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Abstract 

In the contemporary financial landscape, credit risk management (CRM) has emerged as a critical component of 

regulatory compliance and operational stability. However, conventional approaches continue to treat CRM primarily 

as a compliance-oriented function, often marginalizing its strategic potential. This conceptual study challenges that 

paradigm by proposing a reframing of CRM as a dynamic capability that can drive sustainable financial 

performance in regulated environments. Drawing on the resource-based view (RBV) and dynamic capabilities theory, 

the study presents an integrative framework that positions CRM not merely as a defensive tool but as a proactive 

enabler of strategic advantage. Practical, regulatory, and academic implications are discussed, offering guidance 

for financial institutions, policymakers, and scholars. By bridging the gap between risk governance and strategic 

management, this study contributes to a deeper understanding of how CRM can evolve into a performance-enhancing 

capability within financial institutions. 
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1.  Introduction 

In the wake of recurring financial crises and heightened 

regulatory oversight, credit risk management (CRM) 

has gained prominence as a critical component of 

financial sector stability. Regulatory frameworks such 

as the Basel Accords (BCBS, 2006), International 

Financial Reporting Standards (IFRS 9), and domestic 

supervisory guidelines have collectively elevated the 

importance of credit risk compliance, particularly for 

deposit money banks (DMBs) and other financial 

institutions (Adegbite & Ogundipe, 2023; Tadesse, 

2019; Khan, 2022). While compliance with regulatory 

standards is indispensable for legal and operational 

continuity, a growing body of thought suggests that a 

compliance-centric view may constrain the strategic 

potential of CRM (Acharya, 2019).  

 Traditionally, financial institutions have 

approached credit risk management primarily as a risk 

mitigation and regulatory compliance function (Kilic & 

Aydin, 2020). This approach, while necessary, often 

underutilizes the broader strategic value that effective 

CRM systems can provide. In an increasingly dynamic 
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and data-rich financial landscape, there is an urgent 

need to reconceptualize CRM not merely as a defensive 

mechanism but as a proactive, performance-enhancing 

capability (Altman & Saunders, 2021). 

This paper seeks to bridge this theoretical and practical 

gap by proposing a conceptual framework that 

repositions credit risk management from a regulatory 

requirement to a strategic asset. Drawing on theories of 

dynamic capabilities (Teece et al., 1997) and the 

resource-based view (Barney, 1991), the paper argues 

that financial institutions can achieve sustainable 

performance advantages by embedding CRM into the 

core of their strategic and operational planning. 

 The objectives of this paper are threefold: To 

critique the limitations of the prevailing compliance-

driven CRM paradigm; to propose an alternative 

framework that aligns CRM with strategic business 

goals; and to outline the managerial, regulatory, and 

research implications of adopting a performance-

oriented CRM approach.    

 Despite the centrality of credit risk 

management (CRM) in financial sector regulation and 

governance, its potential as a driver of strategic and 

financial performance remains underexplored. 

Traditionally, CRM has been framed as a compliance-

based function, primarily aimed at minimizing default 

risks and meeting regulatory obligations such as those 

stipulated under Basel III and IFRS 9 (BCBS, 2017; 

IASB, 2014). While these frameworks have improved 

risk sensitivity and provisioning accuracy, they have 

inadvertently cemented a reactive orientation within 

risk management systems, limiting their integration 

with broader business strategies (Wójcik & 

MacDonald, 2021).    

 Emerging literature suggests that institutions 

that leverage CRM dynamically not merely for 

regulatory alignment but as a source of intelligence, 

innovation, and competitive advantage are more resilent 

and better positioned for sustainable growth (Adegbite 

& Ogundipe, 2023; Tadesse, 2019; Khan, 2022). 

However, there is a lack of unified conceptual models 

that demonstrate how CRM resources and processes can 

be strategically configured to enhance performance in 

complex regulatory environments. The fragmented 

understanding of CRM’s strategic value creates a 

theoretical and practical gap, leaving many financial 

institutions unable to fully harness CRM as a capability 

that can contribute to firm-level agility, adaptability, 

and profitability. 

