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Abstract

The global financial industry has been changing rapidly with the advancement of
financial technology in the last few years. Emerging technologies, such as
Internet finance, blockchain, and mobile banking, have revolutionized the
financial industry. As a financial innovation, fintech has created profound
changes in payment patterns, and by relying on new transaction methods such
as mobile payment, it has enabled traditional finance to overcome geographical
and time limitations. Fintech technology provides cheaper services with more
choices for consumers to purchase financial services, which leads people's
financial behavior towards digitalization. The emergence of financial technology
has created new business models that challenge traditional risk-taking
approaches. Based on this, it is necessary to gain insight into the impact of fintech
innovation on the risk-taking of the banking system. Therefore, the present study
examines the impact of banking fintech innovation on their risk-taking using
panel data in Iranian banks between 2008 and 2022. The experimental results
show that improving fintech innovation significantly reduces banks’ risk-taking.
By using cryptographic technology for financial transactions, electronic
equipment, and financial software, banking fintech increases the security of
transactions, increases the transparency of the banking system, reduces the
possibility of human errors in the transfer process and financial transactions, and,
as a result, reduces banking risk. Therefore, taking measures to develop technical
infrastructure, strengthening cooperation and coordination between banks and
fintech companies, strengthening supervision and applying appropriate
regulations, determining strategies and precise policies, and using security
technologies can help manage and improve banking risk.

** This article is an excerpt from the master thesis of the first author of the article
*Corresponding Author: Hadi Esmaeilpour Moghadam

Address: Faculty of Economics and Administrative

Email: esmaeilpour@um.ac.ir

Sciences, Ferdowsi University of Mashhad, Mashhad, Tel: 05153423880

Iran

Arezoo Karami, Hadi Esmaeilpour Moghadam. The Effect of Bank's Fintech Innovation on the Risk-taking of the

Iranian Banking System**

Volume 18. Issue 38. Summer. 2023. Pages 35 to 56.



https://www.orcid.org/0000-0002-3599-6229
http://orcid.org/0000-0003-4400-5535

Volume 18. Issue 38. Summer. 2023. Pages 35 to 56.

4 :'l "l
Macroeconomics
Research Letter v

Extended Abstract

1. Introduction

The global financial industry has been
changing rapidly with the advancement of
financial technology in the last few years.
Emerging technologies, such as Internet
finance, blockchain, and mobile banking,
have revolutionized the financial industry.
As a financial innovation, fintech has
created profound changes in payment
patterns, and by relying on new
transaction methods such as mobile
payment, it has enabled traditional finance
to overcome geographical and time
limitations. Fintech technology provides
cheaper services with more choices for
consumers to purchase financial services,
which leads people's financial behavior
towards digitalization. The emergence of
financial technology has created new
business models that challenge traditional
risk-taking approaches. Based on this, it is
necessary to gain insight into the impact of
fintech innovation on the risk-taking of
the banking system. Therefore, the
present study examines the impact of
banking fintech innovation on risk-taking
in Iranian banks.

2. Data/Methodology

This research used panel data in Iranian
banks between 2008 and 2022. Z-score
was used to measure the riskiness of the
banking system. According to the studies,
the fintech innovation index of banking
includes the statistics of electronic tools
and equipment and electronic
transactions. Statistics of electronic tools
and equipment include cards, ATMs, and
branches, and electronic transactions
include the number of branch and ATM
transactions. Control variables, including
bank size, management capacity,

profitability, and income diversity, were
included in the studied models. Dependent
and control variables were obtained from
bank balance sheets in the Higher Institute
of Banking Education and fintech index
from the Electronic Commerce and
Payment System Center database. The
statistical population under study was all
the banks and credit institutions active in
Iran’s banking system. After the above
processing, the final sample was the
tabular data of 18 Iranian banks, including
Eghtesad Novin, Parsian, Pasargad, Post
Bank, Tejarat, Export Development, Refah,
Saman, Sepah, Sarmaye, Sina, Saderat,
Industry and Mine, Karafarin, Keshavarzi,
Maskan, Mellat, and Melli.

3. Findings

This study was conducted with a panel
data model and a random effects
approach. The results show the inverse
and significant effect of fintech innovation
on banking risk in the two dimensions of
electronic equipment statistics and the
number of branch transactions. In other
words, improving the bank's fintech
innovation can reduce its risk-taking levels
in general, and the higher the degree of
fintech innovation of a bank, the lower its
risk-taking levels. Likewise, commercial
banks will take the initiative to seek
technological changes and develop fintech
innovation for their development. The
estimation results show that developing
fintech bank innovation can significantly
reduce its risk-taking.

4. Conclusion

One of the main advantages of using
electronic equipment and new
technologies in the financial sector is
reducing banking risk. For example, using
encryption technology for financial
transactions makes it possible for
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customers to take responsibility for the
security of their transactions, thus
reducing banking risks at high levels.
Electronic equipment and automatic
software reduce the possibility of human
errors in the transfer process and financial
transactions. Moreover, using technology
in financial processes increases the
transparency of the banking system, and
as a result, fraud and bank scams will be
reduced. On the other hand, the use of
technology in financial processes, such as
connecting to  banking  networks,
international payments, etc., reduces
banking costs. Further, simultaneously
with the increase and improvement of
electronic equipment and new financial
service methods, bank  branches’
transactions will increase according to the

created platform, ultimately leading to
optimal management of banking risk.
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