing of the risk appetite 

statement (RAS). The risk appetite statement entails the details about who will take a 

risk and who will monitor risk. The tone of the risk management is set through this 

statement. The RAS clearly defines the amount of risks that the bank is willing to bear 

in order to achieve its set objectives and business plan...] 

[The board and BRMC needs timely, specific risk information that helps in effective risk 

oversight. This is the main obstacle in taking a timely decision as the board and BRMC 

receives bulk of information that is hard to review and hard to extract required 

information about a particular issue.] 

[The board and BRMC would be more effective in risk oversight if they overlook any 

dysfunctional behavior that results in excessive risk taking. These behaviors disrupt the 

risk management process in banks.] 

[One of the problems stands against the effective risk oversight is that the board and 

BRMC are unable to give effective input to the senior management which is necessary 

to cater the core risks faced by the banks. The problem exists because the board and 
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BRMC do not have a risk expert on the BRMC that can advise in the risk related 

matters. Therefore, the BRMC composition is very vital for the banks as it needs a risk 

expert on the Panel.]
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Figure 4.14: Word Tree Analysis on Role of Board 
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The next themes generated from the codes are related to the effectiveness of 

Asset & Liability Committee (ALCO). Now the next section and figure 4.15 will explain 

how this study brought up to these themes from the initial codes.   

The market and liquidity risk are monitored at every stage of RMP by the ALCO 

in Pakistani commercial banks under the supervision of board risk management 

committee (BRMC). The market and liquidity RM policies are designed and developed 

by the ALCO keeping in view the market and liquidity risk appetite of the bank. During 

the interviews, several interviewees highlighted the importance of ALCO in RM as 

follows: 

[In the risk management, ALCO is responsible for management of market and liquidity 

risk. The development and revision of appropriate risk management policies and 

procedures are the responsibility of the ALCO.] 

[The Bank has ALCO in place for the establishment of effective internal controls for 

monitoring & controlling of liquidity and market risks.] 

[The ALCO is appointed and authorized by the Board of Directors (BoDs) to assist in 

the designing, regular evaluation and timely updating of the market & liquidity risk 

management framework of the Bank.] 

 For the effectiveness of the ALCO, several interviewees point out the need for 

experienced market and liquidity professionals in the ALCO. Without the relevant 

market and liquidity risk experience the members are unable to identify, assess and 

monitor the FX, IR, equity price and liquidity risk in the banking transactions and 

products. Furthermore, BoDs gives the strategic direction for market and liquidity RM 

while the implementation of market and liquidity risk lies with ALCO. The designing 

of written procedures and processes is the responsibility of ALCO. Therefore, ALCO 
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members should design and develop these policies very delicately and with great care. 

Arguments made by interviewees in this regard are given below: 

[The ALCO members should have relevant experience in market and liquidity risk and 

clear understanding of the nature and level of market and liquidity risk assumed by the 

bank.] 

[To manage and maintain effective Risk Management practices, the ALCO plays a 

pivotal role by integrating the efforts of the banking risk force. The critical oversight of 

the market & Liquidity risk management process stages e.g. identification, assessment, 

monitoring & controlling is done by the ALCO.] 

[The Board of Directors (BoDs) gives the strategic direction for market & Liquidity 

risk management for the bank but the ALCO translate those directions into written 

procedures for the market & liquidity risk management so the vision of risk 

management is delineated deep down in the bank.] 

 The RM standards and guidelines are kept on changing due to changing business 

environment and financial crisis. The bank of international settlement (BIS) updates the 

RM guidelines and standards according to the changing business environment. The SBP 

responds to these changes and adopt these new standards and issues its own guidelines 

according to Pakistan’s commercial banking industry needs. The banks operating in 

Pakistan are bound to adopt these guidelines. Therefore, ALCO of these banks is 

responsible for making details procedures and processes to implement those guidelines. 

During the interviews, almost all the interviewees point out the role of ALCO in the 

adoption of RM guidelines issued by SBP and also asserts the need to make ALCO 

effective to avoid huge losses. Their views are given below: 
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[The SBP issues guidelines for various types of banking market & liquidity risks from 

time to time basis. The ALCO oversees these guidelines and put in its efforts to conform 

the banking market & liquidity risk management practices to those of SBP guidelines.] 

[The ALCO plays an important role in assigning responsibilities and roles in the 

management of market & liquidity risk in the risk management function. The role of 

ALCO is so vital that without the ALCO’s oversight the bank would incur huge losses 

in the domain of market & liquidity risk domain.] 

[The market & liquidity risk management process is strengthened by the ALCO through 

optimum operating procedures and policy documents so that the market & liquidity 

function effectively take guidelines from these procedures.] 
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Figure 4.15: Word Tree Analysis on Role of ALCO 
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The next themes generated from the codes are related to the effectiveness of 

Credit Risk Committee (CRC). Now the next section and figure 4.16 will explain how 

this study brought up to these themes from the initial codes.  

The BRMC oversight the credit risk through an executive risk management 

committee known as Credit Risk Committee (CRC). The CRC takes directions from 

the BRMC and accordingly set the policies and procedures. The implementation of 

those policies is also on the shoulders of the CRC. The credit RMP is handled by the 

CRC at each and every phase i.e. identification, assessment, monitoring & controlling. 

The CRC plans according to the credit risk appetite set by the BoDs. During the 

interviews, almost all the interviewees highlight the role of CRC in credit RM within 

banks. Some of their views are as follows: 

[In the risk management, CRC transforms the directions given by BRMC into 

procedural guidelines and policy documents relating to credit risk. Furthermore, the 

implementation of those policies is done by the CRC.] 

[The monitoring of the credit risk management process in all stages (identification, 

assessment, controlling, monitoring) is done at the top management level by the CRC. 

The role played by the CRC is very important in the risk management for the effective 

implementation of the practices set by the BoDs in the bank.] 

The credit RM is heavily dependent on the effectiveness of the credit risk 

committee (CRC). Therefore, the effectiveness of the members is very vital for the 

smooth functioning of the CRC. The members of the CRC should have adequate credit 

risk experience and exposure so that they dealt well with the credit risk related issues. 

During the interviews, several interviewees point out the importance of effectiveness 

of CRC in credit RM. Some of their views are as follows: 
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[The CRC members should have relevant experience in credit risk and clear 

understanding of the nature and level of credit risk assumed by the bank.] 

[The CRC members should have a sound credit risk and have a good understanding of 

the credit risk assumed by the bank. To ensure the controlling of credit risk the CRC 

members meet every month with the credit risk managers and strategy planners. The 

credit risk strategy implementation issues are handled by the CRC and procedures are 

developed to control these types of breaches.]  

 The purpose of appointment of CRC is to help out the BoDs and BRMC in 

designing the credit RMF. Furthermore, it assists in evaluating the RMF and keeps on 

updating the framework when required. Moreover, the CRC assists the BRMC in 

deciding the prudential limits on massive loans. The CRC defines the roles of various 

personnel in credit risk department so that they can understand their role and its scope. 

During the interviews, several interviewees give their views about the responsibilities 

of the CRC in effective credit RM in banks. Some of their views are as follows: 

[The CRC is appointed and authorized by the Board of Directors (BoDs) to assist in 

the designing, regular evaluation and timely updating of the credit risk management 

framework of the Bank.] 

[The CRC decides the delegation of credit approving powers, prudential limits on large 

credit exposures and standards for loan collateral.] 

[The CRC defines the different roles to the credit department personnel so they can 

understand their scope of work. CRC develops controls to reduce the credit breaches.] 

The Shortcomings of the CRC and ALCO/MRC in RM was reported by several 

interviewees. Some of their views are given as follows: 
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[In Pakistani banks, the mindset of the executive management is not very positive 

towards CRO and CRO’s risk management department. Executive management saw 

them as an obstacle in their progress.] 

[The executive management is not playing its effective role in risk management as they 

back bottom-up risk management approach rather than top-down risk management 

approach.] 

[The success of risk management is largely depended on the top management support, 

commitment, capabilities, expertise as the strategic direction is given by the BoDs but 

the implementation is the responsibility of the executive management. In Pakistan, the 

executive management does not provide full support, commitment and expertise to 

strengthen the risk management framework.] 
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Figure 4.16: Word Tree Analysis on Role of CRC 
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The next themes generated from the codes are related to the positioning of the 

Chief Risk Officer (CRO). Now the next section and figure 4.17 will explain how this 

study brought up to these themes from the initial codes.  

The Chief Risk Officer (CRO) is one of the key officials among the C-Suite 

personnel of the bank. CRO oversights the activities of the credit, market & liquidity, 

operational risk department. During the interviews, it was revealed that the issue lies 

with CROs in Pakistani commercial banks is their correct positioning. The business 

units see the CRO as an obstacle for their projects. Some of the views of the 

interviewees are given below: 

[In the risk management, CRO role is very important in each and every step of risk 

management. But the problems faced by the CROs in the banks is their correct job 

positioning. There is no clear job positioning as he is not viewed as a peer with the 

other business line heads in virtually all aspects.] 

[The CRO can play a pivotal role in the risk management process. But the problem in 

doing so is the lack of freedom and power given to him. The bank views the CRO 

function as a compliance management activity only.] 

[The problem in the mindset of the board, senior management, and operating personnel 

is that they believe that risk management is a single person’s/function’s job and not the 

job of every single person in the bank. Therefore, the lack of coordination between these 

key stakeholders is the main hurdle in the effective functioning of CRO in the bank.] 

The CRO gets less support from the other departments as these departments sees the 

CRO and its department as a compliance function only. In the interviews, several 

interviewees point out this issue of incorrect positioning of CRO in the banks. The 

CRO’s point of view is not given importance as compared to the heads of the business 

units. Thus, some risky projects which are opposed by the CRO got the approval from 
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the CEO and BoDs. Arguments made by the interviewees in this regard are given 

below: 

[The BoDs and senior management do not value CRO function/risk management as 

discipline equal in importance to business units or sees it as a compliance function 

only. In worst scenarios, the risk management function is regarded as a blocker to 

getting things done. Therefore, in these circumstances and mindset how CRO and his 

function/department play his effective role.] 

