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Abstract 

In the context of modern globalization and the financial crisis caused by the Covid pandemic, the integrated risk 

management system, which is conditioned and based on the international standard of Basel 3, has become 

widespread in the banking sector. Therefore, it is important to discuss the features and problems of the 

integrated banking risk management system, as well as to characterize its key elements and tools and to 

establish the procedures for its implementation in the banking system. 
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I. INTRODUCTION 

At the present stage, fundamental changes are taking place in the banking sector in the face of fierce 

competition. Regulators around the world have focused on developing more reliable financial services oversight 

programs and have introduced a number of new initiatives to refine the legal framework. The integrated risk 

management system has become significant among them. In connection with the amendment of the normative 

documents of the National Bank of Georgia, which regulates risk management in accordance with Basel 3 

standards and the transition to an integrated risk management system in Georgian banks, it is important to cover 

the essence of the integrated risk management system, its main elements and management tools and also to study 

the peculiarities and problems of the procedures for the introduction of integrated risk management in banks.. 

II. INTEGRATED RISK MANAGEMENT PROCESS 

In our view, an integrated risk management system means, in terms of risk interrelationships, the 

comprehensive and effective management of all existing risks that affect the Bank's operations within the Bank's 

corporate risk management culture and are integrated into the strategic risk management plan. Significant risks 

include risks whose negative sales results have a material impact on the Bank's consolidated financial 

performance, existing capital, liquidity or reputation, or its ability to meet the requirements of the regulatory 

body. 

In this regard, the creation of a unified integrated risk management system is of particular interest. The 

GRC (Corporate Governance, Risk Management and Control Complex) system provides a unified vision for the 

construction and control of the risk management system in accordance with the Basel recommendations. One of 

the functions of corporate governance lies in adequate risk management based on risk management service, 

control complex and internal control information integration. Credit risk management within the framework of 

the above system is recommended to be implemented based on the internal ratings approach. (Jorion P.,2003). 

This approach was formulated within the framework of Basel 2, it amended the Basel Agreement of 1988 

(Basel 1) to create a more effective framework for the regulation of bank capital. Basel 2 forced banks to 

improve their risk management system to reduce pressure on regulatory capital. Banks that meet certain 

conditions and have the consent of the national regulator are allowed to use their own risk calculation parameters 

for the purpose of calculating regulatory capital. 

The integrated risk management process should include five main stages (see Figure 1): (Doherty N., 

2000). 

1. Identify risks and assess their significance. The purpose of this phase is to identify all significant risks 

that affect the Bank's operations. Each identified risk is subject to an assessment of their significance to the 
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Bank. In order to conduct this assessment, the bank must establish criteria for the significance of the risk. 

2. Formation of a significant risk management system. The purpose of this phase is to distribute the risk 

management functions (or to actualize such allocation) among the officials, subdivisions and collegial bodies of 

the Bank and to form a methodological framework that regulates risk management. 

3. Planning the level of risk impact on the bank's activities. The purpose of this step is to determine the 

level of target risk of the bank. 

4. Determining risk appetite. The purpose of this stage is to approve the Bank and agree with the 

Supervisory Board on the maximum level of risk that the Bank will be able to assume, as well as to establish a 

system of limits and restrictions that allow the risk appetite to be determined. 

5. Managing the bank's weighted level of risks. The purpose of this stage is to ensure that the Bank's risk 

level is consistent with its target values, in this regard; the Bank's risk level is periodically assessed and managed 

by setting or changing limits and limits. 

The main tools of the integrated risk management system, in our opinion, are: (Hull J., 2018). 

Determining the risk appetite, the target structure of the types of risks important to the bank and the 

maximum level for all existing risks. 

 
  

Fig. 1. Integrated risk management process 

 

Management of economic capital (using aggregate level of risk calculations, which are estimated in the 

calculation of economic capital and their distribution among the bank's subdivisions for use according to the 

types of risks; 

Build an effective organizational structure and methodological support system to ensure the accuracy and 

reliability of the management process evaluation. 

Formalized risk indicators, their assessment and forecasting, as well as risk stress testing. 

Formation of weighted risk indicators of the bank and their forecasting taking into account the stress-

testing indicators. 

Proactive analysis of emerging risks and multilevel reporting. 

An integrated risk management system can be thought of as a set of elements necessary for effective 

functioning. 

III. THE MAIN GOALS OF THE BANK 

The main goal of introducing an integrated risk management system in banks is: 

• Ensuring sustainable development of the bank within the framework of the implementation of the 

development strategy; 

• Ensuring and protecting the interests of shareholders, creditors, customers and other stakeholders; 

• Strengthening the Bank's competitive advantages as a result of aggregate risk understanding and 

strategic planning, taking into account the level of risk taken; 

• Improving the efficiency of capital management and increasing the market value of the bank; 
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• Increase investor credibility at the expense of a transparent risk management system. 

