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Extended Abstract

Introduction

Sustainable banking, which integrates environmental, social, and governance
(ESG) criteria into banking operations, is emerging as a critical paradigm for
the future of the financial industry. However, there is a lack of a clear,
structured model that defines the hierarchical relationships between the various
factors influencing sustainable banking in practice. This study aims to fill this
gap by designing and validating a model for sustainable banking using the
Interpretive Structural Modeling (ISM) approach combined with quantitative
analysis.

Literature Review

While the concept of sustainable banking is gaining traction, most studies focus
on identifying individual driving factors or measuring performance. Few
studies have attempted to create a multi-level structural model that illustrates
the cause-and-effect hierarchy among these factors, from macro-level
government policies down to operational outcomes. This research provides a
novel contribution by building and testing such a hierarchical framework.
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Research Methodology

This study employed a mixed-methods design. In the first phase, Interpretive
Structural Modeling (ISM) was used to develop a hierarchical model based on
the collective wisdom of 15 purposefully selected experts from the Iranian
banking industry. In the second phase, the relationships within the model were
tested quantitatively. Data was collected from 60 bank employees using
convenience sampling and analyzed using Partial Least Squares Structural
Equation Modeling (PLS-SEM) with SmartPLS software.

Results

The ISM analysis resulted in a three-level model for sustainable banking.
“Macro-governmental factors” were identified at the third and most
fundamental level, making them the most influential (driving) component.
“Sustainable banking outcomes” were placed at the first level, identifying them
as the most dependent component. The quantitative PLS analysis confirmed the
model’s relationships, showing that macro-governmental factors have a
significant positive impact on all intermediary factors (environmental, social,
economic, technology, HR, etc.). Furthermore, these intermediary factors were
found to have a significant positive impact on the final sustainable banking
outcomes.

Discussion and Conclusion

The study provides a validated, hierarchical model that serves as a strategic
roadmap for implementing sustainable banking. It demonstrates that achieving
sustainable outcomes is not only dependent on internal bank management but
is fundamentally driven by the overarching macro-governmental context. Bank
managers must integrate sustainable financing strategies into their decisions,
recognizing the cascading effect from policy down to performance. This model
helps banks to better understand their business environment and prioritize
actions to enhance both sustainability and operational success.

Keywords: Sustainable Banking, Sustainable Development, Interpretive
Structural Modeling (ISM).
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