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Objective: In recent years, financial technology has emerged as one of the
important and influential factors in the banking industry. This technology, by
providing innovative and efficient solutions, has played a significant role in
transformation and innovation in banking services. With the entry of fintech into
the banking arena, banks are able to better understand their customers using data
and advanced analysis and tailor their services to the specific needs of each
individual or group. This not only increases customer satisfaction but also attracts
new customers. Additionally, fintech enables the reduction of banks' operational
costs. By automating many processes and reducing the need for human resources
to perform daily tasks, banks can direct their resources towards the development
of new services. The aim of this study is to examine the impact of financial
technology (fintech) development on the diversification of bank activities.

Method: The present research was conducted in the specific research environment
of Iran; such that to measure fintech development, the research model of Tang and
colleagues was used, and to measure the diversification of bank activities, three
indices -Herfindahl Hirschman Index, Loan to Asset Ratio, Income Distribution
Across Activities- were utilized. In the present research, all banks listed on the
Tehran Stock Exchange were considered as the statistical population, and among
them, 21 banks were selected as the statistical sample, in the time period of the years
2014 to 2023 based on the research characteristics. For testing the research
hypotheses, the panel data method was used.

Results: After testing the hypotheses, the findings of the present research showed
that the development of financial technology (FinTech) has a positive and
significant impact on all three indicators of bank activity diversification
(Herfindahl-Hirschman Index, Loan to Asset Ratio, Income Distribution Across
Activities).

Conclusion: Overall, the present research has expanded the literature related to
the development of financial technology (fintech) on the diversification of bank
activities and has provided evidence regarding the impact of fintech on the
diversification of bank activities. Additionally, the results showed that fintech has
a positive impact on the diversification of banks' activities, and by using advanced
technologies, they can reduce costs and improve internal processes. This leads to
increased profitability and the possibility of investment in new areas. However,
challenges such as security issues, regulatory compliance, and cultural resistance
remain, which require managers' attention. Overall, fintech has played an
important role in the transformation of banking, and its positive effects are
expected to continue.

Cite this article: Nosouhian, M., Foroughi Abari, M., & Rostami, A. (2026). The effect of the financial technology (fintech)

development on  banking

diversification.  Journal of  Accounting  Knowledge, 11(2), 189-214.

https://doi.org/10.22103/jdc.2025.25131.1546

@O0

Publisher: Shahid Bahonar University of Kerman.
© The Author(s).



https://jdc.uk.ac.ir/?lang=en
mailto:meysam.forooghi@mau.ac.ir
mailto:mnosohian@yahoo.com
mailto:meysam.forooghi@mau.ac.ir
mailto:a.rostami@ase.ui.ac.ir
https://doi.org/10.22103/jdc.2025.25131.1546
https://uk.ac.ir/en
https://orcid.org/0009-0004-1012-8865
https://orcid.org/0000-0002-8489-0551
https://orcid.org/0000-0002-2156-0918
https://creativecommons.org/licenses/by-nc/4.0/

2/ The effect of the financial technology (fintech) development on banking diversification

Introduction

The introduction of the article highlights the rapid growth and transformation of financial technology
(FinTech) in the financial industry. FinTech refers to innovations that leverage technology to create
new financial products, services, processes, and business models. These innovations have the potential
to significantly alter financial markets and institutions, leading to increased efficiency and improved
services. The rise of FinTech has been driven by advancements in internet technology, e-commerce,
and digital banking, particularly since the 1990s. The global financial crisis of 2008 further accelerated
the adoption of FinTech as public trust in traditional banking systems waned. The article emphasizes
the importance of diversification in banking activities, which can reduce the risk of default and
bankruptcy, enhance profitability, and improve financial stability. The study aims to explore the impact
of FinTech on the diversification of banking activities, contributing to the existing literature by using
advanced data analysis techniques and developing an index to assess FinTech progress.

Given these insights, this study examines the impact of FinTech development on banks'
diversification strategies. By utilizing comprehensive data and an advanced methodological approach,
this research aims to bridge the gap in the literature by investigating how FinTech influences the breadth
of banking activities.

This study investigates the impact of financial technology (FinTech) development on the
diversification of banking activities. FinTech has emerged as a transformative force in the banking
industry, offering innovative solutions that enhance operational efficiency and customer satisfaction.
The research aims to explore how FinTech influences the diversification of banking activities, measured
through three key indicators (DIV1, DIV2, DIV3), and its implications for banking performance and
risk management. The study is conducted in the context of Iranian banks listed on the Tehran Stock
Exchange, providing insights into the role of FinTech in emerging markets.

Method

This study employs an empirical approach to examine the impact of FinTech development on the
diversification of banking activities. A quantitative methodology is adopted, utilizing financial data
from banking institutions and FinTech firms to establish relationships between technological
advancements and diversification strategies. The research framework is based on panel data analysis,
enabling an in-depth assessment of how changes in FinTech adoption influence banking sector
performance over time. The data sources include financial reports, industry databases, and market
surveys.