The process of developing and introducing an integrated risk management system in Georgian 

commercial banks should be carried out in stages. These stages may vary in banks according to different 

indicators, such as the size of the bank, the number of employees involved in the implementation process, the 

level of involvement of external specialists and consulting companies, and more. Nevertheless, in general, in our 

opinion, it is possible to distinguish three main stages of the introduction of an integrated risk management 

system in Georgian commercial banks (see Figure 2): 
 

 

 
Figure 2. Three main stages of introduction of an integrated risk management system in commercial 

banks 
 

The first stage is the diagnostic stage, which analyzes and describes the discrepancy between the current 

state of risk management and the desired goals to be achieved in the future, or the best risk management 

practices. 

The good thing about going through this stage is that the diagnostics provide an objective basis for 

evaluating the bank's financial performance. The comparative analysis methodology is used to describe the 

breakthrough between the current level of system development and the desired goals to be achieved in the future. 

The end result of the diagnostic phase should be the development of proposals that will set out the conclusions, 

namely the difference between the target and current indicators, the methods to ensure relevant best practice, and 

the costs to implement it. 

The second stage is the decision-making stage, in which the board of directors or the bank's management 

decides whether the bank should comply with all the best practices in all parameters, as well as select one of the 

alternative risk management options to be implemented in the bank's management system. 

At this stage, the management of the commercial bank should decide which methods and methods to 

improve the risk management system should be used. Strategic goals should be defined, the risk appetite 

indicator should be determined, the organizational structure and powers of risk management should be reviewed, 

the development path of each type of risk should be determined, the cost of implementation should be assessed 

and the optimal solution for the bank selected. The process of evaluating the options usually starts with reducing 

their number to two or three options, and then selecting the optimal option from among them. This process is the 

most difficult as it is often necessary to consider multiple variables. The supervisor should try to select the most 

optimal option, where the existing data, legal barriers, public relations issues, financial results and time frame 

should be taken into account in the decision-making process. 

Managers often face a problem for which there is no unequivocal effective solution at this stage. In such a 

situation he, as the person responsible for making the decision, has to make a choice that will be optimal at the 

given stage, but at the same time he must continue to search for a better option in the future. 

The third stage is the realization stage, on which the selected option is implemented. 

After the completion of the second phase, additional planning is required, as well as understanding and 

cooperation from the participating specialists. It is necessary for the bank to form a project team to implement 

the decisions made, ie. A group that will implement an improved risk management system. The project team 

must work on a work plan approved by its supervisor. It should be chaired by a member of the board of directors 

or a member of the liabilities and assets committee, otherwise the degree of trust will not be sufficient for 

successful work. The project team leader may be the CEO, whose functions include managing the risks 

associated with assets and liabilities. The project team must work in accordance with the classical principles of 

project management. 

The introduction of automated asset and liability management systems includes the installation of new 

hardware and software package, the creation of new databases and attachments, as well as the introduction of 

new procedures for the organization of business processes. Introducing New Systems These will be ready-made 
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software packages, if made to order, is a difficult and risky event for a financial institution and there are many 

sad examples of this. One of the main reasons is that the sales process leads to radical changes and applies to 

virtually all areas of the bank's business. Changes of this magnitude, therefore, pose a threat to employees who 

have a fear of losing their jobs and start making their own plans for the proposed changes. Information-

communication activities are especially important at the stage of implementation in the banking system, as most 

of the employees oppose the expected changes simply because they do not understand the need for these 

changes. In order to ensure smooth implementation of the decisions made, the manager should explain to 

employees and sales participants the need for such changes, as well as assist them in organizing and conducting 

training events and workshops. (Muffee V. W,.2006). 

 

IV.  CONCLUSION 

The aspirations of commercial banks not formally but in fact complied with the recommendations of the 

Basel Committee in the field of banking supervision, in particular the introduction of a unified corporate and risk 

management system, will allow them to: 1). Were more competitive at the expense of expanding international 

relations and cooperation; 2). Get additional tools and improve risk management; 3). Improve innovation 

potential; 4). Strengthen the professional training of experts; 5). Risk management in accordance with 

international practice helps them to implement their global strategy. 

Thus, when considering the integrated risk management system, it becomes clear that some processes require 

more attention in the future, as Georgian commercial banks move from risk measurement to their management 

mode. Technology plays a key role in this process, and in the long run, financial institutions that are able to 

quickly adapt to dynamically changing financial market conditions will win. 
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