[The CRO role is very important in the risk management process in the bank. But in the 

Pakistani scenario the CRO and CRO’s team facing hurdles due to lack of top 

management support and wrong positioning of CRO and CRO’s department in the 

bank. The value given by the BoDs and senior management is very less as compared to 

the business units.] 

 The CRO of the bank evaluates the project from every risk angle and give 

healthy input about the project to the CEO and BoDs. During the interviews, several 

interviewees revealed that CRO is not given a free hand and power to do his job in full 

capacity. CRO lacks support from the top and other departments. Views in this regard 

are given below: 

[The lack of senior management support to CRO and his team is the root cause of 

ineffective risk management in the bank. The real value and importance not given to 

CRO and his department dent the motivation level and they cannot play their effective 

role in risk management.] 

[The fair chance is not given to the CRO and CRO’s team in order to play their effective 

roles in the reduction of risks. They are considered as a blockage in the way of getting 

things done in the bank. The CRO and CRO’s department is considered as only a 
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compliance function which triggers the poor and unsatisfactory performance of CRO 

and CRO’s department.] 

[The major problem faced by the CRO and CRO’s department is the lack of support 

from the BoDs and senior management. There is a lack of clarity in the CRO position 

and there is a need to take steps by the bank in order to empower the CRO and correct 

positioning of the CRO in the bank.] 

 There is need to strengthen the role of CRO and correct positioning of CRO in 

the banks is the need of today for their progress in today’s risky business environment. 

CRO needs support from the top as well as from other departments to do his job in true 

spirit and make a decision which is in the favor of the bank. Many interviewees 

highlighted the need for correct positioning of the CRO in Pakistani commercial banks 

so that the RM objectives and goals can be achieved. Some of the views of the 

interviewees are given below: 

[The lack of coordination between the CRO’s Department and other banking 

department leads to poor performance of the CRO and CRO’s team in pursuit of bank’s 

risk management objectives.] 

[The importance of CRO and CRO’s department is not hidden from anyone but in 

Pakistan lot of measures need to be taken to position the CRO role in the true spirit of 

risk management so that risk management function can be used as a competitive 

advantage in the banking industry of Pakistan.] 

[The need of proper support from the top level and appropriate empowerment of CRO 

and CRO’s Department is of prime importance for Pakistani banking industry. The 

clarity in the CRO position and proper justification of his place is required in the bank.] 
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 From the word tree analysis, the problems highlighted in the correct positioning 

of the CROs in the banks are extracted as mentioned by several interviewees in their 

comments are given below: 

 [The positioning of CROs is not correct in the banking industry of Pakistan. One of the 

reasons for this incorrect CRO positioning is that the business heads and other 

department heads are not considering the CRO as their peer. The equal respect, stature 

and scope are missing in majority of the banks in Pakistan.] 

 [The reporting line of CRO is different in various banks. In some banks, the reporting 

line is BRMC while in other banks the reporting line is CEO. Furthermore, the 

reporting line of CRO is dual where the CRO is directly reporting to CEO and dotted 

line reporting to board through BRMC. The issue is the preserving the independence 

of the risk management department and CRO in the bank. There may be a conflict of 

interest between the CEO and CRO that will hinder the career growth and functioning 

of CRO in the bank.]  

 [Due to inadequate risk culture in the banking industry of Pakistan, the mindset of the 

all the banking officials is that the risk management is the sole responsibility of the 

CRO and its department. This sort of mindset and culture is damaging the risk 

management initiatives in the Pakistani commercial bank.] 

 [To maintain a balance between the market making activities and control related 

activities makes the CRO job tough. As risk has a positive as well as negative impact 

so CRO needs the support of all the departments to maintain a balance between the 

market making and control activities. In the banking industry of Pakistan, CRO does 

not have a full corporation and support from the business line as they think that the 

CRO and its department is creating hurdles for them.] 
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 [The CRO is only limited to compliance role in the banking industry of Pakistan. 

CRO’s role as a business partner in the form of model expert, strategic controller, and 

strategic adviser is not considerably visible due to incorrect positioning of the CRO in 

the banking industry of Pakistan. The problem exists due to weak risk culture is banking 

industry of Pakistan.] 

 [In banking industry of Pakistan, the CRO position is not clearly defined at the policy 

level. Few banks have this title ‘CRO’ for the head of risk management department. 

There is no regulatory compulsion for the CRO position in banks of Pakistan. The roles, 

responsibilities, scope, stature, and compensation package are not properly defined.] 
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Figure 4.17: Word Tree Analysis on Role of CRO 
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The next themes generated from the codes are related to the maturity of risk 

management department capabilities. Now the next section and figure 4.18 will explain 

how this study brought up to these themes from the initial codes.  

 The RM department’s capability primarily depends upon the people, risk 

software solutions, and tested risk models. Any deficiency in this regard results in low 

performance of the RM department. Experienced and skilled risk managers with the 

right risk certification e.g. FRM or CRM are required by the risk department for the 

efficient designing of the RM policies and guidelines and internal controls etc. Risk 

personnel having right skills and aptitudes are very helpful in improved decision 

making. During the interviews, several interviewees point out these deficiencies and 

give suggestions to improve the capability of the RM function in the banks. Some of 

the views in this regard are as follows: 

[In the risk management department, the risk personnel’s skills, capabilities, 

qualifications, and certification matter a lot. Furthermore, the risk software solutions 

suites, methodologies, and time-tested models are essential for the efficient functioning 

of risk management function in the bank. There is a lack of software suits like SAS for 

risk management support in Pakistani banks. There are very few FRM/CRM certified 

risk personnel in the banks. Because of low wages as compared to other business unit 

personnel, the new risk recruits leave the risk management department. There is slow 

career growth in risk management department so there is less attraction in joining the 

risk management department in banks.] 

[The risk management function requires the capable and qualified risk personnel, 

advanced risk software tools, tested models, written risk policies and procedures for 

risk methodologies and adaptability to change as regulator changes the risk 

requirements i.e. Basel III etc. In Pakistani banks, very few skilled and certified risk 
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personnel; small team size; lack of risk related software tools and tested models; and 

fewer opportunities of risk related trainings make their risk management department 

less capable.] 

 The RM is matured with time. As the RM department established very late in 

Pakistani commercial banks as compared to the banks of developed countries. 

Therefore, the maturity level of RM function as compared to banks of developed 

countries is at the lower stage. In the beginning, the RM department lacks adequate 

staff, skills, tested models etc. But as the time passes and Pakistani commercial banks 

learned that RM function is the core function along with the business units then they 

give attention to the RM function. Now the situation is better but still there is plenty of 

room for improvement in terms of risk personnel, tested models, advanced 

methodologies and risk software solutions. Several CROs in the interviews emphasize 

on these issues that create hurdles in the capability development and maturity of RM 

function. Some of the views in this regard are given below: 

[The risk management is not as mature as in advanced countries banks. The capability 

of risk department of US and European banks is high as they are more equipped with 

skilled risk personnel, advanced risk methodologies, tested risk models, advanced 

trainings, and advanced risk software solutions.] 

[The capability of the risk management department very much essential. In Pakistan, 

the banks are facing problem in terms of capability as they have less number of 

qualified risk professional having a limited staff of analysts under them. Furthermore, 

the lack of proper advanced software tools specific to risk adds to the misery of the risk 

management departments make them less capable than the foreign banks of advanced 

countries.] 



183 

[One of the most important factors in the effectiveness of risk management 

process/framework is the capabilities and maturity of risk management function in the 

bank. Most of the Pakistani banks are lacking in this regard as compared to 

international banks of US and Europe. The skills, qualification and risk certification of 

risk professional in Pakistani banks are lower than the international benchmarks. The 

risk department is not equipped with the latest software tools in market risk.] 

 The risk trainings are very vital for improving the capability of the risk 

personnel and ultimately the capability of the RM function in the banks. But in Pakistan 

scenario, there is lacking in the risk trainings area. The training opportunities are very 

few that leads to low skill development and low-profile building. There are very limited 

experienced risk personnel in the Pakistani commercial banking industry due to lack of 

risk trainings and workshops opportunities to the new entrants in the RM department 

of Pakistani commercial banks. Several interviewees show their concerns in this regard 

and some of their views are as follows: 

[The capabilities and maturity of the risk management department are on the low-end 

due to lack of risk training opportunities for risk staff, a low number of skilled credit, 

market and liquidity experts in the industry, lack of controls and written procedural 

guidelines. The slower adaptability to change with the changing guidelines by SBP due 

to lack of expertise in the risk area.] 

[The lack of capability and maturity of risk management department is due to the slower 

adaptability of risk staff to the new standards and guidelines of SBP issued time to time 

for Pakistani banking industry. Furthermore, lack of professional people in the risk 

area who have certification and relevant experience are lacking in the Pakistani 

market. Training opportunities are very few for the risk personnel.] 
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 The SBP issues guidelines on RM to strengthen the RM systems of the Pakistani 

banks. But as the international business environment changes, the SBP revised its 

guidelines to tackle the current business environment. The RM function in Pakistan 

does not have the capability and maturity to adapt to the revised guidelines in a timely 

fashion. Therefore, the performance of the RM decreases due to its lower level of 

maturity and capability. Some of the interviewees draw the attention on the maturity 

and capability of the RM function in Pakistani commercial banks. Some of their views 

are given below:  

[There are several problems in the way of effective risk management. In which one of 

them is the capability and maturity of risk management function in the bank. The 

capabilities and maturity of the risk management function build with professional staff, 

financial resources, risk trainings, written procedures and policies and adaptability to 

change as the standards revised by SBP. All of these factors lack in some respect in 

Pakistani commercial banks. Concrete steps should be taken by the senior management 

and BoDs to provide support to the risk department for the enhancement of its 

capabilities and maturity.] 

