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Abstract

In the recent years, the performance of Deposit Money Banks (DMBs) has stunted in Nigeria due
to the unregulated risks and challenges of FinTech services and the lack of safety nets in the
business models, misuse of personal data, difficulties in identifying customers, and electronic
fraud among other vulnerabilities of the new digital financial practices. This paper therefore
become imperative to examine the impact of regulation of FinTech services on the performance
of Deposit Money Banks in some selected banks in Kwara State Nigeria. Quantitative methods
were utilized in the gathering and analyzing data. 220 employees from five (5) Deposit Money
Banks were selected in llorin Metropolis. Consequently, data were generated on accounts of
ethical practice in the regulatory framework of FinTech service from the banks using well
structured questionnaire. The banks’ managers and senior staff were the selected participants.
Pearson Moment Correlation, ANOVA and Multiple Regression were the statistical tools used to
test for the hypothesis of the study. The study revealed that PayStack ($=0.705), Branch
(=0.602) PiggyVest (f =0.602), Mines (f=0.235) NetPlus (f =0.227) have direct positive
impact on the performance of Deposit Money Banks at 5% level. Further, regulation of digital
innovation in the banking industry have significant relation to the performance of banks in
Nigeria at 5% level (F=532.130, R=0.960, R?=0.922; p=0.00<0.05). For the improved bank’s
performance, it is concluded that the adoption of FinTech service has the cost-benefits approach
which improve efficiency and social structure of FinTech companies in a more secure network. It
is recommended that Management of the Nigerian Deposit Money Banks (DMBs) should as a
matter of urgency conduct regulatory network on the managerial practice of FinTech services
and aligned them with proper link between FinTech services offered by the FinTech firms and
bank services.

Keywords: DMBs, FinTech, PayStack, Branch, PiggyVest, Mines, NetPlus, and Security
Challenges

Introduction

The discussion on how financial innovation, new technologies, products and players would affect
the business models and product offering of traditional (incumbent) banks is not a new, and has
been there before the recent FinTech spin. We have already witnessed increased competition and
entry of new market players affecting banks’ business models, their strategies and both sides of
the balance sheet in the past. We recall here a lecture by Padoa-Schioppa in 1999, where he
explained how both sides of the banks’ balance sheet are affected by emerging trends in the
wider use of derivatives, money market mutual funds, electronic payments offered by challenger
financial and non-financial companies which have led banks to adopt and innovate (Padoa-
Schioppa, 1999). Already then, the debate was about an increased role of electronic access and
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Internet companies (albeit different ones from the likes of Google, Apple and Facebook we are
talking today) and non-bank companies entering into the core banking activities and customer
relations. The banks have adopted then, and we witnessed the wide-spread changes in their
business models: branch networks have generally shrunk and became no-cash advisory centres,
payments are mostly electronic and moving from Internet banking to mobile phones, almost
nobody is using cheques and younger generations do not even know of their existence.

In fact the author lived through that technological revolution analysed by PadoaSchioppa, getting
the first touch of the emerging ‘chip and pin’ card technology in the newly independent Estonia
in 1993 (e.g. ELT Kaart introduced in 1993 was one of the first processor equipped bank cards in
Europe (Kruut, 2006), an electronic banking solution in the same year and internet banking
services in 1996 (e.g. Estonian Hansapank offer its stand-alone electronic bank Telehansa in
1993), and first fully Internet based banking solution that was introduced by Estonian banks
EestiForekspank and EestiHoiupank in 1996) (Kerem, 2003). The level of such innovation was
remarkable as the emerging banking sector was at the forefront of technological development in
Europe benefiting from not having the burden of past experience, historical processes, routines
and older technologies. Looking back at the banking system back in the 1990s and banks’ efforts
to rapidly roll-out new technologies getting buy-in from the customers who were willingly
accepting new experience — the developments look very similar to the current FinTech
innovation.

In Nigeria in the 2000s newly established banks were market and product innovators — the role
currently assumed by the FinTech companies — disrupting exiting routines and markets. All those
electronic services that represent a ‘new normal’ to us currently, and that were so easy to adopt
to newly established banks in places like Lagos, Abuja, Kano and River State, required
significant changes for the longer established banks’ business models. This represents another
interesting parallel in the current FinTech debate — the costs of innovation/disruption and
abilities of incumbent institutions to adopt. Back in the 2000’s Nigerian banks were like FinTech
companies of today — newly established late movers not rooted into existing routines, principles,
solutions and technologies without the so called legacy IT issues, and not burdened by the vast
branches’ networks, were able to easily and relatively cheaply introduce digital technologies and
innovative products (Kerem, 2003). This is the type of the competitive advantage current
FinTech companies have vis-a-vis the incumbent banks, will note this, but will not explore it
further.

Recently, the CBN launched its consultation on the role of FinTech in building a more
competitive and innovative financial sector which among other aspects focuses on two important
aspects (1) financial services accessibility to customers, and (2) bringing down operational costs
and increasing efficiency of the financial services industry (CBN, 2017). These are the two areas,
which in our view have direct influence on the incumbent banks’ business models that will need
to adopt and innovate.

