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ABSTRACT

This research examines the influence of the adoption of financial technology (FinTech)
on the economic capital performance of banking institutions within Pakistan,
emphasizing the mediating functions of competitive dynamics. In contemporary times, the
financial sector of Pakistan has experienced substantial digital metamorphosis, propelled
by advancements including mobile banking, electronic wallets, and state-supported
payment mechanisms such as RAAST. Financial technology instruments present an array
of prospects for financial institutions to augment operational efficacy, mitigate risks, and
bolster profitability. Nevertheless, financial institutions are required to traverse a
markedly competitive landscape influenced by the emergence of novel market
participants, including FinTech startups, as well as the dynamic expectations of
consumers. Through the strategic utilization of secondary data obtained from banking
reports, industry periodicals, and regulatory bodies, this study employs multiple
regression analysis and structural equation modeling (SEM) to investigate the intricate
relationships between FinTech adoption, competitive dynamics, and economic
performance. The construct of competitiveness is analyzed in its dual capacity as a
mediator, which impacts the robustness of the relationship between FinTech and
performance, and as a mediator, facilitating the translation of the advantages associated
with digital adoption into improved outcomes. The results are anticipated to demonstrate
that the adoption of FinTech has a favorable effect on the performance of economic
capital, especially within competitive contexts in which financial institutions are
motivated to pursue innovation. Moreover, the research endeavor will elucidate the
mechanisms through which competitive dynamics function as a conduit for FinTech to
enhance financial performance, thereby assisting banking institutions in formulating
resilient strategies for digital metamorphosis. This examination advances the
conversation regarding financial innovation and supplies concrete advice for
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policymakers and financial establishments in Pakistan to drive growth and secure

stability in a rapidly evolving market.

Keywords: Financial Technology (FinTech); Economic Capital Performance; Bank
Competitiveness; Risk Management in Banking; Digital Financial Services (DFS)

INTRODUCTION

The merging of financial technology with
conventional banking has dramatically
transformed the worldwide monetary environment,
even in Pakistan. Financial technology represents
the integration of innovative technological
progress in monetary services, showcasing
features such as mobile banking, electronic
transactions, peer-to-peer financing, blockchain
systems, and automated credit evaluation
techniques (Hidayat-ur-Rehman and Hossain,
2024). In fact, some of the impacts of FinTech in
terms of functional details on the nature of
banking institutions have received extensive
monitoring from scholars and practitioners with a
focus on how such innovations affect optimization
ways of banks relating to financial capital and risk
management (Riaz et al., 2023). This study
investigates the complex interaction that comes
through the adoption of FinTech, analyzing how
this infusion will help in improving the financial
capability of banks within the context of Pakistan,
while exploring the significant influences of
competitiveness as a mediator. In the fast-moving
vista of Pakistan, the adoption of DFS took a
quantum leap forward, facilitated by an array of
factors, including government policies aimed at
attaining inclusion in finance and through the
State Bank of Pakistan's creative sperm ova to
fertilize creative innovation in the banks
(Mansoor et al., 2024). This transformation has
been catalyzed by the evolution of digital wallets
like Easypaisa and JazzCash amid a spiraling tide
of mobile and internet banking. According to
PwC's 2023 report, the mobile banking
transaction surged from just 3% of the total e-
transaction volume in 2017 to an astonishing 31%
by 2022. Furthermore, innovations such as
RAAS-an instant payment system driven by the
government-opened avenues for increased digital
inclusion, hence serving as an enabler toward the
journey of a less-cash economy (Li et al.,
2022).

The adoption of FinTech has enabled banks to
enhance  operational  flexibility,  reducing

associated costs and increasing the quality of
delivered services. Digital spaces have also
opened a veritable treasure trove of opportunities
for financial inclusion by making banking
services accessible to people who have been
excluded for too long. Great opportunities come
with great challenges. One major challenge is that
financial institutions have to compete with
innovative FinTech startups that make services
available and affordable. Consequently, the
analysis of economic capital performance of
banks is linked to how those have responded to
competition.

Comepetitiveness is critical to enable banks to
effectively exploit FinTech innovations. In an
intensely aggressive market, banking
organizations are  adopting  sophisticated
technologies that will enable them to be relevant
and ultimately satisfy their patrons (Tlemsani et
al., 2023). A study proves that active integration
of FinTech enablement empowers banks through
enhanced efficiency, interpersonal relations with
customers, and a variety of innovative products
and services. This study shall look into how
competitiveness functions as an integrated
moderator and mediator in the setting of FinTech
adoption and banks' performances (Razzag, 2024).
The analysis applies the Disruptive Innovation
Theory and also invokes the theory of
Competitive Advantage by Porter. Emerging
technologies, as per Disruptive Innovation Theory,
can create significant upheaval among established
industry  competitors.  FinTech innovations
illustrate this disruption by offering affordable
and accessible financial services in banking.
Conversely, Porter’s framework highlights the
significance of achieving competitive advantage
through differentiation and cost leadership. Banks
leveraging FinTech enhance efficiency and
provide better customer experiences, thereby
securing a competitive advantage (Alshater et
al., 2022).