[The Pakistani banks are at a beginner level in terms of capabilities and maturity of the 

risk management function. There is a need to support the risk department to upgrade it 

to meet the regulatory and market challenges of the future.] 

[The alignment of risk management department with other departments specifically 

business line department is not accurate in the banking industry of Pakistan. The reason 

for this misalignment is the mindset of the business heads who view risk management 

department as a hurdle in their performance. This type of mindset is developed due to 

weak risk culture in the banking industry of Pakistan.] 
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Figure 4.18: Word Tree Analysis on Maturity of Risk Management Department Capabilities 
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The next themes generated for the codes are related to the dual role of the SBP 

(Regulator/Facilitator). Now the next section and figure 4.19 will explain how this 

study brought up to these themes from the initial codes. 

In Pakistan, the central bank is SBP which is responsible for the regulation of 

the banking industry. The BIS issues guidelines for various risks which are adapted by 

the SBP according to the local banking industry needs. The SBP monitors the RM 

practices of the Pakistani banks and suggests improvements. Therefore, the role of SBP 

as a regulator in terms of strengthening RMF and RMP is very vital and continuous 

efforts are required in this regard for improvements. During the interviews, almost all 

the interviewees highlighted the role of SBP in strengthening the RM. Some of the 

views are as follows:   

[SBP has a vital role as a regulator in the effective risk management of Banking 

industry. Time to time, SBP issues guidelines in the area of credit, market, liquidity, 

and operational risks for Banks, DFIs and Islamic banks. SBP has developed a Banking 

Supervision Risk Assessment Model (BSRAM) for the assessment, analysis, 

measurement, pricing and management together with risk reviews, administration, and 

monitoring all in accordance with bank risk policy.] 

[SBP encourages banks to contain their risk exposures by setting regulatory limits e.g. 

FX exposure limit etc. SBP instructs banks that they have to maintain their trading 

books through a set of regulations that define the exposure to investment and lending 

in the stock market (Prudential Regulation R-6).] 

[SBP sets limits for the banks for equity investments. There is sector wise and per party 

limits in order to limit their exposure and diversify their risk. SBP encourages financial 

stability through guidelines on corporate governance, anti-money laundering, risk 

management, internal controls, stress testing, and country risk management.] 
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 The derivative use is a very complex task that is why SBP restricts the extensive 

use of derivatives in the banking transactions. SBP issues guidelines on derivatives in 

2004 and issues licenses to ADDs to those banks who had the capabilities and expertise 

to deal with derivatives. Furthermore, SBP issued guidelines on the adoption of Basel 

Accord (Basel I, Basel II, Basel II) to strengthening the RM systems of the banks. But 

the Banks are facing difficulties in the adoption of Basel II and Basel III as they lack 

expertise and skills in this regard. Thus, serious arrangements should be made by the 

SBP to resolve the ambiguities regarding Basel II and Basel III adoption and provide 

resources in this regard. During the interviews, several interviewees appreciate the 

efforts of SBP on derivatives and Basel Accords. Some of their opinion as follows: 

[To control the derivative market, SBP formulated guidelines Financial Derivatives 

Business Regulation (FDBR 2004). The SBP issues licenses of Authorized Derivative 

Dealer (ADDs) to those banks that have the capabilities and system to handle the 

derivatives.] 

[More concrete efforts are required from SBP to facilitate the banks in the adoption of 

Basel III.  More training sessions are arranged between SBP and Bank’s risk personnel 

to discuss the issues regarding the implementation of various guidelines issued by the 

SBP.] 

[SBP’s role is very important in regulating the risk management behavior of the banks. 

The SBP issued guidelines on stress testing, equity investment, risk management, credit 

risk to help the banks to align their practices with the international best practices of 

risk management.] 

 The SBP established a Risk Management and Analysis Division (RMD) which 

is responsible for the supervision and monitoring of various risks faced by banks and 

accordingly develop guidelines to cope with those risks. The division also monitors the 
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capital adequacy of banks so that they are within the limits prescribed in the Basel 

Accords. The SBP also setup Banking Policy & Regulation Department (BPRD) for 

the issuance of various RM guidelines in order to align the practices of Pakistani bank 

according to the international standards and policies. During the interviews, several 

interviewees highlighted the role of BPRD and RMD in strengthening the RM systems 

of Pakistani commercial banks and give their opinions in this regard as follows: 

[SBP role is very pivotal for safeguarding the banking industry from various risks. SBP 

has set up Risk Management and Analysis Division (RMD) in Banking Surveillance 

Department (BSD). The SBP established RMD for the development of policies for the 

management of various risks faced by the banks/DFIs. Moreover, the monitoring of 

those risks is also done by RMD. The RMD is also responsible for monitoring of capital 

adequacy and operational risks. Furthermore, the RMD sets disclosure requirements 

for commercial banks.] 

[SBP issues guidelines for commercial banks, DFIs, Islamic banks and microfinance 

banks in the risk management domain in order to align their risk management practices 

with the international standards. SBP has set up Banking Policy & Regulation 

Department (BPRD) for the issuance of policy guidelines on risk management area and 

other domains for the banking industry.] 

 The SBP has established Institution Risk Assessment Framework (IRAF) that 

assesses the practices and efforts of the banks on a rating scale to figure out their 

intention towards aligning their practices according to prescribed guidelines issued by 

SBP. The SBP’s IRAF is in its early stages. Hence, with the passage of time it will 

become fully operational then supervisory process will become more comprehensive 

by collecting information from SBP, Bank’s BoDs and executive management. 

Therefore, overall market vigilance will be improved due to IRAF. During the 
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interviews, all the interviewees endorsed the effectiveness of IRAF once fully 

functional. Views of the interviewees are given below:  

[SBP has set up Institution Risk Assessment Framework (IRAF) to monitor the 

banks/DFIs. The SBP monitors the banks on the basis of the IRAF supervisory 

framework. The IRAF is composed of four components on which the banks are 

evaluated. These components are ‘Compliance with Standards, Codes and Guidelines’, 

‘Supervisory and Regulatory Information’, ‘Financial Performance and Conditions’, 

and ‘Market Information and Intelligence’. The first component carries 20 percent 

weightage while the second components carries 25 percent weightage. The third 

component carries 40 percent weightage while the fourth components carries 15 

percent weightage. Once the IRAF fully implemented then the supervisory process will 

become a comprehensive exercise as it gathers information from Board, SBP, Executive 

Management, and market information regarding heath of the banks.] 

[SBP enhanced the regulatory disclosure requirement by facilitating the banks in the 

adoption of IAS and IFRS standards. IAS-32 and IAS-39 are related to derivative usage. 

By doing so our bank will be at par with the international standards.] 

 The current efforts made by SBP in improving the RM systems in banks are 

commendable but these efforts are not adequate as there is a lot of room for 

improvement in terms of coordination and communication between banks’ risk 

department and SBP’s BSD. Special trainings, seminars and workshops on risk and risk 

standards and their adoptions are needed to bridge the gap between the risk standards 

of developed countries banks and Pakistani banks. Centralized risk database should be 

established in order to reduce the information asymmetry between SBP and banks. 

Almost all the interviewees emphasized the role of SBP in strengthening the RM 
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systems and suggested that the SBP should do more to improve the RM efforts. Some 

of their views are as follows: 

 [The risk management process’s proper functioning depends on a lot of factors. One 

of them is the role of the regulator (SBP) which has a huge influence on the proper 

working of the risk management process/practices of banks. The SBP has taken very 

concrete steps until now to facilitate the banks in effective risk management but there 

is still much more to do in the future to strengthen the risk management process of the 

banks to face the new and evolving risks in the international arena.] 

[SBP has a very strict monitoring and check & balance on the risk management 

practices of the banks through its Risk Management & Analysis Division (RMD). The 

SBP’s BPRD department makes policies and guidelines for banks including risk 

management guidelines. The SBP should take steps to improve the communication 

between its departments and banks in order to facilitate them in designing their policies 

in accordance with the regulatory requirements.] 

[The efforts made by the SBP to keep its banking industry’s practices aligned with the 

international best practices in the risk arena are commendable. But there is still a very 

long way to go as there is a lack of communication and coordination between the SBP 

and banks. There is need of quick response system between SBP and banks. The SBP 

should take steps to resolve the issues of the banks in the adoption of new techniques 

and tested risk model problems.] 

[The adoption of Basel III and other latest risk techniques are not very easy for the 

banks. The banks neither have the latest risk software solution nor the professional 

skills to cope with these standards. The SBP should take measures to provide training 

facilities to the risk personnel of the banks so they learn the latest techniques to align 

their practices with the international standards.] 
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[The SBP measures towards the strengthening of the risk management framework are 

not enough. There is a need for some concrete steps to equip its banking industry to 

adopt the latest risk standards like Basel III and other latest techniques. As a regulator, 

the SBP should arrange workshops on risk and improve the communication between 

SBP and banks.] 

 [The SBP does not have a centralized risk data repository where the risk information 

pertaining to the banking industry of Pakistan can store electronically. Hence, the 

industry analysis cannot be conducted quickly and laborious efforts are required to 

manually extract the data from the manual records.] 

 [There is a scarcity of risk talent pool in the banking industry of Pakistan due to lack 

of collaboration between the SBP and universities in respect of risk degree programs 

and certifications.] 

 [There are very less no of tested risk models presents in the banking industry of 

Pakistan. The SBP could have done better in the provisioning of these tested risk models 

for the banks according to their size and complexity of operation.] 

 [The banks are lacking in the area of advanced e-risk solutions for the risk assessment 

and analysis. Their missing link between the SBP and e-risk solution providers is one 

of the causes of less number of the e-risk solution in the banking industry. Concrete 

efforts are required from the regulator to bridge this gap.] 

 [The CRO and its risk management department is deprived in terms of adequate 

authority, stature, resources, compensation and authority as compared to the business 

line in the banking industry of Pakistan. The SBP role is very important to remove this 

disparity and strengthened the CRO and risk management department.] 