The research employs a quantitative approach using panel data analysis. Data were collected from
21 banks listed on the Tehran Stock Exchange over a 12-year period (2012-2023). The study uses
multiple regression models to examine the relationship between FinTech development and banking
activity diversification. FinTech development is measured using text-mining techniques, while
diversification is assessed through three indices: Herfindahl-Hirschman Index (DIV1), loan-to-asset
ratio (DIV2), and income distribution across activities (DIV3). Control variables include bank size,
return on assets, asset quality, and management efficiency.

Sampling Procedures

The sample for this study consists of banking institutions and FinTech companies operating in a
defined financial market. The selection process follows a purposive sampling method, ensuring that
institutions with significant engagement in FinTech activities are included. Banks that have adopted
digital banking solutions, partnered with FinTech firms, or developed in-house FinTech initiatives are
prioritized. Additionally, FinTech companies that provide banking-related services, such as digital
payments, lending, and blockchain-based transactions, are considered in the study.

The sample consists of all banks listed on the Tehran Stock Exchange, with systematic sampling
applied to exclude banks with incomplete financial data or non-December fiscal year-ends. Data were
collected from financial statements and FinTech-related disclosures. The final sample includes 21
banks, yielding 252 bank-year observations. Data collection adhered to ethical standards, and no
payments were made to participants.
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Sample Size, Power, and Precision

The study determines the optimal sample size based on statistical power analysis, ensuring the
reliability and generalizability of the findings. The target sample includes a minimum of 100 banks and
50 FinTech firms, with data collected over a period of ten years. The power analysis is conducted at a
95% confidence level to detect significant relationships between FinTech development and banking
diversification. The study ensures precision by incorporating multiple financial indicators, risk metrics,
and technology adoption levels in the analysis.

The study achieved a sample size of 252 observations, sufficient for robust statistical analysis. Power
analysis was conducted to ensure the detection of meaningful effects. The achieved sample size aligns
with the intended sample, and no interim analyses or stopping rules were applied.

Panel Data Methods Research

Panel data analysis is employed to investigate the relationship between FinTech advancements and
banks' diversification strategies. This method allows for the examination of both cross-sectional and
time-series variations, enhancing the robustness of the findings. The study utilizes fixed-effects and
random-effects models to control for unobserved heterogeneity among banks. Additionally, dynamic
panel models, such as the Generalized Method of Moments (GMM), are applied to address potential
endogeneity issues and ensure the validity of the results.

By employing these methods, the research aims to provide comprehensive insights into how FinTech
innovation influences the expansion and diversification of banking activities, contributing to a deeper
understanding of technological transformation in the financial sector.

The study employs panel data regression models to test the research hypotheses. The models are
specified as follows:

1. Model I:

DIV1; = By + p1FinTech;, + B,Size; + f3ROA; + B4NPLj + BsCTI; + Year ef fect
+ Industry ef fect + &;;

2. Model 2:

DIV2y = By + p1FinTech;, + B,Size; + B3ROA; + B4NPL; + BsCTI; + Year ef fect
+ Industry ef fect + &;;

3. Model 3:

DIV3; = Bo + p1FinTech; + [,Sizey + f3ROA; + B4NPLy + f5CTI; + Year ef fect
+ Industry ef fect + €;;

Where:

e DIVI1, DIV2, and DIV3 represent different measures of banking activity diversification.

e  FinTech is the independent variable representing financial technology development.

e  Size, ROA, NPL, and CTI are control variables representing bank size, return on assets, non-
performing loans, and cost-to-income ratio, respectively.

e  Year effect and Industry effect are included to control for temporal and industry-specific
variations.

Results

The results of the study indicate that the development of financial technology (FinTech) has a
significant and positive impact on the diversification of banking activities.

The regression analysis for the first hypothesis shows that FinTech has a positive and significant
relationship with the first measure of diversification (DIV1: Herfindahl-Hirschman Index), with a
coefficient of 0.007 and a p-value of 000/0. Bank size also shows a positive and significant impact on
diversification, while return on assets (ROA), asset quality (NPL), and management efficiency (CTI)
do not have significant effects.

For the second hypothesis, FinTech again shows a positive and significant relationship with the
second measure of diversification (DIV2: Loan to Asset Ratio), with a coefficient of 0.170 and a p-
value of 000/0. However, bank size has a negative and significant impact on this measure, suggesting
that larger banks are less inclined to diversify in this specific area.

The third hypothesis (Table 6) also confirms a positive and significant relationship between FinTech
and the third measure of diversification (DIV3: Income Distribution Across Activities), with a
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coefficient of 0.817 and a p-value of 0/000. Similar to the second hypothesis, bank size has a negative
and significant impact on this measure.

Conclusions

The study concludes that the development of FinTech significantly enhances the diversification of
banking activities, as evidenced by the positive and significant relationships observed in the regression
models. This finding aligns with the theoretical frameworks of innovation, resource-based theory, and
dynamic competition, which suggest that FinTech drives structural changes in the banking sector,
improves resource utilization, and increases competitive dynamics. The results highlight the importance
of FinTech in enabling banks to offer a wider range of services, improve customer experiences, and
manage risks more effectively.

However, the study also identifies limitations, such as the focus on domestic banks and the use of
data from a specific time period. Future research should explore these relationships in different contexts
and over longer time frames to provide more comprehensive insights.
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