Economic capital performance reflects a bank's
ability to generate profits amidst risk management.
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It necessitates adequate capital reserves for loss
mitigation. FinTech enhances economic capital
performance by streamlining operations and
improving credit assessments. Automated credit
scoring refines borrower evaluations, reducing
credit risk and improving loan portfolio
integrity (Li et al., 2020, Perdana and Kulkarni,
2023). However, benefits are contingent. The
effectiveness of FinTech in enhancing economic
capital performance is influenced by a bank's
strategic focus and innovation capacity. This
study intends to empirically assess the influence
of competitiveness on FinTech's effect on banking
performance. This analysis tackles an important
oversight in scholarly work by assessing the
connections among FinTech, competitive standing,
and the operational success of banks in less
developed regions (Qureshi et al., 2023). While
existing  studies have  concentrated on
digitalization effects in advanced markets,
research on FinTech's role in emerging economies
like Pakistan remains scarce. The study's
outcomes will provide critical insights for banks,
policymakers, and regulators aiming to leverage
FinTech's potential while ensuring financial
stability. Competitiveness, for example, helps
banks accommodate the changing nature of
digitization in addition to customer needs (Jena,
2022). This is very important in the relationship
between FinTech and successes of banks. The aim
of this paper is to disseminate practical bank
approaches and policymaker strategies that can
assist in making certain that a long-term
sustainable development is attained within the
financial services sector in Pakistan due to
continuous technological advancement. Through
these connections, the study would examine how
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banks may benefit from the use of Fintech in
furthering economic performance and competing
in an environment that is changing dynamically.

2. Material and methods

This is a quantitative research design; therefore, in
this research, secondary data are used to
investigate the impact of FinTech on the
economic capital performance of the banks in
Pakistan with a focus on moderating and
mediating roles of competitiveness. The data will
be sourced publicly from annual reports and
financial statements of commercial and Islamic
banks and reports from the State Bank of Pakistan
related to the development in FinTech. Some of
the key variables would be ROA, ROE, and CAR
as economic capital performance measures, credit
and operational risk measures. Competitiveness of
the agency would be determined by using market
share as well as the Herfindahl-Hirschman Index.
The various regressions that shall be used for
testing the direct effect between FinTech and
performance will be multiple, whereas interaction
terms and SEM will be used to test for the role of
competitiveness as a moderator or mediator.
Control variables such as GDP growth and
inflation will be incorporated to ensure robustness.
Statistical tools like SPSS, used to perform data
analysis, ensuring validity through tests for
multicollinearity, heteroscedasticity, and
normality. Since the study relies on secondary
data, ethical concerns are minimal, with a focus
on proper citation and data integrity. The findings
are expected to reveal a positive impact of
FinTech on bank  performance, with
competitiveness enhancing this relationship as a
mediator.
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Economic Capital Performance
(Dependent Variable)

Control Variables like GDP Growth,
Inflation, and Internet Penetration

Figure 1. Framework Overview

2.1 Input Variable (Independent):

Financial Technology (FinTech) Adoption:
Encompasses mobile banking, digital wallets, and
supported payment systems like RAAST.
Embracing FinTech is believed to enhance
efficiency, manage risks, and boost profits in
banking.

2.2 Mediator :

2.2.1 Competitiveness Mediator Role: FinTech
adoption boosts economic performance through
competitiveness. It turns digital efficiencies into
financial rewards.

2.3 Output Variables (Dependent):

Economic Capital Performance: It gauges banks'
moneymaking and risk-handling prowess through
key indicators like ROA, ROE, and CAR.

2.4 Additional Control Variables:

In-depth analysis requires considering GDP
growth, inflation, and internet access, as these
influence FinTech uptake and economic success.

3. Results and discussion

3.1 FinTech Adoption Growths in Pakistan and
ROA Trend

Here, we see an illustration of the connection
between FinTech usage and bank performance,
specifically ROA, within Pakistan during the
years 2017 to 2022. The banking industry's
integration of FinTech jumped significantly,
escalating from around 5% to 60% in this
timeframe. This growth emphasizes the increasing
acceptance of digital innovations such as mobile
banking, digital wallets, and online transactions.
In a different light, the ROA points to a
progressive rise from 2.2% in 2017 to 3.8% in
2022. The limited ROA growth, despite rising
FinTech adoption, implies that digital adoption
positively impacts performance but requires time
to enhance profitability. Table 1 illustrates the
growth in FinTech adoption and corresponding
ROA from 2017 to 2022.