 [There is no regulatory requirement for BRMC to have a risk expert on the team which 

can be very handy in evaluating the pros and cons of the proposals. Therefore, the 
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majority of the BRMCs in the banking industry of Pakistan are without the risk expert 

which leads to unproductive inputs to the executive management by the BRMC.] 

 [There is no regulatory requirement imposed by the SBP on the banks for the position 

of CRO in the banks. Hence, the role and responsibilities of CRO are not evolved in the 

banking industry of Pakistan. However, the CRO in the global level is an evolving 

position whose role has become very vital for the success of the banks. Therefore, it is 

required from the SBP to clearly define the position of the CRO so that the reporting 

line, scope, role, responsibilities, stature, and compensation become clear and 

incorrect positioning of the CRO can be corrected.] 
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Figure 4.19: Word Tree Analysis on Role of Regulator (SBP) 
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 The next themes generated for the codes are related to inadequate risk 

understanding. Now the next section and figure 4.20 explain will explain how this study 

brought up to these themes from the initial codes. 

 RMP starts with the risk understanding phase. Without the clear understanding 

of risk, the whole RMP becomes problematic. Therefore, the bank wide risk 

understanding is essential for the success of RMP. The responsibilities regarding 

various risks faced by the bank should be clearly laid down by the top management and 

board of directors. During the interviews, almost all the interviewees point out the 

importance of this phase. Some of their views are given below:  

[The risk understanding is an important aspect of the risk management process. 

Without the clear understanding of the risks faced by the bank, the solution to those 

risks is hard to find out. Pakistan banks are lacking in this regard. The tone of the risk 

management is set by the BoDs and implemented accordingly by the ERMCs. There are 

very few non-executive directors having a risk background on the board of the banks. 

Therefore, a proper understanding of risk is lacking from top to bottom. Measures 

should be taken by the regulator and BoDs to solve this issue and enhance the 

understanding of the risk throughout the bank from top to bottom.] 

[There is a system for the various risk implemented in the bank. The responsibilities are 

clearly set out and understood in the bank. There is accountability of risk management 

through an internal and external audit. But there are fair bit of problems still there. 

One of them is risk culture which is not its mature stage in the bank. Steps needed for 

the fostering of risk culture throughout the organization.] 

[In the banks, the mechanisms for risk understanding are very important in respect of 

risk management. Without risk understanding mechanisms, there are ambiguities 
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throughout the bank regarding risk. The risk understanding mechanisms make sure that 

the responsibility of risk management is clearly understood throughout the bank.]  

 During the interviews, some shortcoming in the risk understanding phase are 

reported by the interviewees which are given as under: 

[In the risk management, risk understanding mechanisms provides the opportunities to 

the banking personnel to properly understand the nature and severity of the risk 

inherent in various products and projects of the bank. In Pakistan, the banks are lacking 

in this regard as they have weak risk understanding mechanisms which are not fulfilling 

the objectives of risk management.] 

[There is a lack of a mechanism in place for the clarity of roles, responsibilities in terms 

of risk ownership, risk monitoring etc. These mechanisms are necessary for the 

development of risk culture in the bank.] 
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Figure 4.20: Word Tree Analysis on Risk Understanding 
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 The next themes generated for the codes are related to inadequate risk 

identification mechanisms. Now the next section and figure 4.21 explain will explain 

how this study brought up to these themes from the initial codes. 

 Some of the interviewees have the view that the risk identification process needs 

refinements for the better identification of risks. The view of one of the interviewees is 

given below: 

 [There are plenty of banks in the Pakistani banking industry which are lacking in 

upgradation of their risk identification framework. Risk identification needs more 

effective risk significance assessment framework. Only a few banks have invested in the 

risk identification process and they also need to review their process periodically and 

update accordingly the view of risks with the changing market conditions and bank’s 

risk profile. Only then the risk measurement, scenario design, and broader risk 

management can be done effectively through risk identification process.] 

 Some of the interviewees think that the risk identification process needs the 

participation of almost all the departments of the bank to do better identification of 

risks. Views of interviewees in this regard are given below: 

[The risk identification process needs the participation from everybody in the bank for 

its robustness. Only the participation of the risk management department is not enough 

for getting optimum output from risk identification phase.] 

[Risk identification process have a wider scope as it covers almost every area and 

department of the bank. Therefore, it is important to develop a full-fledged team 

comprising of senior people equipped with advanced tools and resources in order to 

correspond with prime stakeholders in the bank and to ensure the refinement and 

accuracy in the risk identification process. In order to provide guidance to the team 
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and collect the relevant information from the key stakeholders, numerous tools and 

techniques are applied throughout the bank such as clear and consistent likelihood and 

impact definitions, risk assessment and identification guidelines, common templates for 

risk assessment etc.] 

[The prime operational requirement for the success of the risk identification process is 

the collaboration among top management, finance and business units in the bank. The 

engagement of the top management is essential as they have the holistic view of the 

bank’s risks so they are in a position to figure out the drivers or factors behind various 

risks and have the better understanding of the significance and priority of each risk 

according to the bank current and future position in the business world. The 

involvement of the top management also gives signals to the entire banking staff that 

this risk identification process is more than just a compliance and regulatory exercise.] 

[The main hurdle in the risk identification process is that the other departments in the 

banks think that it is only the responsibility of the risk management department to 

identify risks. In order to overcome this hurdle, all the departments should work hand 

in hand in order to foster the risk identification process as the collaboration of all the 

departments facilitates the investigation of the sources of various risk, their relation to 

the business activities and provide a platform for better identification of emerging 

risks.] 

 Most of the interviewees have the view that the scope of risk identification 

process is not only limited to traditional risk but also covers the non-traditional risk to 

get the complete profile of the risks. The viewpoint of one interviewee is presented here 

as follows: 

 [The main challenge in the risk identification process is the identification of all the 

risks faced by the bank. Therefore, in the risk identification process, the focus is not 
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only on the traditional risk (market, credit, liquidity and operational) but also on the 

non-traditional risks to cope with the impact of expenses, revenues and various other 

factors on the financial statements of the bank.] 
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Figure 4.21: Word Tree Analysis on Risk Identification 
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 The next themes generated for the codes are related to inadequate risk 

assessment & analysis mechanisms. Now the next section and figure 4.22 will explain 

how this study brought up to these themes from the initial codes. 

 During the interviews, all the interviewees gave the overview of the risk 

assessment and analysis phase. The explanation given by them are given as follows: 

[The risk assessment is an important phase in risk management process. In this phase, 

the qualitative and quantitative method are used to assess the likelihood and 

consequences of risks.] 

[The risk assessment phase starts with the development of common assessment criteria 

across the bank including corporate functions, business units, and bigger capital 

projects. The likelihood & impact matrix is used for the assessment of risk and 

opportunities. Many banks also used other dimensions (vulnerability and speed of 

onset) to evaluate the risk in a better way.] 

 [In the risk assessment phase, each risk and opportunity are assigned a value 

according to a set criterion. This process is completed in two steps where qualitative 

techniques are applied for the initial screening of risk in the first step followed by an 

in-depth analysis of the core risks using quantitative techniques.] 

[The likelihood and consequences of risks are identified in the risk assessment phase. 

For this risk assessment phase, both quantitative and qualitative methods are applied.] 

 Furthermore, the participants explained the methods and techniques used in the 

risk analysis phase. Their viewpoints are given as follows: 

 [The common methods and techniques used to conduct risk analysis include qualitative 

analysis, which is based on nominal scales of likelihood and consequences; semi-

quantitative analysis using numerical values to derive quantitative risk factors; and 
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quantitative analysis, which is performed on risks that have been prioritized by the 

qualitative process.] 

[The priorities of the risk management are extracted through a process called risk 

prioritization. In this process, the comparisons are made between the risk level and 

already set tolerance thresholds and target risk levels. The risk is analyzed not only 

considering the financial impact but also keeping in view the qualitative aspects such 

as vulnerability, reputational impact, and speed of onset.] 

 Later on, the participants point out the shortcomings in the risk assessment and 

analysis phase in the commercial banking industry of Pakistan. Their views are given 

as follows: 

[The problems faced by banks in Pakistan is the availability of the tested models for the 

risk analysis. The banks are using models which are developed by their own risk 

personnel but are not tested. Therefore, the results generated through these models are 

questionable and can lead the banks towards bearing huge losses.] 

[There is a weak link in the risk analysis phase in terms of tested statistical models to 

show the actual behavior of the various risks. The models used in Pakistani banks are 

mostly untested so the results generated through these models are not reliable.] 

[The output of risk assessment, analysis, and evaluation phases will be a list of 

prioritized risks, which are loaded or updated into the risk register, together with their 

impact on their occurrence on the objectives. A risk register is a form of repository or 

a live record that documents the latest information for each risk, along with their action 

plans.] 

[In the risk analysis phase, several techniques and methods are applied to analyze the 

market, credit, liquidity, operational and other risk faced by the commercial banks of 

advanced countries. Some of those techniques are duration analysis, GAP analysis, 
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maturity matching analysis, Parametric Value at risk (PVaR), credit worthiness 

analysis, backtesting, stress testing, Value at Risk (VaR) analysis, Grid/ coordinate 

approach, Historical Simulation, financial statement analysis and Monti Carlos 

simulation analysis, sensitivity analysis etc. However, the Pakistani banks are using 

basic level of risk analysis techniques due to lack of advanced e-risk solutions and 

unavailability of complete set of risk data needed to run the advanced tests.] 
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Figure 4.22 (a): Word Tree Analysis on Risk Assessment & Analysis 
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Figure 4.22 (b): Word Tree Analysis on Risk Assessment & Analysis 
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 The next themes generated for the codes are related to inadequate risk 

monitoring & controlling mechanisms. Now the next section and figure 4.23 will 

explain how this study brought up to these themes from the initial codes. 

 First of all, the interviewees pointed out the importance of risk monitoring and 

controlling phase in the RMP. Their views are given below: 

[Once the identification and analysis of risks are done then the bank’s risk monitoring 

and controlling function developed action plans to implement decisions about those 

identified risks by the BRMC and ERMCs.] 

