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The reminder of the paper is structured as 
follows: the second section examines the 
evolution of the concept of risk, underlying its 
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from the domain of internal control, which 
tends to emphasize values of regulatory com-
pliance and external accountability. However, 
such external exposure, coupled with the link 
to internal controls, has created scope for am-
biguity and discretion in its implementation. 
Certainly, recent literature has often empha-
sized that a model of regulatory assurance, or 
an illusion of control (Holt, 2004) has been cre-
ated by ERM designs.  In particular, as Power 
(2009) highlights, the danger of ERM lapses 
into the so-called “rule based compliance”, 
and in this case the failure become embedded 
in managers’ decision making and business 
processes.  In this regard, ERM as a part of the 
internal control system is also highly problem-
atic, due to the difficulties in defining its ef-
fectiveness, which is in principle unknowable, 
and because of the growing diffusion of the 
internal control, which might itself be a source 
of risk (Power, 2004). 

In this regard, what should be noted is that 
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These banks are indeed characterised by two 
souls, that is the role of financial intermediar-
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reference to their regulatory requirements, it 
is worth noting that mutual credit cooperative 
banks, in order to identify their categories of 
risk, manage their risk to assess the appropri-
ate minimum capital requirements. All banks 
have to adopt the requirements of the Interna-
tional Convergence of Capital Measurement 
and Capital Standards: a Revised Framework 
(commonly referred to as New Capital Accord 
or Basel II) issued by the Basel Committee on 
Banking Supervision. 

Thus, these banks, in spite of being small 
banks, are required to comply with the regu-
latory requirements provided at the European 
and the National Level for large banks, and 
these lead to many possible economic con-
straints. Mutual credit cooperative banks do 
not have to distribute benefits to their mem-
bers, but in principle they have to manage and 
reduce their overall risk, in order to secure 
future investments for the economic, social 
and environmental development of their local 
communities. For this purpose, mutual credit 
cooperative banks implement practices and 
procedures in order to identify, to analyse 
and to assess risks, determining the tolerable 
degree of exposure to risk, and taking appro-
priate steps to avoid legal action, loss of repu-
tation and public inquiry. 

Beyond the regulatory requirements, it should 
be emphasized that risk management in 
mutual credit cooperative banks refer not only 
to rigorous risk classifications and numerical 
measurements, but must also consider the 
controllers’ experience and intuition,  
expanding the “softer instrumentations” 
(Kleindorfer and Saad, 2005) into the domain 
of non – measureable strategic uncertainties 
(Mikes, 2011). Thus, risk management pro-
cesses in mutual credit cooperative banks are 

argued to be strongly supported by ethical 
values Risk assessment of the investments 
concerns not only the increase in income  
for the bank, but also encompasses a broader  
perspective, which takes into account the  
economical, social and environmental benefits 
for the community of reference. 

The purpose of risk management in the Italian 
mutual credit cooperative banks is two-fold 
and refers to management of resources and 
management of stakeholder. The first one 
is related to the adoption of an alternative 
and new guarantee arrangement within the 
process of granting found. In this regard, to 
give priority to the social performance, Italian 
mutual credit cooperative banks do not consid-
er only the real or traditional guarantee based 
on patrimonial collateral but also a number 
of other elementsrsp
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economic profitability and the subsequent 
constant investments in project with social and 
environmental value. 

In this way, the relevance of our analysis is not 
limited to the Italian context, as the above les-
sons could be exportable and applicable to oth-
er countries. The ethical nature of the mutual 
credit cooperative banks should be considered 
as a sort of theoretical framework as well as 
a new modus operandi in order to support the 
economic growth and, at the same time, the 
sustainable development of the community of 
reference. Moreover, the introduction of ethics 
in enterprise risk management practices could 
enable the firms to increase the social well-be-
ing through the achieving of positive economic 
results for the organization. Thus, leaving the 
well-having perspective, mutual credit coop-
erative banks tend toward a new strategy “not 
finance for finance, but finance for development”. 

Conclusions

This research provides evidence of the effec-
tiveness of the Risk Management practices 
within the banking sector. For the purpose 
of our analysis, we have examined the Italian 
Mutual Credit Cooperative Banks because, 
according to San Jose (2009), they can prop-
erly defined ethical banks. Recent literature 
(Caldarelli et al., 2011; Costa et al., 2010) has 
strongly emphasized the fundamental role 
played by ethical requirement for the manage-
ment of an entity. All the ethical restrictions 
are necessary to reconcile the entity’s interests 
(or utility) with those of society and are not 
detrimental for the purposes of the entity, but 
rather they are factors favouring consolidation 
and lasting prosperity. 

Our analysis particularly refers to the risk 
management practices and, through the 
analysis of the Italian mutual credit coopera-
tive banks, aims to provide an exploration of 
the role of ethics in risk enterprise risk man-
agement practices. However, several future 
remarks could be still considered. This paper 
focuses on mutual credit cooperative banks, as 
ethical banks. However, an interesting future 
development for this research could be the ex-
ploration of the role of ethics in risk manage-
ment practices within large banks, as unethi-
cally organizations. At the same time another 
notable approach might be the investigation 
an ethical enterprise risk management in a 
different country setting. Additional question 
that remains to be considered is about the ex-
tent to which risk management practices can 
be ethically oriented and the extent to which 
they must fulfil certain economic constraints. 
Another notable approach might refer to the 
investigation of how an ERM based on ethical 
values works in action in a different kind of 
company with a relevant social role (i.e. audit 
company). An interesting further development 
for this research could be related to the area 
of microfinance, in order to prevent that there 
will be organisations, micro companies, black 
economy or groups excluded from the tradi-
tional financing system, either because of a 
lack of resources (poverty), their geographical 
situation or because they belong to a certain 
social or ethnic group 
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