Despite the potential benefits, financial services also pose new types of risks. The lack of safety
nets in the business models, misuse of personal data, difficulties in identifying customers, and
electronic fraud are among the main vulnerabilities of the new digital financial practices.
Because most of the peer to peer (P2P) lending platforms do not hold the loans originated in their
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balance sheets, the profitability of their businesses is highly dependent on the number of loans
they intermediate and might evaporate during economic recessions. Banks covered by deposit
insurance schemes are better equipped to cope with economic downturns (Demirguc-Kunt, Kane,
and Laeven, 2014). At the centre of the policy debate is how this new area of finance should be
regulated and supervised. Lending discrimination against some customers, disclosure
requirements for clients, and the sharing of customer data are some of the main areas of concern
for bank’s regulators with respect to the new online platforms (Politico, 2016). Moreover,
customer protection and education measures are much needed because many FinTech services
serve segments of more vulnerable customers (some of whom are accessing financial services for
the first time). Another area of concern is the cross-border activity of the new digital financial
services. Although many FinTech companies operate locally or offer digital products involving
multiple countries, financial regulation remains region-specific and highly fragmented.
Therefore, it is not clear which country’s laws should prevail.

To understand all the risks and FinTechs opportunities to banks, it becomes imperatives to see
the context where these changes are taking place in a stable atmosphere free of frauds, and
insecure transactions in the handful of banking regulatory framework so that financial
performance can improve better than expected. This formed the thrust of the paper research in
the regulation of FinTech services and the performance of deposit money banks in Nigeria.

This study therefore will examine the significant impact of FinTech services on the performance
of DMBs in Nigeria, and focus will be on how Nigerian Deposit Money Banks are adapting to
the business models and reacting to such challenge in FinTech services in Nigerian banking
industry. Also, the study will assist the regulators to mould strategies in place to address the
various aspects of financial technology that will level the playing ground for both FinTech
Companies and the deposit money banks in a bid to improve performance in term of service and
cost-efficiency.

Literature Review

Financial Technology (FinTech)

The origin of FinTech dates back to the mid-90's. The roll-out of the services has been
incremental ever since because of the low operating costs associated with them. Initially FinTech
service constituted ATM and over the telephone transactions. Internet is a new channel for
transactions between banks and their customers and this channel has given rise to electronic
funds transfer (EFT), POS banking and mobile banking. FinTech service is popularly used to
move money across bank accounts, either within the same bank or to a different bank. FinTech
has enabled the businesses to lower the intermediate costs and increase financial access through
broadening financial inclusion. According to Vives (2017), this efficiency is mainly attributed to
the role of FinTech in overcoming information asymmetries which is still a big challenge in the
banking sector. Furthermore, FnTech firms lack legacy technologies to deal with cultures
efficient operational designs. This gives them higher innovative capacities than the traditional
businesses. According to Mutua (2013), rapid change in technology in the payments sector, has
increased financial inclusion thus changing the trend of undertakings of the traditional banking
systems.
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The untapped financial market by the Nigerian banks is still large, which provides an opportunity
for the FinTech companies to venture in. Globalization, increasing customer needs and the
increasing number of industries in the sector has led to higher levels of competition and market
share and for Nigerian Deposit Money Banks (DMBs) to enhance financial performance and
remain competitive; forming collaborations with FinTech companies is mandatory. FinTech
companies have a commitment to excellence, superior customer experience and a demonstrated
ability to do one thing in a market better than everyone else” (Vives, 2017). FinTechs’
advancements in the use of digital technology have so far occurred in lending, financial advising,
insurance and payment systems. Some global banks appear to be shifting their distribution
channels from brick and mortar operations to nonphysical channels, which will probably be the
main channel of interaction between banks and consumers in the future. Banks also seem to be
shifting toward viewing FinTech companies as partners and enablers rather than disruptors and
competitors (Economist Intelligence Unit, 2015). Incumbents are realizing the need to take
advantage of FinTech capabilities to grow business, retain existing customers, and attract new
ones, some of whom were previously unbanked. Meanwhile, without access to a client base,
client trust, capital, licenses, and a robust global infrastructure, the new FinTech companies will
discover that there are limits to their growth. Collaboration between banks and new players is
already taking place, and incumbent financial institutions seem to be pouring increasing amount
of investments into the FinTech sector through FinTech acquisitions, investment funds,
incubators, and accelerators.

FinTech Benefits in Nigerian Deposit Money Banks

As with any evolution, we are now entering the new spiral of innovation with new technologies
and products like: FinTech credit (loan-based crowd funders, peer-to-peer lenders, marketplace
lenders) (CBN, 2017), use of artificial intelligence in advice giving (robo-advice), big data
analytics, use of distributed ledger technology (blockchain) in payments, customer identification
etc., expansion of internet-only or mobile-only banks and payments — all taking a more
prominent space in the financial business models. It is understood that the benefits of financial
innovation and financial technology to the consumers, is wider competition and lower
distribution costs will make products and technologies more accessible to consumers. The angle
of reduced costs and increased accessibility of financial products is important and lies at the
heart of the Nigerian banks’ initiatives building a technology-driven Single Market in retail
financial services (CBN, 2017).