 [A risk monitoring and controlling system facilitates the bank to validate the 

appropriateness of provisions, issuance of loans according to the facility terms, the risk 

profile is set according to the internal and external limits set by the BoDs and regulator 

(SBP) respectively.] 

[Credit risk monitoring & controlling system provides the assessment procedures and 

analysis techniques, the periodic investigation of loan covenants and collaterals, the 

frequency of monitoring, the frequency of site visits and the identification of any 

deterioration in any loan.] 

[In the risk monitoring and controlling process, firstly discounting the interest rate 

position with the current interest rate followed by discounting it with the 

increase/decrease of the current interest rate by one basis point in order to figure out 

the factor sensitivity of the interest rate position. The factor sensitivity is the difference 

between the two discounted values showing the potential loss with the one basis point 

increase/decrease in interest rate. Therefore, there should be individual limits for each 

time band and overall limit across all time bands for the total exposure in the banks. 

The PV01 limit represents the impact of one basis point increase/decrease in the 

interest rate on the present value of the portfolio of the bank.] 
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 [In risk monitoring & controlling, the management of the exposure to the 

earnings/capital of the bank is carried out by setting the gap limits in terms of interest 

sensitive ratios for each time band. These gap limits are very helpful in restricting the 

repricing exposure of the bank and facilitate the dissemination of risk profile to the top 

management and BoDs.] 

 Furthermore, the interviewees pointed out the shortcomings in the risk 

monitoring and controlling process. The views in this regard are given below: 

[Risk monitoring & controlling function of the bank needs an effective and efficient 

information system. Risk reporting is an integral part of risk monitoring & controlling 

systems. Risk reporting systems should be capable of generating reports for foreign 

exchange, credit, market, liquidity, operational risks and interest rate.] 

[To enhance the risk monitoring & controlling, internal control structure of the bank 

plays an important role in the smooth functioning of the market risk management 

process. The top priority of the senior management is to establish a system of internal 

controls to facilitate the implementation of the lines of authority and adequate 

segregation of roles and responsibilities of each department and personnel in the bank.] 

[The personnel taking part in the risk monitoring & controlling should not have any 

link with the department under review. They should be independent of the risk takers. 

The core elements in the internal control process are review, internal audit and 

structure for effective risk limits.] 

[Bank’s risk monitoring & controlling process will establish limits for various traders, 

trading in multiple industries using different products and instruments and also for 

various trading desks. There should be a clear understanding of the risk limits to the 

risk takers and any change in the risk limits should be disseminated to the relevant 
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parties. The risk management function should set up such procedure that will ensure 

that the trading activity should be within the prescribed limits.] 

[The primary source from which the liquidity risk arises is that the banks are failed to 

‘roll over’ a maturing liability. Therefore, risk monitoring & controlling systems should 

figure out limits and cash flow ratios to measure and restrict the volume of liabilities 

maturing between a time slab.] 
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Figure 4.23: Word Tree Analysis on Risk Monitoring & Controlling 
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4.3 Proposed Extensions in the Existing Risk Management Framework 

4.3.1 BRMC and ERMCs 

The effectiveness of risk oversight depends upon the bank’s RM capabilities. 

Stronger the capabilities more effective will be the risk oversight by the board. During 

the interviews, several interviewees pointed out that BoDs have inadequate risk 

oversight due to weak RM capabilities. Therefore, the researcher has the view that 

BoDs should take certain measures to boost the bank’s RM capabilities. One such 

measure is that the BoDs ensures that risk is integrated into bank’s core processes such 

as business planning, strategy setting etc. Moreover, BoDs must ensure that there is an 

effective reporting process in place to inform the BoDs in a timely manner to assist in 

decision making. Furthermore, independence of RM function is very vital for the 

effectiveness of the BoDs risk oversight. Hence adequate authority, compensation, 

stature, and resources should be given to the RM function. BoDs must ensure that 

bank’s RM function is capable of keeping its pace with the changing risk profile due to 

changing business environment. 

The interviewees pointed out the second problem in board risk oversight is the 

Board’s weak understanding regarding the risks and core assumption of the bank’s 

strategy as well as extracting the unbiased information from internal and external 

sources regarding core assumptions. For that reason, the researcher has the view that 

BoDs should take certain measures to enhance the risk oversight. One such measure is 

to evaluate annually whether the management’s assessment regarding the changes in 

the regulatory and business environment would alter the core assumptions embedded 

in bank’s strategy and impact of these changes on bank’s business model. The main 

evaluation here is to judge whether these changes will lead the bank forward or 
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backward. Moreover, BoDs should encourage the out of box thinking concentrating on 

core assumptions.  

The effectiveness of the BoDs risk oversight highly depended on how engaged 

the bank’s BoDs and executive management is in designing and implementing the risk 

appetite framework. Several interviewees have the view that there is a need for more 

engagement from the BoDs and executive management for the designing and 

development of risk appetite statement for the Pakistani commercial banks. The 

researcher has the view that the effectiveness of the risk appetite framework is possible 

only if it is designed by BoDs with close coordination with CEO, CRO, and CFO. 

Moreover, the CRO’s ability to escalate risk issues to the BoDs and CEO’s commitment 

to risk appetite framework are key factors in the success in the strengthening of risk 

oversight by the BoDs. The CRO communication with the business line and other 

departments is very vital for the effective implementation of the risk appetite 

framework. Therefore, BoDs should take steps to foster a risk culture in the bank so 

that the communication between the CRO and business lines will improve. 

Another key obstacle in the effective risk oversight is quality, quantity, and 

timing of the risk information to the BoDs mentioned by the interviewees. Most of the 

time, there is a substantial amount of risk data and it is hard for the BoDs to extract the 

key information from it. Moreover, there is a possibility that the required risk 

information is not present in the risk report and timing of the risk information is wrong. 

Therefore, the researcher has the view that BoDs should demand a risk reporting 

package to improve the quality, lesser the volume and improve the timing of the risk 

information. This risk reporting package must include unit wise and as a whole bank 

wise summary of top level risks; risk updates such as risk trends; highlights of scenario 

analysis; brief description of the assumptions underlying business strategy; report on 



212 

effectiveness of risk mitigation; report on the limits breached or near misses; and 

disclosure of deficiencies in risk capabilities and measures taken in their response. 

The excessive risk taking the behavior of the business line is one of the obstacles 

in the effective risk oversight by the BoDs as mentioned by the interviewees. 

Researcher has the view that the effective risk oversight is possible if the BoDs keep a 

close eye on the management risk taking and discourage excessive risk-taking behavior 

so that the culture of ‘eat what you kill’ is suppressed. The BoDs should review the 

incentive compensation structure triggering excessive risk taking. Such a dysfunction 

behavior can exist in the bank due to management ignorance of warnings generated by 

RM function, lack of risk assessment resources available to RM function, the mindset 

of banks business lines of viewing the RM as a compliance function only. Hence, BoDs 

should create a balance between growth and RM, short-run objectives vs long term 

objective etc. 

The interviewees mentioned that due to lack of RM knowledge and experience 

on the board they are unable to give input to senior management. Researcher has the 

view that the effective risk oversight is possible only if the BoDs provide timely input 

to the executive management. For timely input, the BoDs must have right composition 

of board members in the BRMC who have vast experience, expertise, and knowledge 

in the field of risk. Moreover, BRMC should not solely rely on the risk information 

given by the executive management through ERMCs. BRMC should arrange an 

independent directors’ view through third party help. The BRMC should have the 

services of risk expert to assist them in evaluation of projects. The BoDs must set 

timeframes and deadlines for the receipt of timely risk information so that important 

strategic decision can be made. 

 



213 

4.3.2 Positioning of Chief Risk Officer/Head of Risk 

The main issues prevailing regarding the positioning of the CRO is that the 

business unit heads do not give CRO the respect of a peer in the banks. Consequently, 

the CRO cannot take part in his full capacity in the designing of the risk strategies, 

active participation in setting risk appetite, development of risk reporting procedures, 

chairing/participating in ERMCs and cannot escalate risk issues to CEO etc. Hence, the 

researcher has the view that peer status can be achieved if the CRO is given equivalent 

compensation package as well as the scope of authority, responsibilities. The BoDs set 

the tone for the risk policy. Therefore, the BoDs should convey the importance of CRO 

to the business heads and across the bank so that CRO can play its part in an effective 

way. 

 Some interviewees highlighted the hurdles in CROs interactions with the board 

as one of the reasons of incorrect positioning of CRO in the banks. In some banks, there 

is a dotted-line reporting to the BoDs and direct reporting to CEO is in place for the 

CRO. Whereas in some banks, the CRO reports to BRMC only. But the CRO is facing 

problems in practical terms. In practice, the independent role of CRO is preserved in 

the bank only if there is a mutual understanding of CRO’s role and function between 

CEO and BoDs. Hence, the researcher has the view that the BoDs must resolve those 

issues which are preventing the CRO from reporting the risks to the BoDs. The BoDs 

must be informed about the severity of the disputes between the first and second line of 

defence even if there is a resolution took place due to the efforts of the CEO.  Moreover, 

BoDs should develop policies to protect the CRO’s compensation and career if there is 

a difference of opinion arises between CRO and CEO. 

According to some interviewees, another hurdle in the positioning of the CRO 

is that everyone believes that RM is the only job of the CRO and they have nothing to 
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do with it. The researcher has the view that this hurdle is due to the lack of risk culture 

in the Pakistani commercial banks. Therefore, the researcher suggests that the BoDs 

and CEO should take close consideration to this matter and develop processes, systems, 

and policies that foster the collaborative approach of RM and building up a risk culture 

across the bank. But the development of risk culture is a gradual process and it will take 

the time to evolve in Pakistani commercial banks. 

Another hurdle faced by the bank in the effective positioning of the CRO is the 

balance between market making and control activities. The CRO is the right person 

who is making an adequate balance between market making and control activities. 