Table 1. Quantitative Data: FinTech Adoption and ROA In Pakistan

FinTech GDP - Internet Banking Mobile
Year Adoption 38'\6‘ Growth llanﬂft,'&rl Penetration Penetration Payment
(%) (%) (%) (%) Usage (%)

2017 5 22 54 41 22 16 8
2018 10 25 5.8 5.8 25 18 10
2019 18 2.8 1.9 8.6 29 21 12
2020 30 3 04 10.7 35 26 18
2021 45 35 4.7 9.5 39 30 25
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Other factors may impact this effect. The gap heavily investing in digital transformation, which
between increasing FinTech adoption and slight might not yield immediate returns. Nonetheless,
ROA improvement indicates banks are evolving as FinTech integration advances, long-term
(Munodei and Sibindi, 2023). They are probably economic advantages may be revealed.
Impact of FinTech Adoption on Bank Performance in Pakistan
—e— FinTech Adoption (%)
—&— ROA (%)
50
40
2
§ 301
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Figure 1. Impact of FinTech Adoption on Bank Performance in Pakistan over Time

Competitiveness and FinTech’s Impact on ROA in Pakistan

Emm Low FinTech Adoption
mmm High FinTech Adoption

Low Medium High
Competitiveness Level

Figure 2. Competitiveness and the Influence of FinTech Adoption on Bank Performance in Pakistan
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3.2 Competitiveness and Economic
Performance (ROA) by FinTech Adoption
Levels

As illustrated in Figure 2, FinTech adoption levels
significantly influence Return on Assets (ROA)
across varying competitive scenarios. Banks with
high FinTech adoption consistently achieve higher
ROA percentages compared to those with low
adoption (Manzoor et al, 2021). In low-
competition environments, low FinTech adopters
report an ROA of about 2%, while high adopters
reach approximately 3.5%. As competition
increases to medium levels, the gap widens, with
low adopters showing an ROA close to 2.5% and
high adopters attaining 4%. In highly competitive
settings, the performance difference becomes
more pronounced, with high FinTech adopters
nearing an ROA of 4.5%, while low adopters
hover around 3%.

This trend highlights the importance of FinTech
adoption for profitability in competitive markets.
Financial institutions leveraging technology can
improve productivity, lower costs, and enhance
customer engagement, leading to increased
economic advantages (Akhtar and Nosheen, 2022).
The data indicates that competitiveness amplifies
the benefits of FinTech, driving innovation and
efficiency. The findings emphasize the need for
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banks to invest in digital transformation within
competitive environments to achieve sustainable
profitability and growth.

3.3 Mediation Effect of Competitiveness on
FinTech and ROA in Pakistan

For all FinTech adoption levels, competitiveness
mediation improves ROA compared to the direct
effect. At low adoption, direct effects vyield
approximately 2% ROA, while mediation raises it
to around 2.5%. Figure 3 compares the direct and
mediated effects of FinTech adoption on ROA
across low, medium, and high levels. Table 2
displays ROA values for various competitiveness
levels (Low, Medium, High) under both low and
high FinTech adoption scenarios.

At medium adoption, the direct effect is 3%,
increasing to 3.5% with competitiveness. At high
adoption, the direct effect is nearly 3.5%, rising to
over 4% with the mediated effect. This indicates
that competitiveness enhances FinTech adoption's
effect on bank profitability. As banks adopt
advanced technologies, competitive pressures
improve financial outcomes, highlighting the
strategic significance of digital adoption and
market competitiveness (Riaz et al., 2023, Attia
and Fund, 2020).

Table 2. Secondary Data: Competitiveness and ROA by FinTech Adoption

. Low . - . .
. FinTech . High FinTech GDP - Internet Banking Mobile
Year Compftel\tlglleness Adoption FES')A‘ :&%Tfico hn Adoption Growth ;{n;::t(.;r; Penetration | Penetration Payment
(%) " | RoA@y | ROAM | ) ) (%) | Usage (%)
2017 Low 5 2.2 2 35 5.4 4.1 22 16 8
2018 Low 10 25 2 35 5.8 5.8 25 18 10
2019 Medium 18 2.8 25 4 1.9 8.6 29 21 12
2020 High 30 3 3 4.5 -0.4 10.7 35 26 18
2021 High 45 35 3 4.5 4.7 95 39 30 25
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Mediation Effect of Competitiveness on FinTech Adoption and ROA in Pakistan