Digital innovators are bringing increased competition and efficiency to the traditional financial
sector (Philippon 2015, 2016). Following the increasing use of FinTech providers, the cost of
sending remittances has been declining, while the speed of transactions has been increasing. This
holds special importance for developing countries because remittances constitute one of the
biggest flows of funds from the developed to the developing world (World Bank, 2016).
Importantly, the development of FinTech also promotes financial inclusion for customers.
Historically, there has been a wide gap between the financial needs of households and businesses
in Nigeria and the set of financial products available to them. The banking sector has constrained
lending to this segment, among other reasons, because of the high costs relative to the small
transaction values involved and the difficulties lenders have in identifying and assessing the risk
of potential borrowers (CBN, 2017). Mobile money platforms allow unbanked customers, with
basic mobile phones, to make and receive payments much faster and less expensively than in the
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recent past. They also provide the infrastructure and generate the digitized data that can be used
to create and tailor new financial offerings for the financially excluded. An example is M-Shwari
in Kenya, which leverages the mobile money infrastructure and digital information of M-Pesa to
make credit-scoring decisions (CGAP 2015). Moreover, low-income earners and SMEs are the
user targets of most marketplace lenders, which typically arrange small loans for these
financially constrained segments. Lastly, one of the benefits of the financial technology for
financial inclusion is its potential to reform and improve property ownership through block-chain
registries, which would generate proof of collateral (an important problem in developing nations)
and thus improve access to credit.

Risks and Regulation of FinTech Services

Excessive regulation might not be desirable because it could be deadly for FinTech start-ups.
Understating this trade off, regulators in some countries are developing regulatory sandboxes to
manage the transition to a new landscape. This approach has two aims. On the one hand, it
allows FinTech companies to live test their services with real customers while facing a low level
of regulation during a predefined period. On the other hand, it helps financial authorities better
understand the functioning of the new services as well as their advantages and risks, ensuring
that appropriate consumer protection safeguards are built into the new products and services
before they reach the mass market (Financial Conduct Authority, 2015). The United Kingdom
has launched its sandbox, and other economies, such as Australia, Singapore, and Hong Kong
SAR, China, are pursuing similar initiatives. The sandbox strategy in Nigeria has also been
contemplated by financial regulators (FSB, 2017). The new digitally enabled methods could also
be used to address compliance requirements and to monitor digital financial services (“regtech”)
in all African countries.

Theoretical Reviews
The theories summarized in this section are, the theory of market power and efficiency structure,
and institutional theory.

Market Power Theory: The MP theory states that increased external market forces results into
market power which is defined as the capacity of an organization to increase its prices without
losing all its clients. In banks, as in other business organizations, Market Power can take two
forms: differentiation of products and services, or ease of search. There is a trade-off between
differentiation and loss of legitimacy which is optimized at a strategic balance point (Shepherd,
1986). Likewise, there is a trade-off between ease of search and security that must be taken into
account. This theory categorizes Information Communication and Technology (ICT) investments
into Market-Power driven initiatives profit. Moreover, the hypothesis suggest that only firms
with large market share and well differentiated portfolio can win their competitors and earn
monopolistic profit.

Efficiency structure theory (ES) suggests that enhanced managerial and scale efficiency leads
to higher concentration and then to higher profitability. According to Olweny and Shipho (2011)
balanced portfolio theory also added additional dimension into the study of bank performance. It
states that the portfolio composition of the bank, its profit and the return to the shareholders is
the result of the decisions made by the management and the overall policy decisions. From the
above theories, it is possible to conclude that bank performance is influenced by both internal
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and external factors. The internal factors include bank size, capital, management efficiency and
risk management capacity. The same scholars contend that the major external factors that
influence bank performance are macroeconomic variables such as interest rate, inflation,
economic growth and other factors like ownership.

The Institutional Theory

The theory contends that institutions are social structures with norms and expectations which
have had to attain a high degree of resilience. Institutional theory looks into the deeper attributes
of the social structure and takes into consideration the mechanisms through which structures
such as schemes, norms, routines and rules become ingrained as the accepted guidelines for
social behaviour in organizations (Scott, 2004). Banks undergo restructuring to provide services
to different clients and remain competitive. Restructuring allows organizations to change their
structure and form in order to increase their efficiency. Institutional theory therefore requires
firms to be able to conform to their environments. Currently the environment has progressed to
the use of mobile phones, which have greatly increased convenience, and cost of doing
transactions. There is also available social media and other internet platforms, which have
provided big data that is being used by FinTechs to reduce information asymmetry while
providing financial services. In order for banks to survive and thrive in Nigeria, they must
comply with the current social structure and the regulatory network of clients’ behaviours in the
environment.

Methodology

The study used descriptive survey method that was aimed at discovering the nexus between
regulatory framework of FinTech service and the performance of Deposit Money Banks in
Nigeria. The study was conducted through a survey of five Deposit Money Banks in Kwara State
Nigeria. The main reason for selecting descriptive research design is that it provides a knowledge
base when little is known about a phenomenon or such things as clarification of a situation,
classification of information, or description of subject characteristics that aided in the refinement
of the research problem, formulation of the hypothesis, or design of data collection and analysis
procedure (Powers & Knapp, 2006). The study sample size was drawn from the total population
of 541 staffs of the five selected banks in Kwara State, Nigeria. Primary data and secondary data
were pertinent to the research. The target population is Managers of the banks who are more
directly involved in the decision and regulation of FinTech services in the selected DMBs in
Kwara State. The secondary data is significant as it includes the logical framework of the
research. For the purpose of the study, the collected primary data included constructs on FinTech
regulatory services and adoption of services by customer of the selected banks between the
period 2014 to 2018.