Hence, this process of creating a balance between the two activities starts with the 

development of risk appetite statement for the bank. Moreover, the RM considerations 

are fused into compensation decisions and performance appraisal. Moreover, 

surveillance of the impact of fluctuations in the business environment on the risk profile 

of the bank is also becomes the part of RM considerations. Hence, the researcher 

suggests that the BoDs and the CEO should develop such a healthy relationship among 

the business heads and CRO that they work together in analyzing the project’s viability 

for the bank by considering the opportunities with spectacles of risk. 

Another obstacle in the way of the effective positioning of the CRO in Pakistani 

commercial banks is that the majority of the banking personnel think that the role of 

CRO is just limited to compliance function. There is no doubt that the compliance with 

the regulations, laws, and policies of the regulator is the primary job of the CRO but 

that does not mean that the CRO puts his 100 percent attention on the compliance 

function. The researcher has the view that the BoDs and CEO must have positioned the 

CRO in such a way that the CRO not only focuses his attention on performing the 

compliance role but also on the other important roles also such as model expert, 



215 

strategic controller and strategic advisor. Compliance is among the top three major risks 

for the banks, therefore greater attention should be given to compliance role but other 

roles should be given proper attention. Therefore, the BoDs should develop such 

policies, guidelines and awareness workshops which ensure the respect of CRO across 

the bank. 

Another hurdle in the way of the effective positioning of the CRO in Pakistan 

banks is the lack of clearly defined CRO position in the banks. Therefore, the researcher 

has the view that there should be a clearly defined CRO position by the CEO and BoDs 

of the bank. They should develop the objectives of the roles that they expect to be 

performed by the CRO. Whether they want the CRO to play merely a compliance role 

or they want the CRO to perform beyond the compliance role by placing himself into 

the roles of a model expert, strategic advisor, and strategic controller. There should be 

a crystal-clear policy document of the functions and responsibilities of the CRO in the 

bank. Therefore, the CRO not only monitor the risks inherent in the projects and 

transaction but also improve the business plans, deals and transactions, therefore they 

become viable and lie within the risk profile of the bank. Hence, the value additions 

can be made by the CRO in the performance enhancement of the bank while protecting 

the financial health of the bank. 

4.3.3 Maturity of the Capabilities of Risk Management Function 

Following steps should be taken by the BoDs and CEO to enhance the maturity of the 

RM function’s capabilities: 

There is a lack of risk certified professionals and risk training for the RM 

department in the Pakistani commercial banks as mentioned by several interviewees. 

Therefore, RM department cannot enhance its capabilities and maturity level without 

the professional certification and risk training opportunities.  Henceforth, the researcher 
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has the suggestion that the BoDs and CEO should plan a comprehensive program for 

boosting the capabilities of the RM department. That capability enhancement program 

should include risk workshops, trainings, and seminars on the hot risk issues and 

adoption of regulatory changes in the RMF. Moreover, it should include a schedule of 

risk certifications that the bank is going to offer to its risk staff so that they can 

understand the new regulatory changes and cope with the new risk-related challenges. 

In Pakistani banking industry, some bigger commercial banks have advanced e-

risk solutions such as SAS but the majority of the banks are having a medium level of 

e-risk solution which is incapable of supporting the most advanced risk techniques on 

them. Therefore, the researcher suggests that the bank's BoDs and executive 

management should consider the e-risk solutions issue and devise a strategy to 

gradually transitioned it to the advanced e-risk solutions as these capital expenditures 

for the betterment of the RM system will make the banks more resilient and secure in 

the time of crisis.  

According to interviewees, another issue that hampers the capability of the RM 

department is the lack of availability of tested & validated risk models. Currently, the 

RM department is using the fewer tested risk models, therefore the analysis did using 

untested models will generate spurious results which can lead to poor decision making 

for the bank. Therefore, the researcher suggests that the BoDs and executive 

management should set up control mechanism so that no untested and invalid risk 

model will be used by the RM department. Moreover, the CRO should be performing 

the role of a model expert so that the most advanced risk model approved by the 

international bodies will be used by the RM function. 

According to the interviewees. there is a shortage of risk talent in the Pakistani 

commercial banking industry as there are very few universities that offer RM degree 



217 

programs. Therefore, the researcher suggests that the government of Pakistan should 

pay its part by advising the universities to start RM degree programs to fulfill the 

demands of the banking and other industries. However, the available talent should be 

retained by giving them a proper career path and lucrative compensation plans as these 

are offered to the business unit personnel. 

According to the interviewees, the mindset of the business unit managers is that 

the RM department slows down their performance. Hence the communication between 

the RM department and business units is very weak leading to poor alignment between 

the departments. Hence, the researcher suggests that there is need to change the mindset 

of the business unit managers. If the business managers evaluate the project with both 

growth lens and risk lens then the alignment of both the departments gets corrected. 

Therefore, BoDs and CEO should take measures to raise awareness about the RM and 

the role of the RM in the value addition of the bank.  

Another problem is that the RM department evaluate risk using silos as market 

risk team does not consider risks other than market risk and credit risk team analyze 

only credit risk in the transactions. In situations, where one risk triggers other risks then 

this silo approach flops and need of holistic approach of risk arises. Silo approach is 

going on in the Pakistani commercial banks which is not the best way to do RM, 

therefore the researcher has the view that there is a need that the BoDs and executive 

management introduce enterprise RM in the bank so that holistic view of risk is used to 

analyze the deals, projects, and transactions. 

There are five stages of maturity of RM capabilities in the banks which are 

initial state, repeatable state, defined state, managed state and optimizing state 

(Protiviti, 2015). Several interviewees mentioned that Pakistani commercial banks are 

in between repeatable or defined state of maturity as there is a lot to do in improving 



218 

the capabilities of the RM function in the Pakistani commercial banking industry. The 

researcher suggests that the regulator and banks’ BoDs and executive management must 

come up with plans and strategies to gradually transitioned the banks from the current 

state of maturity to managed and later on the optimized state of maturity. 

4.3.4 Dual Role of SBP as Regulator/Facilitator in Context of Risk Management  

The SBP played a very commendable role as a regulator in the strengthening of 

RMF in the banking industry of Pakistan. But due to continuously changing business 

environment, the complexity of the operation, product innovations create a riskier 

environment which makes the regulator (SBP) job tough. After the thematic analysis, 

several issues popped out for the regulator which needs to be addressed for the 

strengthening of RMF in Pakistan and are described in detail in the following section. 

According to the interviewees, there are lack of risk trainings, workshops and 

seminars facilities provided by the SBP to the banking risk managers of Pakistan. 

Therefore, the researcher suggests that there is need for trainings, workshops, and 

seminars for the risk managers to build their capabilities for the adoption of latest risk 

regulations and best practices and advanced risk techniques and Basel III requirements. 

Hence, SBP should take measures to bridge this gap and initiate timely risk trainings, 

workshops, and seminars whenever there is the adoption of any latest regulation is 

required. 

According to the interviewees, there is no centralized risk data repository setup 

by SBP in the commercial banking industry of Pakistan. Without an e-repository of risk 

data, the accurate and timely assessment of RM capabilities and risk governance is not 

possible. The researcher suggests that SBP should take into consideration the need of 

e-repository of risk data for Pakistani commercial banks so that proper evaluation about 

RM can be done. Hence, the risk issues relating to BoDs, BRMC, ERMCs, CRO/Head 
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of Risk, RM function and RMP can be monitored and analyzed and corrective actions 

can be taken by the regulator to minimize those issues. 

According to the interviewees, there is a scarcity of risk talent in Pakistani 

commercial banking industry, thus demand is more and supply is less. For that reason, 

the banks are facing severe problems in finding the right individual for the RM function 

having required risk degrees and certifications. Hence, the researcher suggests that the 

SBP should collaborate with the universities to start degree and certification programs, 

therefore that demand of the RM functions in Pakistani commercial banking industry 

can be met. The curriculum and syllabus should be designed by the top professionals in 

the commercial banking industry of Pakistan who have vast experience in RM area so 

that the curriculum and syllabus can meet the demands of today’s RM regulation, 

issues, models, and processes. Furthermore, the syllabus needs to be updated from time 

to time with latest regulations, risk models, and techniques.     

According to the interviewees, another problem faced by the Pakistani 

commercial banks are the availability of tested and validated risk models from the 

international bodies. The researcher has the view that the SBP can play its part by 

collaborating with agencies like KPMG, E&Y or McKinsey etc., for development and 

provision of tested and validated risk models to the commercial banking industry of 

Pakistan. These agencies have risk professionals from all over the world and have the 

expertise of developing risk models. These collaborations can strengthen the RMF in 

Pakistani commercial banking industry. 

According to the interviewees, the commercial banking industry in Pakistan is 

using different e-risk software solutions like SAS, mysis etc. but the full version 

functionality is not purchased by the banks. Smaller banks are hesitant to do such a 

huge capital expenditure. Therefore, the researcher suggests that the SBP should make 
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an agreement with e-risk solution vendors to provide full functionality on discount 

rates. Another problem is handling those softwares is not easy so trainings must be 

provided to the banking risk managers by the vendors. 

According to the interviewees, another issue prevailing is that the compensation 

structure, scope, stature and resources of RM department and managers are not 

equivalent with those of business unit managers. Therefore, the motivation level of risk 

managers is not so high and they are facing hurdles in performing their roles and 

responsibilities. Therefore, the researcher suggests that the SBP should consider this 

risk governance issue and take remedial actions to balance the discrepancies. 

According to the interviewees, the BRMC members are not very well equipped 

in terms of vast risk knowledge, expertise, and skills in many commercial banks of 

Pakistan. Therefore, the risk oversight by the BRMC is not so effective. Hence, the 

researcher suggests that the SBP should make regulations for the formation of BRMC 

that certain years of experience, expertise, knowledge and skills must be present in the 

members of BRMC for the effective risk oversight. 