Emm Direct Effect
B Mediated Effect

ROA (%)

Low

Medium

High

FinTech Adoption Level

Figure 3. Mediation Effect of Competitiveness on FinTech Adoption and Bank Performance in
Pakistan

3.4 Mediator validation

In establishing the competitiveness mediation role
in the relationship between FinTech adoption and
economic capital performance, a typical statistical
test would be performed to validate indeed that
competitiveness is playing the role of a mediator.
Herein is how one might interpret and validate the
mediation effect based on discussed results: The
indirect effect of FinTech adoption on economic
capital performance through competitiveness can
be computed using structural equation modeling
or SEM. This indirect effect must be statistically
significant to confirm competitiveness as a
mediator. In this study, the direct effect of low
FinTech adoption is estimated at about 2% on
ROA, while the mediated (indirect) effect raises it
to about 2.5%. Where FinTech adoption is high,
the effect is estimated at about 3.5%, rising to
over 4% with mediation. This mediating role of
competitiveness is supported by the fact that
outcomes of mediated effects are always higher in
the sense of ROA values. The different effects
stemming from FinTech adoption are compared at
low, medium, and high levels of competitiveness.
For example, at high levels of competitiveness,
banks that have a high level of FinTech adoption
reach an approximate 4.5% ROA, while low
adopters reach only about 3%. This performance
gap points to a situation where competitiveness

amplifies the financial gains that emanate from
FinTech adoption and, therefore, proves the
mediation role of competitiveness. The Sobel test
or bootstrapping method may be applied in
ascertaining if the effect is significant. In this case:
Since ROA rises with mediated effects, this would
most likely mean if tested, it should stand a
statistically significant result; hence,
competitiveness mediates the FinTech-adoption-
to-performance pathway. With the inclusion of
interaction terms between FinTech adoption and
competitiveness within the regression model, the
significance and strength of such interactions
could confirm competitiveness as a mediator. The
interaction of competitiveness with FinTech
adoption will be considered to explain ROA if it is
statistically  significant and  positive, hence
confirming its dual role of mediator. The increase
in the ROA due to competitiveness at various
FinTech  adoption levels indicates that
competitiveness is not only a channel for
mediation between the benefits of FinTech and
performance but also an amplifier of this
relationship when the competitiveness situation is
high. The findings confirm competitiveness as a
mediator in the positive effect of FinTech
adoption on bank performance through improved
observed performance, statistical testing, and
comparative analysis across competitiveness

| Rabbani et al., 2024 |

Page 2080

https://policyresearchjournal.com


https://policyresearchjournal.com/

levels. This is consistent with the implication of
this study that, within a competitive market, banks
are able to use FinTech to deliver superior
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financial results because of better efficiency
operationally and in response to the marketplace.

Impact of FinTech Adoption on ROA with Mediated Effect of Competitiveness

4.5} Low FinTech (Direct)

—-@- Low FinTech (Mediated)

—&— High FinTech (Direct)
High FinTech (Mediated)

ROA (%)

3.01

25} ==~

2017.0 2017.5 2018.0 2018.5

2019.0

Year

2019.5 2020.0 2020.5 2021.0

Figure 4. The direct and mediated effects of competitiveness on ROA across low and high levels of
FinTech adoption from 2017 to 2021

4. Conclusion

The analysis investigates the impacts of FinTech
integration on the economic capital efficiency of
banks in Pakistan, highlighting competitiveness as
a crucial factor in mediation. The analysis reveals
a positive link between FinTech adoption and
enhanced Return on Assets (ROA). Nevertheless,
this relationship develops gradually, indicating
that the financial advantages of digital
investments take time to fully emerge. The
findings show that banks with greater FinTech
adoption exhibit superior ROA, especially in
competitive contexts. Competitiveness amplifies
the benefits of digital transformation on
profitability and serves as a conduit for improving
FinTech investment outcomes. This means that, in
general, banks facing competitive environments
are better off exploiting such technological
innovations towards efficiency enhancements and
better customer satisfaction. The findings of the
present study depict the strategic urgency of a
digital transformation at an emergent Pakistani
financial services environment. It underlines a
continuous investment necessity for the banks in
emerging innovative technologies due to
continuously changing profiles of customer

demands. ~ These can be leveraged by
policymakers in the design of policies that support
FinTech diffusion while preserving financial
stability. In sum, the prospects of enhancing bank
performance through FinTech adoption-as part of
a competitive market-are high in Pakistan. The
banks can reach the goal of sustainable
profitability and growth in an increasingly
dynamic financial landscape by encouraging
innovation and efficiency via focused digital
investments.
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