Data on bank performance was measured through deposit target and cycle time (turnaround).
Data was cleaned, sorted and checked for completeness and consistency after collection.
Statistical package for the social sciences (SPSS) was then used to analyze the data’s descriptive
statistics such as maximum, minimum, mean, and standard deviation to outline sample
characteristics and significant trends from the collected data. A multiple linear regression model
was then employed to estimate the relationships between the variables. The Pearson’s product
moment correlation coefficient (r) method will be used to determine the degree of relationship or
strength of association between dependent and independent variables i.e. productivity and the job
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hazards. The significance of the relationship will be tested at 95% or 0.05 significant levels
respectively using the student ‘F’ test. Simple correlation method measures the degree of
relationship between regulatory FinTech services and DMBs performance in Nigeria.

The formula for calculating Pearson’s product moment correlation coefficient (r) is given as:
e
[nEx*—(Ex)*= [nEy* - (Zx)7]
[ m—2
(-7
Where X = FinTech’s services
Y = DMBSs’ performance
n = number of sample
r = correlation coefficient
F= t-value (calculated)
The degree of freedom (df) = n-1

F-ratio test=t =r

From the research topic “regulation of FinTech services and the performance of Deposit Money
Banks in Nigeria”.
Two variables are measured
I.  X=FinTech’s service = measure through “efficiency/social structure of the bank”
ii. Y=DMBSs’ performance = measure through “service turnaround/cycle time”
Where: X is the independent variable
Y is the dependent variable

Model 1

The analytical models for this study were specified based on the theories that categorizes
Information Communication and Technology (ICT) investments into Market-Power driven
initiatives profit. The functional form of the relationship between FinTech Service and Bank
Performance is operationalized as follows:

Service Turnaround = f (PayStack, Branch, PiggyVest, Mines, NetPlus) ..................... (1.1)
Service Turnaround= This is the proxy for Bank Performance, in the equation 1.1. Hence, it is
expressed as the dependent variable for Y in equation 1.2

YZBanks’ pel’fO}’mal’lcezléjo'FﬁlPayStackl+/52Branch+/é)3PiggyVest+/6)4Mines +/6)5 NetPlus &0 e ver e,
(1.2)

Where, fo = constant,

Si = slope of the estimated parameters, and i=1to5

¢ = the ‘Stochastic error’ affecting other unexplained variables in the model.

Where:

Y = Banks’ performance (measure through Turnaround/Cycle time)

o = Constant/Vector-error Correction

B1-Bs= the slope/gradient of the regression line;

¢ = stochastic term (which reveals the strength of (/fipaystacki+H2Brancht F3piggyvestt Famines +/05
NetPlus).: if € is low. This implies that the amount of unexplained factors is low, and then the
residual R and R? will be high and vice versa.
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Results and Discussion of Results

Descriptive Statistics Analysis of FinTech Innovative Services/products and Banks’
Performance

FinTech services/innovative packages were captured by five constructs for critical self-
assessment by employees of selected banks over internal and external operational performance.
This is to establish whether there is no personal interest or bias in the opinion of staff that the
dimension of FinTech service and innovative products was in actual sense used to improve
Bank’s financial performance. This was indicated in the descriptive analysis further explained in
the table below:

Table 1: Dimension of Fintech Service and Banks’ Performance

Bootstrap?
95% Confidence Interval

Model Construct Statistic  Bias Std. Error  Lower Upper
Paystack financial N 230 0 0 230 230
technology is seamy faster Minimum 1.00
in registration process and Maximum 5.00
reduce turnaround times Mean 4.2391 .0029 .0583 4.1130 4.3574

Std. Deviation  .91529 -.00640  .06523 .78641 1.03958
Branch digital platform is N 230 0 0 230 230
handled strictly by staff Minimum 1.00
who have specialized Maximum 5.00
training in I.C.T that hasten Mean 4.2870 .0078 .0599 4.1643 4.4096
the lending rate Std. Deviation  .94166 -.00688 .07283 .79687 1.07595
PiggyVest is cost- N 230 0 0 230 230
efficiency and increase Minimum 1.00
deposit target Maximum 5.00

Mean 4.0913 -.0069 .0673 3.9528 4.2130

Std. Deviation  1.01749  .00357 07244 .84821 1.15416
Lower threshold of instant N 230 0 0 230 230
access to credit is a good Minimum 1.00
digital platform of Mines Maximum 5.00
that increase the bank Mean 4.3348 .0004 .0565 4.2295 4.4565
service delivery Std. Deviation  .88958 -.00494 .05937 .76488 1.00588
Electronic Fund transfer N 230 0 0 230 230
(EFT) of cash-in-cash-out Minimum 1.00
helps in increasing the Maximum 5.00
deposit target of the bank Mean 3.9783 -.0032 .0781 3.8286 4.1140

Std. Deviation  1.16890  -.00202  .06309 1.02645 1.28447
Valid N (listwise) N 230 0 0 230 230

a. Unless otherwise noted, bootstrap results are based on 230 bootstrap samples

The statistics table 1 shows, for each level of model construct, the mean value for FinTech
service/innovative products. Since the constructs on FinTech services takes agree values (5) and
disagree (1) on five-point likert scale, with 5 signifying the maximum score of effectiveness over
bank’s performance. The mean is equal to the proportion of respondents who agreed. The
statistic column shows the values of frequencies, using the dataset produced by the bootstrapping
algorithms. The parametric mean (u =4.2391) which was found between the pendulum of
bootstrap confidence interval for the mean 4.1130<u<4.3574 and the standard error of
(s.e=0.0583), suggested that the typical respondents agreed on PayStack financial technology is
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seamy faster in registration process and reduce turnaround times in bank’s operational
performance. Also result equally revealed that Branch digital platform is handled strictly by staff
who have specialized training in I.C.T that hasten the lending rate and this increase bank internal
performance with sample mean (u =4.2870) found between the pendulum of bootstrap
confidence interval for the mean 4.1643<u<4.4096 and the standard error mean=0.0599.