The position of the CRO is very vital for the effective functioning of RM 

function in every bank irrespective of their size or complexity of operations. CRO not 

only plays the role of a compliance champion but also a model expert, strategic advisor, 

and strategic controller. Therefore, the role of CRO is so important for the aggregation 

of risks by taking a holistic view of the risk rather than view risk in silos. The ERM is 

not possible without a skillful CRO. Therefore, the researcher suggests that the SBP 

must make the position of CRO mandatory with a full description of its roles and 

responsibilities, reporting line and compensation etc. in the Pakistani commercial 

banks. 
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4.3.5 Risk Management Process 

4.3.5.1 Risk Understanding 

There is a lack of understanding of risk in the commercial banking industry of 

Pakistan identified from the responses of the interviewees. The most crucial part of 

RMP is understanding the context of the risks. Understanding the risk phase has two 

contexts i.e. internal context and external context. The external context of 

understanding risk is infrastructural, business, social, cultural, political and economic 

context. The internal context of understanding risk includes the organization’s culture, 

processes, structure, strategy, policies and objectives, and methods. The researcher 

suggests that it is important for the banks to have strong mechanisms for risk 

understanding. These mechanisms bring clarity in terms of personnel’s roles in RM, 

their accountability for risk and enhance their understanding regarding various risk to 

which bank is exposed.  

In Pakistan, the banks are not maturing in terms of risk understanding as the 

banks of developed countries. The risk culture is not very well developed, thus there 

are problems in terms of understanding of roles and accountability in RMP. 

4.3.5.2 Risk Identification 

It was identified in the interviews that the risk identification process needs the 

participation from everybody in the bank for its robustness. Therefore, the researcher 

suggests that If the senior management, BoDs, and business units get involved in the 

reviewing, complementing and challenging of risk identification process then it 

motivates the banking personnel to take an active part in the risk identification process 

and ensures the alignment of risks with the business activities. 

 It was stressed by the interviewees that an effective risk identification process 

needs a risk significance assessment framework to figure out the significance of the 
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various types of risk faced by the bank. For this purpose, the assessment of the 

significance of various risk using a single matrix is highly desirable but in practical 

terms, it is difficult to implement. The severity of risk is defined in various ways in 

likelihood and severity approach. From a long-term economic perspective, the 

reputational and strategic risks have a severe impact. Whereas, these risks have a less 

severe impact from the short-term accounting perspective. The quantification of some 

risks is highly challenging, therefore qualitative assessment criteria is highly 

recommended to complement the quantitative assessment criteria. Therefore, it is 

highly recommended by the researcher to use an imprecise assessment of those risks 

which are difficult to quantify rather omit them. 

 The main challenge in the risk identification process is the identification of all 

the risks faced by the bank. The senior management leads the top-down risk 

identification process and its prime focus is on the most prime risks faced by the bank. 

While the bottom-up risk identification process is led by the lower and medium level 

management. These top-down and bottom-up risk identification process validates and 

ensures the information collected through Risk and Control Self-Assessment (RCSA) 

process at an earlier stage.  In the risk identification workshops, the output of these top-

down and bottom-up risk identification processes is compared with the external views 

regarding most emerging and critical risks in order to identify the full suite of risks 

faced by the bank in this competitive and vulnerable business environment. It is highly 

recommended by the researcher to the owners of the risk identification process to widen 

the scope of the process to accomplish comprehensiveness and these considerations 

should be considered while designing and participant selection for the risk 

identification process. 
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4.3.5.3 Risk Assessment and Analysis  

The problems faced by Pakistani commercial banks in risk assessment and 

analysis is the unavailability of advanced risk solutions, tested statistical models and 

advanced risk methodologies. These are the grey areas in risk analysis and assessment 

on which the Pakistani commercial banks should concentrate to avoid threats and grab 

opportunities in the business environment. 

 It was identified in the interviews that the Pakistani commercial banks are 

lacking in the usage of advanced techniques such as Monti Carlos simulation and PVaR 

due to inadequate e-risk solutions and risk data for the input requirement of these 

techniques. To strengthen the RMP, the Pakistani commercial banks should take steps 

to bring in advanced risk solution, therefore that the loopholes in risk assessment and 

analysis are reduced. One step in this direction is to enhance the availability of risk data 

by setup a risk data repository so that advanced tests can be executed. 

 The market by market approach should be adopted while the risk assessment 

relating to commodities prices is under consideration. Moreover, considerations should 

not only focus on the historical price analysis but also due weight should be given to 

the assessment of the demand and supply structure. This will help in assessing the 

probability for the haphazard huge price movements in the commodities. 

4.3.5.4 Risk Monitoring and Controlling 

 Risk monitoring and controlling function of the bank should be backed by an 

effective and efficient information system that is reliable, accurate, comprehensive and 

timely to ascertain the dissemination of key information to the ERMCs. Accordingly, 

that information system would support compliance with the guidelines set by BoDs and 

the regulator (SBP) in order to strengthen the risk monitoring and controlling. Risk 

monitoring and controlling system should report risk measures in a regular and timely 
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manner. Moreover, it should undertake clear comparisons between policy limits and 

current exposures. In the same way, comparisons should be undertaken between risk 

estimates and actual results to figure out any deficiencies in the risk measurements 

techniques. The ERMCs and BoDs should review these comparative reports on a 

periodic basis. Furthermore, Top management and BoDs or their appointed risk 

committee should receive reports about liquidity risk trend and level on a quarterly 

basis in order to strengthen the risk monitoring and controlling. Incremental reporting 

is a most recent trend in the risk reporting which is helpful in proper reporting of 

liquidity risk in the stable as well as stress periods using series of reports generated in 

both periods. 

 To enhance the risk monitoring and controlling, internal control structure of the 

bank plays an important role in the smooth functioning of the market RMP. The top 

priority of the senior management is to establish a system of internal controls to 

facilitate the implementation of the lines of authority and adequate segregation of roles 

and responsibilities of each department and personnel in the bank.  

 In Pakistan, the risk monitoring and controlling of risk in banks can be 

strengthened by staff supervision and training, hedging through derivatives (Future, 

forward, options and swaps), on-balance sheet netting, collateral arrangements, 

adoption of advanced technology, effective and efficient deposit collection, reserves for 

loan loss, contingency plans, establishing standards, risk reporting systems, and assets 

diversification. 

 In risk monitoring and controlling process, top management should consider the 

nature of bank’s activities and strategies, bank’s historical performance, the amount of 

capital to absorbs shocks of losses, earning level, and the BoDs’ risk tolerance in order 

to restrict the risk exposure. The limit categories assigned to the daily and long-term 
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horizon will depend upon the balance sheet complexity. The poor liquidity RM and 

excessive risk can be judged through limit exceptions. Furthermore, the risk monitoring 

and controlling function should be independent of the departments taking risk 

irrespective of the fact that it is performed by the internal audit or middle office. It is 

important that this monitoring and controlling function should report directly to the 

ERMCs and BoDs. 

 The proposed Enhanced Risk Management Framework for the commercial 

banking industry of Pakistan is shown in figure 4.24. This proposed RMF is better than 

the existing RMF on the basis of five major enhancements. Firstly, proposed RMF 

addresses the issues pertaining to BoDs risk oversight and propose solutions to 

overcome these problems. Secondly, proposed RMF addresses the issues related to 

effective engagement of the senior management in RM and propose solution to 

overcome these problems. Thirdly, proposed RMF addresses the issues in the correct 

positioning of the CRO in banking industry of Pakistan and suggests solutions to 

overcome those issues. Fourthly, proposed RMF addresses the issues faced by RM 

function due to maturity of the RM function’s capabilities and propose solutions to 

enhance the maturity of the RM function capabilities. Fifthly, proposed RMF addresses 

the issues in four phases of RMP and proposes solution to overcome those problems. 

Lastly, proposed RMF addresses the issues related to role of the SBP in the 

development of strong RMF in Pakistan and propose necessary initiatives to speed up 

the development of strong RMF in the banking industry of Pakistan. 
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CHAPTER 5 

CONCLUSION 

 
5.1 Conclusion 

The purpose of the study is to conduct an in-depth evaluation of the RMF in the 

commercial banking industry of Pakistan and find out the shortcomings in the existing 

RMF due to which RM capabilities are not matured enough to cope with the existing 

and future risk related challenges in the business environment. 

The results of the study are generated on the basis of thematic analysis on the 

qualitative data collected through interviews from the CROs/Head(s) of Risk of 

commercial banks of Pakistan. The results from an in-depth evaluation of the existing 

RMF conclude that there are shortcomings in terms of CRO positioning, board risk 

oversight, the maturity of RM function’s capabilities, RMP, and the role of the regulator 

(SBP). 

Firstly, the positioning of CRO in the bank is very vital for the strengthening of 

RMF. The CRO’s positioning is not correct as there is a disparity in terms of scope, 

stature, authority and compensation packages between the CRO and business line heads 

across Pakistani commercial banks. The business line heads are given more weight than 

the CRO and due to the lack of risk culture, there is a mindset in the Pakistani 

commercial banks that the CRO’s role is only confined to compliance role. This minds 

set is an obstacle in the way of correct positioning of CRO. The CRO role should not 

be limited to compliance only because CRO can also play the role of a model expert, 

strategic advisor and strategic controller (Mikes, 2008). The independence of CRO 

from the risk takers is very vital for his proper functioning at full capacity, therefore 

CRO’s reporting line should be BRMC. The most important job of CRO is compliance 



228 

but he should spare time for performing his role as a model expert, strategic controller, 

and strategic advisor.  

  Secondly, it is concluded from the results that the board oversight needs to be 

more effective as the members of BRMC are lacking in vast expertise, experience, and 

knowledge in the RM area in most of the Pakistani commercial banks. The effectiveness 

of the Board’s risk oversight depends upon the risk appetite statement of the bank. 

Therefore, this needs to be carefully designed so that there is clarity of roles in risk 

monitoring and risk ownerships across the bank. The effectiveness of risk oversight 

also depends upon the risk culture which is not adequately developed in Pakistani 

commercial banks. Hence, the Board, BRMC, and ERMCs should work together to 

initiate risk awareness workshops, trainings, and seminars to ensure that every 

employee of the banks fully understands that everybody should see their work both 

from growth as well as risk lens. 