This study addresses this critical gap by 

reconceptualizing CRM as a dynamic, value-generating 

capability and proposing a framework that integrates it 

into the strategic architecture of financial institutions. 

Without such a reorientation, CRM will continue to be 

perceived narrowly as a regulatory burden rather than a 

lever for performance enhancement.  

 This study makes important contributions to 

scholarship, regulatory policy, and managerial practice. 

By integrating the resource-based view (RBV) and 

dynamic capabilities theory, the study advances a novel 

conceptual understanding of CRM as a strategic asset. 

This responds to calls in the literature for frameworks 

that move beyond compliance-focused models. For 

practitioners, the study provides a roadmap for 

embedding CRM into the strategic core of financial 

institutions. This can help banks optimize resource 

allocation, innovate their credit operations, and build 

resilience against systemic shocks. The findings can 

guide regulators in designing policies that support 

innovation and performance-enhancing CRM without 

compromising systemic stability. It shifts the policy 

discourse from risk containment alone to enabling 

performance through risk intelligence   

 The conceptual framework offers clear 

propositions that researchers can empirically test across 

diverse institutional and regulatory settings, fostering 

the development of a richer body of knowledge on 

strategic risk management. By offering an integrated 

model that links CRM to strategic outcomes, this study 

contributes to reshaping how risk is perceived and 

managed in the financial services industry moving from 

compliance to strategic advantage. 

2. Literature Review 

2.1 Traditional Perspectives on Credit Risk 

Management 

Credit risk management has long been regarded as a 

core pillar of banking regulation and stability. It 
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encompasses the identification, measurement, 

monitoring, and control of potential losses arising from 

borrowers' failure to meet their contractual obligations 

(Duffie & Singleton, 2023). Historically, the primary 

motivation behind CRM practices has been compliance 

with regulatory requirements and the mitigation of 

credit-related losses (Basel Committee on Banking 

Supervision, 2006). Institutions have implemented 

various credit assessment tools, including credit scoring 

models, collateral requirements, loan provisioning, and 

exposure limits, largely to satisfy regulatory 

expectations (Santomero, 2022).   

 The Basel II and Basel III frameworks codified 

CRM into capital adequacy calculations, internal 

ratings-based approaches, and stress testing regimes. 

Similarly, the introduction of IFRS 9 emphasized 

expected credit loss (ECL) provisioning as a forward-

looking measure, requiring institutions to adopt more 

predictive models for risk assessment (Wang & Liu, 

2023). While these developments have enhanced the 

robustness of credit risk practices, they have also 

entrenched a compliance-focused mentality in many 

financial institutions, with CRM departments operating 

in isolation from strategic decision-making processes. 

2.2 Credit Risk Management and Financial 

Performance 

Several empirical studies have explored the relationship 

between CRM and bank performance, often linking 

sound credit risk practices with lower non-performing 

loan (NPL) ratios, improved return on assets (ROA), 

and enhanced shareholder value (Onafowokan & 

Adelopo, 2021; Afolabi & Dare, 2020; Kolapo et al., 

2012). However, these studies tend to emphasize the 

outcomes of regulatory compliance rather than the 

potential for CRM to act as a driver of competitive 

advantage.     

 Several empirical studies have explored the 

relationship between CRM and bank performance, 

often linking sound credit risk practices with lower non-

performing loan (NPL) ratios, improved return on 

assets (ROA), and enhanced shareholder value 

(Onafowokan & Adelopo, 2021; Afolabi & Dare, 2020; 

Kolapo et al., 2012). However, these studies tend to 

emphasize the outcomes of regulatory compliance 

rather than the potential for CRM to act as a driver of 

competitive advantage.    