The parametric mean score, (u = 4.0913) that PiggyVest is cost-efficiency and increase deposit
target was found between the pendulum of 3.9528<u<4.2130 and the standard error is 0.0673.
Lower threshold and instant access to credit is a digital platform of Mines that increase the bank
service delivery has mean (u =4.3348) found between pendulum of 4.2295<u<4.4565 and the
standard error is 0.0565 while the mean score (i = 3.9783) of Electronic Fund transfer (EFT) of
cash-in-cash-out helps to increasing the deposit target of the bank was found between
3.8286<u<4.1140 and has standard error of 0.0781which invariably means that all standard error
are too small and that the views of respondents on the average is not due to chance. However,
these mean scores are affected by outliers because some standard deviations spread out, meaning
that the consistency is higher in the respondents’ opinion that the Lower threshold of instant
access to credit is a good digital platform of Mines that increase the bank service delivery due to
lower standard deviation compared to other constructs in the ranking. Based on this result, the
mean scores assessment of the five statements are above the mid-point of 3.00, suggesting that
survey participants do anticipate the possibility of high internal and external operational
performance. Therefore, this is sensitive to further investigate the types of FinTech innovative
services adopted by the selected DMBs to ascertain whether these services help the sampled
banks in the actualization of internal and external operational bank’s performance in Nigeria.

Hoi:  There is no significant impact of FinTech services on the performance of DMBs in
Nigeria

Table 2: Model Summary

Adjusted R Std. Error of the
Model R R Square Square Estimate
1 .960? 922 921 32225

a. Predictors: (Constant), PayStack, Branch, PiggyVest, Mines, NetPlus

The table 2 shows the model summary which explains the relationship between FinTech services
and banks’ performance. The result shows the coefficient of determination is R?=0.922: which
means that 96% of the change in the level of banks’ performance is explained by a unit change in
FinTech services in PayStack, Branch, PiggyVest, Mines and NetPlus digital platform of
financial technologies and that R=0.960 indicate that there is positive relationship between
FinTech services and the level of performance of DMBs in Nigeria. The regression equation
appears to be relatively useful for making predictions since the value of R squared is very close
to 1.

Table 3: ANOVA?

Sum of Mean
Model Squares df Square F Sig.
1 Regression ;.6 97 5 55.257 53213 o0
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Residual 23.261 224 104
Total 299.548 229
a. Dependent Variable: Banks' Performance
b. Predictors: (Constant), PayStack, Branch, PiggyVest, Mines, NetPlus

Table 3 presents the overall diagnostic test of significant of relationship between FinTech
services and Bank’s performance. The ANOVA results for regression coefficients indicate that
the significance of the F=532.130>F-table=3.84 at a degree of freedom of (5, 224); i.e. P-
value=0.00 is less than 0.05. This indicates that the regulation of FinTtech services like
PayStack, Branch, PiggyVest, Mines and NetPlus significantly predict the Banks’ Performance
in Nigeria (meaning it is a good fit for the model). Therefore, a significant relationship between
Banks’ performance and FinTech services exists at 95% confidence level.

Table 4: Regression Coefficients®

Unstandardized Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1  (Constant) -317 143 -2.217  .002
PayStack .705 115 .793 6.130 .013
Branch .352 .044 .305 8.011 .001
PiggyVest .602 .036 .658 16.722  .000
Mines .235 102 317 2.304 .022
NetPlus 227 .041 .199 5.537 .000

a. Dependent Variable: Bank performance

From regression Table 4, the result show that PayStack ($=0.705), Branch (=0.602) PiggyVest
(B =0.602), Mines (p=0.235) NetPlus (B =0.227) have positive impact on the performance of
Deposit Money Banks. The regression parameters were shown to means that 70.5%
improvement in bank performance is caused byl% increase in PayStack digital service.
Similarly, 35.2% improvement in bank performance is significantly cause by 1% increase in
branch digital platform, 60.2% improvement in bank performance is cause by 1% increase in
PiggyVest, 23.5% improvement in bank performance was cause by 1% increase in Mines digital
service while about 22.7% increase in bank performance was cause by 1% increase in NetPlus.

This result implies that all dimensions of FinTech digital service have direct positive impact on
the performance of selected deposit money banks at 5% level. The vector-error correction
indicate in the constant of regression analysis (c=-0.317) make further presumption that if
peradventure “FinTech Service=0", the bank performance might drop by 31.7% which implies
that the removal of financial technology service is significant at 5% level. Therefore, zeroing
FinTech service can be use drawn inference on the bank performance. Thus practical finding in
this study have show that the bank may not have facilities to adopted all the digital platforms or
services because of cost implications. Therefore, bank managers should look deeper into the
FinTech service that most improved bank performance especially in their decision to weigh cost-
benefits approaches without losing clients, which by extension is justifiable for most bank in
Nigeria to adopt PayStack for better improvement of bank performance as indicated in this study.
In addition, this will regulate the spread of FinTech companies for more secure transaction in the
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Nigerian Deposit Money Banks. Hence, the null hypothesis is rejected and the alternative
hypothesis is accepted by posited that there is positive significant impact of financial technology
services on the performance of deposit money banks at 5% level.