Thirdly, the conclusion drawn from the results is that the maturity of RM 

capabilities of RM function is not adequate which is a hindrance in the strengthening 

of RMF in Pakistani commercial banks. Hence, the lack of risk talent force, risk 

trainings, risk certifications, advanced e-risk solutions and test risk models are the 

causes of inadequate maturity of risk capabilities of RM function. Moreover, the scope, 

stature, career path and compensation packages are low as compared to business line 

staff in banks which makes the risk managers demotivated. A matured RM function 

under the supervision of correctly positioned CRO will help the bank in choosing the 

most suitable short and long-term projects for its growth. 

Fourthly, the results of the thematic analysis on the four phases/aspects of RMP 

brought to the conclusion that there are certain shortcomings prevailing in each phase. 

The risk understanding phase requires from the BoDs and executive management to 
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provide awareness from top to bottom about the importance of RM, risk policy, and its 

objectives. The risk identification phase needs a risk significance assessment 

framework to figure out the significance of the various types of risk faced by the bank. 

Moreover, only the participation of the RM department is not enough as the risk 

identification needs the involvement of the board of directors, top management, BRMC, 

ERMCs and other business units of the bank. The risk assessment and analysis phase 

requires advanced techniques and e-risk software solutions to better conduct the 

assessment and analysis of various risks. The monitoring and controlling phase requires 

an effective information and reporting system that generates summarized risk reports 

on limits, breaches to the BoDs for timely and effective decision-making. 

Lastly, the results lead to the conclusion that there is a lot of room for 

improvement on the part of the regulator (SBP) in strengthening the RMF in Pakistani 

commercial banking industry. There are lack of risk trainings, workshops and seminars 

opportunities provided by SBP for the banking risk managers. These risk trainings, 

workshops, and seminars are necessary for the upgradation of RM skills, knowledge, 

and expertise. With the introduction of Basel III in Pakistan, the banks are looking 

towards the SBP for guidance to smoothly transition from Basel II to Basel III 

requirements. Furthermore, it is concluded that the SBP should provide detailed risk 

governance guidelines for correcting the positioning of CRO and RM function in the 

Pakistani commercial banks. Moreover, the lack of availability of tested and validated 

risk models is a serious issue for Pakistani commercial banks.  

5.2 Policy Recommendations 

The study suggested several policy recommendations for various stakeholders 

in the RM of commercial banking industry of Pakistan on the basis of results extracted 
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through thematic analysis. The policy recommendation for various stakeholders are 

given below: 

• The regulator of Pakistani banks (SBP) is recommended to take guidance from 

the results of the present study by addressing the grey areas in the RMF 

highlighted by the study. One such area is a lack of risk seminars, training, 

workshops for the banking risk personnel by the SBP. It is recommended that the 

SBP should increase their risk training programs so that the adoption of new risk 

standards like Basel III will become smooth. The SBP should initiate 

collaborations with international bodies like KPMG, E&Y or McKinsey for the 

development of tested risk models. It is also concluded that there is no electronic 

risk data repository maintained by the SBP. Hence, analysis cannot be conducted 

on the historical data to figure out the deficiencies on a single click. Accordingly, 

the laborious effort is required manually to conduct such type of analysis. 

Therefore, SBP should take initiative in establishing an electronic risk data 

repository for Pakistani commercial banking industry.  

• The positioning of CRO is not right in the Pakistani commercial banks that is why 

CRO cannot perform in his full capacity. The other department thinks that the CRO 

and his RM department is creating hindrance in their progress. Moreover, the 

opinions of the heads of business units are given more importance than the opinion 

of the CRO. Therefore, it is suggested that the BoDs should design policies to 

create a risk culture in the bank so that every person in the bank will understand 

the importance of RM that could lead to correct the positioning of CROs in the 

banks so that the CROs can play their role in the most effective way. 

• It is suggested that the BoDs and executive management take steps to improve the 

capability and maturity of the RM function by introducing tested and validated risk 
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models, risk certification e.g. FRM etc., advanced e-risk software solutions e.g. 

SAS etc., and internal risk trainings, workshops, and seminars. These initiatives 

will improve the strength, capability, and maturity of the RM function and makes 

the banks more secure and profitable. 

• Currently, the members of the BRMC have little experience about RM, thus it is 

also recommended that the members of the BRMC should have vast experience of 

RM so that the BRMC can evaluate projects with the spectacles of risk. There 

should a risk expert on the panel of BRMC to assist them in project evaluations. 

Moreover, if the members of the BRMC have a vast experience in RM then they 

are in a better position to set the risk limits, risk appetite and make other important 

risk-related decisions in a better way.   

• It is also recommended that a strong risk culture should be cultivated from top to 

bottom in the bank by the BoDs as they set the tone for every policy and guidelines 

for the bank. Accordingly, BoDs should take necessary steps to set up a risk culture 

in true spirit in every department of the bank so that all the department should 

facilitate each other and work in collaboration. To achieve this, the BoDs and top 

management should conduct seminars on the awareness of RM for the banking 

personnel and make sure that the participation of every department in these 

seminars is mandatory so that the required objectives of setting up a risk culture 

from top to bottom can be achieved in the bank. 

5.3 Limitations of the Study 

• As single study cannot cover all the aspects of RM due to time constraints, so the 

present study does not consider the impact of board size, board compositions and 

its analyses.  
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• The study covers only commercial banks for the evaluation of RM framework and 

risk governance in the banking industry of Pakistan. The study does not cover the 

specialized banks, IBs and microfinance banks as their products and operations are 

different from commercial banks, therefore a separate study is needed to address 

the RMF and governance issues in those banks.   

• The study is focusing on the RMF of Pakistani commercial banks only. Thus, it 

reveals the issues in the RMF of Pakistani commercial banks only, therefore its 

generalizability in developing countries can be made but for developed countries, 

the results cannot be generalized.   

5.4 Future Directions of the Study 

• This study covers only the commercial banks (public, private, foreign) for the 

evaluation of RMF and risk governance. Therefore, there is ample room for future 

researches to extend this study by evaluating the RMF and risk governance in 

specialized banks, IBs and microfinance banks as RM is equally important for 

these institutions also.  

• The study can be extended by incorporating other RM aspects such as board size, 

board compositions in their analyses.  

• The study can be extended by conducting a cross-country study for the evaluation 

of RMF existing in various countries and comparisons can be made between 

advanced countries and developing countries. In this way, the understanding of 

banking RMFs of various countries can be enhanced.  

• A new methodology thematic analysis is used in this study for the evaluation of 

existing RMF for commercial banking industry of Pakistan. A similar 

methodology can be applied to evaluate other processes in other industries as well 

to underpin the issues prevailing in the smooth functioning of those processes. 
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APPENDIX 

 

RESEARCH ON RISK MANAGEMENT                         

Interview Script Sheet 
                  Muhammad Bilal 
                                                     PhD Candidate 

                                                   Iqra University   

                                                   Islamabad Campus Pakistan 

 

SECTION A: RISK & GOVERNANCE 

1.    Could you please describe how effective is the following risk committees in your bank in 

terms of Risk Appetite, limits, policies and internal controls? 

a) BRMC 

b) ERMC 

• ALCO / MRC 

• CRC 

• ORC 

2.    Will you please describe the effectiveness of Chief Risk Officer in risk management in general 

and in financial risk management in particular? 

3.    Do you think that due importance is given to risk management department in your bank and 

how effective and capable is your middle office? 

 SECTION B: RISK MANAGEMENT PROCESS 

4.    Can you please explain the existing process of managing risk in your bank? 

 

SECTION C: VIEWS & COMMENTS ON THE RISK MANAGEMENT PROCESS 

5.     What are the shortcoming in risk understanding phase keeping in view the following aspects? 

• Risk 

• Financial Risk 

• Risk Culture 

 

6.     What are the shortcoming in risk identification phase? 

7.    What are the shortcoming in risk assessment & analysis phase? 

8.    What are the shortcoming in risk monitoring & controlling phase? 

9.    Based on your experience, how do you describe the results of risk management? 

 10.     What is your opinion on the use of current SBP guidelines in your bank for  

a) Interest rate risk (2015) 

b) FEEL (2013) 15% of capital up capital, max cap at Rs. 3500 million 

c) Equity price risk (PR-6) (2014) 

d) internal controls (2004) 

e) Basel II market risk capital adequacy (2006) /Basel III market risk capital adequacy (2013) 

f) Risk management guidelines (2003) 

g) Stress testing guidelines (2012) 

 

11.  If you have the opportunity, what changes or improvements would you suggest to your 

current guideline? Why? 

12.  Do you think that following the SBP standard guidelines would be beneficial for your bank? 

If yes, then why? 
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SECTION D: ROLE OF SBP IN THE DEVELOPMENT OF RISK MANAGEMENT 

FRAMEWORK 

13.  What role currently SBP is playing in the development of risk management framework? 

14. What should be done by the SBP to foster the risk management framework for Banks in 

Pakistan?  
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Commercial Banks Included in Sample 

 

Private Sector Banks 

• Askari Bank Limited 

• Allied Bank Limited 

• Muslim Commercial Bank Limited 

• Bank Alfalah Limited 

• Bank AL Habib Limited 

• Faysal Bank Limited 

• Habib Bank Limited 

• Habib Metropolitan Bank Limited 

• JS Bank Limited 

• NIB Bank Limited 

• Samba Bank Limited 

• Silk bank Limited 

• Soneri Bank Limited 

• Summit Bank Limited 

• United Bank Limited 

• Standard Chartered Bank (Pakistan) Limited. 

Public Sector Banks 

• National Bank of Pakistan 

• The Bank of Punjab 

• Sindh Bank 

• The Bank of Khyber 

• First Women Bank 

Foreign Banks 

• Industrial and Commercial Bank of China Limited 

• The Bank of Tokyo-Mitsubishi Limited. 
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