 A studies by Liu and Wang (2021) demonstrate 

that advanced CRM practices integrated with big data 

analytics significantly improve credit portfolio 

performance and predictive accuracy, contributing to 

superior risk-adjusted returns. Additionally, Fernandez 

(2022) highlight how incorporating machine learning 

techniques into CRM frameworks can drive strategic 

decision-making and market responsiveness, 

strengthening banks’ competitive positioning. More 

recent research advocates for an integrative approach 

that connects CRM with broader performance 

strategies. For example, Adegbite and Ogundipe (2023) 

suggest that institutions with well-developed credit risk 

analytics are better positioned to respond to market 

shocks and seize lending opportunities, thereby 

improving their financial standing. Similarly, Tadesse et 

al. (2019) argue that proactive risk management 

enhances operational efficiency and innovation within 

financial institutions. Despite these insights, there 

remains a lack of unified conceptual models that 

explain how CRM can transition from a reactive 

function to a proactive driver of business growth and 

performance.     

 Although credit risk is increasingly recognized 

as a significant determinant of institutional 

performance, the strategic role of CRM is still under-

theorized (Niinimäki, 2024). Current literature provides 

limited guidance on how risk functions can be aligned 

with strategic objectives, or how they can contribute to 

innovation, market responsiveness, and long-term value 

creation. Moreover, traditional performance metrics 

often fail to capture the strategic contributions of CRM, 

reinforcing its marginalization in executive decision-

making (Power, 2022). This literature gap calls for a 

conceptual realignment one that frames credit risk not 

solely as a hazard to be contained but as a strategic lever 

that, when properly harnessed, can enhance a firm's 

adaptability, profitability, and resilience in volatile 

environments. 

3. Theoretical Foundations 

The conceptual reframing of credit risk management 

(CRM) as a strategic performance driver is anchored in 
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two foundational theories in strategic management: the 

Resource-Based View (RBV) and Dynamic 

Capabilities Theory. These frameworks provide critical 

insights into how CRM can evolve beyond regulatory 

compliance into a source of sustainable competitive 

advantage for financial institutions. 

3.1 Resource-Based View (RBV) 

The RBV asserts that firms achieve sustained 

competitive advantage by possessing and effectively 

managing resources that are valuable, rare, inimitable, 

and non-substitutable (Barney, 2018). In the context of 

financial institutions, CRM resources such as 

proprietary risk assessment models, advanced data 

analytics capabilities, institutional knowledge, and 

skilled risk management personnel constitute strategic 

assets that can differentiate one bank from another 

(Wang & Ahmed, 2021).   

 These resources, when embedded in 

organizational processes, enable banks to more 

accurately identify, measure, and mitigate credit risks, 

resulting in lower loan default rates, better capital 

allocation, and improved financial performance 

(Makkonen, 2019; Newbert, 2015). Furthermore, the 

tacit knowledge and expertise within CRM units create 

barriers to imitation, enhancing the durability of 

competitive advantage (Coff, 2019). This theoretical 

lens emphasizes the internal strengths of financial 

institutions as critical drivers of strategic value, beyond 

mere compliance requirements. 

3.2 Dynamic Capabilities Theory 

Complementing RBV, Dynamic Capabilities Theory 

focuses on an organization’s ability to integrate, build, 

and reconfigure internal and external competencies to 

address rapidly changing environments (Teece, 1997). 

The DMBs volatile regulatory landscape, technological 

disruption, and market fluctuations necessitate agile 

CRM systems capable of sensing emerging risks and 

adapting risk strategies in real-time (Kilic & Aydin, 

2020).     

 Dynamic capabilities manifest in processes 

such as real-time credit monitoring, scenario analysis, 

stress testing, and predictive analytics, which enhance a 

bank’s responsiveness and innovation in risk 

management (Wilden, 2016). By continuously evolving 

CRM practices and technologies, banks can anticipate 

credit risk shifts and proactively adjust their lending 

portfolios, thereby improving operational efficiency 

and competitive positioning (Felin et al., 2015). This 

agility is vital for transforming CRM into a proactive 

performance driver rather than a reactive compliance 

function. 

3.3 Integrating RBV and Dynamic Capabilities for 

Strategic CRM 

The Resource-Based View (RBV) posits that firms 

achieve sustainable competitive advantage by acquiring 

and deploying resources that are valuable, rare, 

inimitable, and non-substitutable (Barney, 1991). 