Discussion of Findings

The study specifically sought to establish how the FinTech regulatory services tested positive in
relationship with the performance of the Deposit Money Banks (DMBs) in Nigeria. The
significance of the relationship of FinTech regulatory services in PayStack, Branch, PiggyVest,
Mines and NetPlus were retained in the study for improved performance of banks as indicated in
the strength of correlation and ANOVA. The descriptive statistics in table 1 reveal that the all
FinTech service were normally distributed by equal mean and variance. This was indicated by
the level of consistency in the constructs due to lower standard deviation and average mean in
the level of agreement of respondents. This was further support in the finding of regression
analysis that all dimensions of FinTech digital service have direct positive impact on the
performance of selected deposit money banks at 5% level. Additionally, the wvector-error
correction in the constant of regression analysis (c=-0.317) make further presumption that if
peradventure “FinTech Service=0", the bank performance might drop by 31.7% which implies
that the removal of financial technology service is significant at 5% level. Therefore, zeroing
FinTech service can be use drawn inference on the bank performance. Thus practical finding in
this study have shown that the bank may not have facilities to adopted all the digital platforms or
services because of cost implications.

Therefore, bank managers should look deeper into the FinTech service that most improved bank
performance especially in their decision to weigh cost-benefits approaches without losing clients,
which by extension is justifiable for most banks in Nigeria to adopt PayStack for better
improvement of bank performance as indicated in this study. In addition, this will regulate the
spread of FinTech companies for more secure transaction in the Nigerian Deposit Money Banks.
Hence, the null hypothesis is rejected and the alternative hypothesis is accepted by posited that
there is positive significant impact of financial technology services on the performance of
deposit money banks at 5% level. This conform with the finding of Ngigi (2012) that the
FinTech regulatory services has been designed on the basis of perceived ease and efficiency of
bank performance. This was supported by Olweny and Shipho (2011) that the efficiency and
social structure of FinTech services is an added dimension into the study of bank performance.
This implies that the banks should embarked on restructuring strategies, compliances and
regulatory of financial technology services as suggested by findings by Agboola (2006) and
Osage (2012) that the deployment of various e-banking tools was highly evident in banks’
performance. The finding of this study has shown that FinTech regulatory service is tested
positive to internal and external operational performance of DMBs in Nigeria.

Conclusion

From the above findings, it can be concluded that certainly, uptake of regulation of FinTech
services has significant impact on Banks performance. Efficiency, Secure transaction and social
structure in digital globalization by mean of regulating the PayStack, Branch, PiggyVest and
NetPlus services reduce the risk and security challenges which increasing customers’ needs and
the number of FinTech firms in the banking industry in Nigeria. Therefore, to enhance
performance in Nigerian Deposit Money Banks and remain competitive; adoption of FinTech
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service that has the cost-benefits approach will improve efficiency and social structure of
FinTech companies in a more secure network. Therefore, the paper recommends among others
that:

Recommendations

1. Management of the Nigerian Deposit Money Banks (DMBs) should as a matter of urgency
conduct regulatory network on the managerial practice on FinTech services and aligned them
so that establishment of a proper link between FinTech services offered by the FinTech firms
and bank specific factors ensure that banks do not lose market share and customers due to the
risks and challenges in the efficiency and security challenges in social networks of the
FinTech services in the industry.

2. Policy recommendations are that the Central Bank of Nigeria (CBN), which is the financial
sector regulatory agency, should recognize that FinTech companies increasingly play a major
role in the economy and should therefore formulate regulations relating to them.

References

Accenture, G. (2016). “FinTech and the Evolving Landscape: Landing Points for the Industry.”

Adriano, A., and Monroe, H. (2016). “The Internet of Trust.” Finance and Development
53 (2).

Adams,M. & Buckle, M. (2003). The determinants of corporate financial Performance in the
Bermuda Insurance Market. Applied FinancialEconomics, 13(2), 133-143.

Adriano, A., and H. Monroe. (2016). “The Internet of Trust.” Finance and Development 53 (2).

Blaseg, D., and M. Koetter. (2016). “Friend or Foe? Crowdfunding versus Credit when Banks
are Stressed.” IWH Discussion Paper, Halle nstitute for Economic Research.

CGAP (Consultative Group to Assist the Poor). (2015). “How M-Shwari Works: The Story So
Far.”

Citigroup. (2016). “Digital Disruption: How FinTech Is Forcing Banking to a Tipping Point.”

Demirguc-Kunt, A., E. Kane, and L. Laeven. (2014). “Deposit Insurance Database.” Policy
Research Working Paper 6934, World Bank, Washington, DC.

Aggarwal, Demirguc-Kunt and Martinez-Peria. (2006). “Do Workers* Remittances Promote
Financial Development?”” World Bank Policy Research Working Paper 3957.

Al-Matarik., Al-Swidi A. &Fadzil F. (2014). The Measurements of Firm Performance’s
Dimensions.