Within the context of credit risk management, such 

resources may include proprietary credit scoring 

algorithms, deep borrower databases, skilled risk 

analysts, and robust internal control systems. These 

capabilities, when effectively utilized, enable 

institutions to manage credit exposures more efficiently 

than competitors.   

 However, while RBV emphasizes the 

importance of possessing strategic assets, it does not 

fully address how firms respond to rapidly changing 

environments such as regulatory shifts, economic 

volatility, or emerging credit risks. This limitation is 

addressed by the Dynamic Capabilities Theory (DCT), 

which stresses the ability of firms to integrate, 

reconfigure, and adapt internal and external 

competencies in response to environmental turbulence 

(Teece, 2007; Augier & Teece, 2020). In this regard, 

dynamic CRM systems enable institutions to revise 

credit policies, reallocate capital, and innovate lending 

products in line with market and regulatory 

developments.     

 The synergy between RBV and DCT creates a 

robust framework for understanding how CRM can 

evolve from a regulatory compliance tool into a 

strategic performance driver. As Ambrosini. (2021) 

argue, organizations that continuously transform and 

leverage their risk-related resources such as by 

embedding real-time analytics or predictive modeling 

into credit evaluation can gain not just regulatory 

legitimacy but also competitive edge. 
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 Furthermore, aligning CRM with broader 

strategic goals such as market expansion, product 

innovation, and customer-centric growth allows DMBs 

to transcend siloed risk functions. For instance, Wang et 

al. (2021) highlight how integrated risk management 

systems support customer retention and credit product 

innovation by enabling firms to understand customer 

behaviors and segment credit offerings accordingly. In 

this way, CRM contributes to agility, resilience, and 

sustained performance.   

 Ultimately, this integrated theoretical approach 

informs the conceptual model proposed in this study, 

where CRM is positioned not just as a reactive 

safeguard but as a dynamic strategic capability. This 

repositioning aligns CRM with the pursuit of long-term 

performance and competitiveness in complex 

regulatory and market environments. 

4.3 Framework Illustration (Conceptual Diagram) 

 

5. Implications 

Managers should recognize CRM as a strategic function 

that requires investments beyond regulatory 

compliance. Building strong CRM resources especially 

in data analytics and skilled risk personnel is critical. 

Embedding CRM insights into strategic planning 

enhances risk-adjusted decision-making and uncovers 

new lending opportunities, boosting profitability 

(Adegbite & Ogundipe, 2023). Agile CRM processes 

allow banks to swiftly adapt to market changes, 

reducing losses and improving operational efficiency.

 Regulators need to encourage frameworks that 

incentivize innovation in CRM rather than solely 

enforcing compliance checklists. Policies should 

support transparency and data sharing while allowing 

banks flexibility in risk modeling and management 

techniques. This can lead to more resilient financial 

systems that align regulatory goals with institutional 

performance.     

 This conceptual framework opens avenues for 

empirical research exploring how CRM capabilities 

influence firm performance under various regulatory 

regimes. Future studies could test the propositions 

through longitudinal data, cross-country comparisons, 

or case studies of banking innovations in credit risk. The 
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integration of strategic management theories into risk 

research enriches the interdisciplinary understanding of 

banking performance drivers. 

6. Conclusion and Future Research Directions 

This study reframes credit risk management from a 

compliance-driven necessity to a strategic asset critical 

for financial institutions' performance and competitive 

advantage. Grounded in the Resource-Based View and 

Dynamic Capabilities Theory, the proposed framework 

highlights how CRM resources and dynamic processes 

interact within regulatory environments to generate 

superior outcomes. 

   

Recommendations 

Financial institutions should invest strategically in 

CRM capabilities, particularly analytics and talent 

development. In addition, CRM should be integrated 

with business strategy, fostering a culture where risk 

management supports innovation and growth. Further, 

regulators should balance enforcement with enabling 

innovation to strengthen the financial sector. 

Future research Future researches should empirically 

validate the propositions in diverse regulatory contexts. 

Explore the role of emerging technologies such as AI 

and blockchain in enhancing strategic CRM. Investigate 

the interaction of CRM with other risk domains 

(market, operational) for holistic enterprise risk 

management. 
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