Al-Musali, M. A. K. & Ismail K. 1. (2012). Corporate governance, bank specific characteristics
and intellectual capital performance of banks in Arab Gulf Cooperation Council, Asian
Academy of Management, Journal of Accounting and Finance, 3, 115-135.

Al-Obaidan, A. M. (2008). Market structure concentration and performance in the commercial
banking industry of emerging markets; European Journal of Economics, Finance and
Administrative Sciences, 12,104-115.

Almajali, Y.A., Alamro, S.H., & Al-Soub, Y.Z. (2012). Factors affecting financial performance
of Jordanian insurance companies listed at Amman stock exchange. Journal of
Management Research, 4(2), 91-101.

Amato, L. & Burson, T. (2007). The effects of firm size on profit rates in the financial service,
Journal of Economic and Economic Research, 8(1), 61- 81.

Andries, A. M. & Cuza, A. I. (2009). Theories regarding financial intermediation and financial
intermediaries — A survey. The Annals of ‘Stefan Cel Mare University 2(10) 254-261.

37



ISSN: 2805-3931
Al-Hikmah International Journal of Finance (AHIJoF),  Vol. 1, No.1, June 2021 2805-3923

Athanasoglou, P., Brissimis, S., & Delis, M. (2005). Bank-Specific, Industry-Specific and
Macroeconomics Determents of Bank Profitability. Bank of Greece, 25.

Baba S. & Nasieku T. (2016). Effect of macroeconomic factors on financial performance
of commercial banks in Nigeria; International Journal of Social Sciences and
Information Technology (6).

Bank for International Settlement. (2013). Summary description of the L.C.R, Basel Committee
on Banking Supervision, January, in Basel Switzerland. Retrieved on 16" May 2014.

Barako, D. G, Ross, T. & Brown, M. (2013). Firm specific factors and access to financial
services; University of New South Wales and Curtin University of Technology.

Beck, T, Demirguc-Kunt, A. &Peria M. (2006) Banking Services for Everyone? Barriers to Bank
Access around the World. Policy Research Working Paper4079. Washington, DC:

World Bank.

Bonin, J.P., Hasan, 1. & Wachtel, P. (2004). Privatization matters: Bank efficiency intransition
countries. Wesley University, Rencheselaer Polytechnic Institute, New York University.

Buchak, G., Matvos, G., Piskorski, T., and Seru, A. (2017). FinTech, Regulatory Arbitrage and
the Rise of Shadow Banks. NBER Working Paper 23288.

Blaseg, D., and M. Koetter. (2016). “Friend or Foe? Crowd funding versus Credit when Banks
are Stressed.” IWH Discussion Paper, Halle Institute for Economic Research.

CBN. (2017). Annual Report National Financial Inclusion Strategy Implementation.
https://www.cbn.gov.ng/out/2018/ccd/financial%20inclusion.pdf10/11/2018

CGAP (Consultative Group to Assist the Poor). (2015). “How M-Shwari Works: The Story So
Far.” Citigroup. 2016. “Digital Disruption: How FinTech Is Forcing Banking to a
Tipping Point.”

Central Bank of Kenya. (2011), Annual Reports. Central Bank of Kenya, Nairobi.
Communications Authority of Kenya (2018). Third Quarter Sector Statistics Report for
the Financial Year 2017/2018. Nairobi.

Cooper, D.R. and Schindler, P.S. (2003). Business Research Methods. 8th Edition, McGraw-Hill
Irwin, Boston.

Davis F., Bagozzi and Warshaw P. (1989). User Acceptance of Computer Technology:

A Comparison of Two Theoretical Models; Management Science, (8), 982-1003.

Deloitte & Touche. (2019). FinTech in Nigeria and the women who lead. International Women’s
Day Celebration 2019 edition www.deloitte.com

Economist Intelligence Unit. 2015. “The Disruption of Banking.” Financial Conduct Authority.
2015. “Regulatory Sandbox.” November.

EY. (2017). EY FinTech Adoption Index 2017: The Rapid Emergence of FinTech.
Field, A.P. (2009). Discovering statistics using SPSS (3rd edition). London: Sage
Publication Limited.

Financial Stability Board. (2017). Financial Stability Implications from FinTech.
(2017). FinTech and Financial Services: Initial Considerations.

Giannetti M. and Ongena S. (2009). Financial Integration and Firm Performance: Evidence from
Foreign Bank Entry in Emerging Markets. Review of Finance,13(2), 181-223.

Gul, Sehrish& Irshad, Faiza & Zaman, Khalid. (2011). Factors Affecting Bank Profitability in
Pakistan. Romanian Economic Journal. 14(39), 61-87.

Honohan, P. & King, M. (2009). Cause and effect of financial access: Cross-country evidence
from the Finscope Surveys. Department of Economics and Institute for International
Integration Studies, Trinity College Dublin.

38



ISSN: 2805-3931
Al-Hikmah International Journal of Finance (AHIJoF),  Vol. 1, No.1, June 2021 2805-3923

Ithiri, D. (2013). Corporate Restructuring and its effects on Kenya Commercial
Bank Performance. Unpublished Master of Business Administration Project,Kenyatta
University.

Jovanovic, B. (1982). Selection and the Evolution of Industry. Econometrica, 50, 649-670.

Kerem, G. (2003). Determinants of Financial Performance of Commercial Banks in Kenya,
International Journal of Economics and Financial issues, 3 (1), pp. 237-252.

Kinuthia, B. (2010). An Analysis of Financial Innovations in the Kenyan Banking Sector.
Unpublished Master of Business Administration Project, University Of Nairobi.

Knetter, M.M. (1989). Price discrimination by U.S. and German exporters. American Economic
Review 79, 198-210.

KPMG. (2017). The Pulse of FinTech

Kunt, A., E. Kane, and L. Laeven. (2014). “Deposit Insurance Database.” Policy Research
Working Paper 6934, World Bank, Washington, DC.

Kruut D. (2006). “Bitcoin Transactions Vs. Credit Card Transactions,” Investopedia, May 22,
2015, http://www.investopedia.com/articles/forex/042215/bitcoin-transactions-vs-credit-
card-transactions.asp.

Lee, J. (2009). Does The Size Matter in Firm Performance? Evidence from US Public Firms,
Internal Journal of the Economic of Business, 16(2), 199- 203

Liargovas, P. & Skandalis K. (2008). Factors affecting firm's financial performance.

The case of Greece, Athens. University of Peloponnese Press.

Lin, N. (2008) Building a Network Theory of Social Capital. Connections, 22, 28-51.

Liu C. and Arnett K. (2000). Exploring the factors associated with Web site success in the
context of electronic commerce. Information and Management (1), 23-33

Luarn, P. and Lin H. (2003). A Customer Loyalty Model for E-Service Context.Journal of
Electronic Commerce Research, 4(4), 156-164.

Merton, R.C. (1995). Financial Innovation and the Management and Regulation of Financial
Institutions. Journal of Banking and Finance 19(3-4), 461-481.

Mutua P.N. (2013). The Effect of Financial Innovation on Financial Inclusion in Kenya. A
Research Project Submitted in Partial Fulfilment for the award of Master of Business
Administration Degree, School of Business, University of Nairobi. Published: December,
2018. Accessed: 25" May, 2021

Navaretti, G. B., Calzolari G. & Pozzolo A. F. (2017). FinTech and Banking. Friendsor Foes?
European Economy-Banks, Regulation, and the Real Sector.

Ngigi, C. (2012). Financial Innovation and Its Effect on Financial Performance of Commercial
Banks in Kenya. Unpublished Master of Business Administration Project, University
of Nairobi.

Osage, K.C. (2012). Does financial innovation drive growth? empirical analysis of the Nigerian
case. British Journal of Economics, Management and Trade, 16(3), 1-10.

Padoa-Schioppa, T. (1999). ECB report “possible effects of EMU on EU banking systems in the
medium to long term”. Lecture by Tommaso Padoa-Schioppa Member of the Executive

Board of European Central Bank, London School of Economics Financial Markets Group on
24" February 1999.

Pavlou, P.A. (2003). Consumer Acceptance of Electronic Commerce: Integrating Trust and Risk
with the Technology Acceptance Model. International Journal ofElectronic Commerce,
8(3), 101-134.

39


http://www.investopedia.com/articles/forex/042215/bitcoin-transactions-vs-credit-
http://www.investopedia.com/articles/forex/042215/bitcoin-transactions-vs-credit-

ISSN: 2805-3931
Al-Hikmah International Journal of Finance (AHIJoF),  Vol. 1, No.1, June 2021 2805-3923

Philippon, T. (2015). “Has the U.S. Finance Industry Become Less Effiffifficient? On the Theory
and Measurement of Financial Intermediation.” American Economic Review 105 (4):
1408-38.

Philippon, T. (2016). “The FinTech Opportunity.” NBER Working Paper No. 22476, National
Bureau of Economic Research, Cambridge, MA.

Philippon, T. (2015). “Has the U.S. Finance Industry Become Less Efficient? On the Theory and
Measurement of Financial Intermediation.” American Economic Review 105 (4):
1408-38.

Politico, T. (2016). Innovating firms and aggregate innovation. Journal of Political Economy
112:986-1018.

Politico, H. (2016). “Can Washington Control High-tech Lending?” September 2016

Power, A.S., and Knapp. S.W. (2018). Estimation and inference of heterogeneous treatment
effects using random forests. Journal of the American Statistical Association 113:
1128-42

Saunders, M. N, Saunders M., Lewis P. & Thornhill A. (2007). Research methods for business
students, 5" Edition. Pearson Education India.

Scott, W. R. (2004). “Institutional theory.”Encyclopaedia of social theory, George Ritzer, ed.
Thousand Oaks, CA: Sage. pp. 408-414.

Stefan, I. &Hoelscher, D. S (2005). The resolution of systemic banking system crises, in
systemic financial crises: Resolving large bank insolvencies, edited by Douglas
Durrel Evanoff, George G. Kaufman, World Scientific Publishing.

Vives, X. (2017). The Impact of FinTech on Banking, Europeyesrl via Gregorio VII 368 - 00165
Romart.

Wesutsa L. N. (2014) Factors Influencing Demand For Financing of Mortgage Projects In
Mombasa County, Kenya. Unpublished Master of Business Administration Project,
University Of Nairobi.

World Bank. (2016). “Migration and Remittances Factbook, 2016.”. “Cross-border Lending by
International Banks.” Chapter 3 in the Global Financial Development Report 2017/2018:
Bankers without Borders. Washington, DC: World Bank.

World Economic Forum. (2015). “The Future of FinTech. A Paradigm Shift in Small Business
Finance.” October.

40



