Print [SSN:2717-0454

$ Quarterly Journal of Innovation and
Online ISSN:2783-2856

Entrepreneurship

(EC I ovoicn] o | i

Investigating The Impact of FinTech on ESG
Performance and Financial Performance With an
Emphasis on Innovation in The Banking Industry

* Saba Bakhshayesh Ardestani ** Mohammad Reza Radfar

* Assistant Professor, Department of Business Management, North Tehran Branch, Islamic Azad
University, Tehran, Iran. bakhshayesh.saba@gmail.com
** Assistant Professor, Department of Financial Management & Accounting, South Tehran Branch,
Islamic Azad University, Tehran, Iran. mohamadr.radfar@gmail.com

Received: 13.01.2025 Accepted: 10.03.2025

Abstract

One of the new industries that has created a huge revolution in the field of banking and business
in recent years is the FinTech industry; therefore, many believe that the future of the banking
industry depends on paying attention to financial technology. In our country, with the expansion
of new and knowledge-based companies in the financial field, the FinTech industry has grown
significantly compared to previous years, but it is far from reaching the desired state; for this
reason, the need for more research in the field of FinTech is palpable. On the other hand, one of
the undeniable issues in today's world is paying attention to the environment. In today's
competitive world, if organizations are not concerned about the environment around them and do
not meet the demands of their stakeholders, they will be doomed to failure, and therefore, one of
the most important measures and basic priorities of every organization should be achieving
sustainable performance (ESG). This study aims to explain the impact of FinTech on ESG
performance and financial performance with regard to the mediating role of innovation. The
research method is based on the applied objective and on the basis of descriptive survey
implementation, and the statistical population includes employees and managers of banks
admitted to the Tehran Stock Exchange. To collect information from a questionnaire and to
examine the research hypotheses, structural equation modeling was used in Smart PLS software,
and the results indicate that the model has a good fit and that FinTech and innovation have an
impact on ESG performance and financial performance. It was also observed that innovation has
a mediating role in the impact of FinTech on ESG performance and financial performance.

Keywords: Fintech, Banking Industry, Sustainability Performance (ESG), Financial

Performance, Innovation.
JEL Classification: Q32, G21, E01, 016, 032

Corresponding Author: Mohammad Reza Radfar- Mohamadr.radfar@gmail.com

GZ0Z g Jawwing R8uuds *£Z'ON $T'A diysinauaidasjug pue uoneaouu] jewsnor Apgayenp

7

"

VO oo V0 £ Ll 5 Jlog — o0 9 Com 0lond ~ 02 2,99 .E!P'J})'SJ)S'?“MJ@‘

®:


https://orcid.org/0009-0003-7792-0534
https://orcid.org/0009-0008-3549-6612
mailto:mohamadr.radfar@gmail.com
mailto:Mohamadr.radfar@gmail.com

570z 'giawwnsg 98uuds "/ Z'ON T°A diysinauaidaljul pue uoneAouu) (euinof Apaueny

\
!
/

137 Investigating The Impact of .../ Mohammad Reza Radfar and colleague

Introduction

The 19th century industrial revolution successfully lifted millions of people out of poverty;
however, the subsequent environmental and resource degradation has been a side effect of
this boom (Abbas and Dugan, 2022). Due to the increasing number of environmental crises,
organizations are expected to gradually implement pro-environmental initiatives to achieve
environmental sustainability (Peng et al.,, 2021). Companies consider sustainability
performance as a new strategic choice to improve reputation and gain greater competitive
advantage, because sustainability performance ultimately focuses on the company's value in
the long term (Oh and Park, 2021). Fintech and environmental sustainability have recently
become major topics among researchers, practitioners, as well as among bankers and asset
managers (Zheng et al., 2021). Fintech can lead to new business models, applications,
processes, or products in financial markets and institutions, and the provision of new
financial services, and has a supporting and enabling role in banking and financial services
(Liu et al., 2021).

Problem Statement/ Purpose & Question

One of the important challenges that companies and organizations have faced for years is
the conflict between improving financial performance and preserving environmental issues.
In the last few decades, the lack of sufficient attention to the environment in Iran has
caused catastrophic crises, including permanent air pollution, damage to the earth's
ecosystem and wildlife, greenhouse gas emissions, loss of natural resources, loss of living
organisms, etc. It is clear that if this trend continues, the lives of future generations will also
be in trouble; therefore, all companies and production and service organizations must, in
addition to financial issues, also make achieving sustainable performance one of their main
priorities. In recent years, the role of FinTech in the global economy, and especially the
banking network, has been so significant that many believe the future of the banking
industry depends on paying attention to financial technology. Although FinTech services in
our country have grown significantly in recent years, this industry is still in its infancy in
Iran due to numerous sanctions and lack of sufficient experience, and the need for
cooperation between all financial and non-financial institutions and actors in terms of
legislation, policymaking, and resource allocation is palpable. Some researchers have found
a relationship between FinTech and sustainability performance in their research; however,
no research has been conducted that simultaneously measures the impact of FinTech on
sustainability performance and financial performance with an emphasis on innovation.
Since among various industries, the main source of FinTech in the world and Iran is the
banking network, in this research we decided to address this issue in the banking industry;
so this study aims to explain the impact of FinTech on ESG performance and financial
performance with regard to the mediating role of innovation & the main question is this:
What is the impact of FinTech on sustainability performance (ESG) and financial
performance with the mediating role of innovation in banks listed on the Tehran Stock
Exchange?

Methodology

This research is applied in terms of purpose and descriptive survey in terms of method. The
statistical population includes employees and managers of banks listed on the Tehran Stock
Exchange with a minimum of a bachelor's degree and work experience of one year to over
20 years. Due to the large size of the statistical population, a sample of 384 people was
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selected through systematic random sampling using the Cochran formula. A questionnaire
was used to collect data, which includes 23 items and its indicators are scored using a 5-
point Likert scale. In this questionnaire, Fintech includes 6 items, sustainability
performance includes 9 items, financial performance includes 4 items, and innovation also
includes 4 items. Experts and university professors were consulted to examine the validity,
and the validity of the questionnaire was confirmed by applying corrective comments.
Given that Cronbach's alpha value for all variables is more than 0.7, the reliability of the
questionnaire is also confirmed.

Findings

To answer the research hypotheses, structural equation modeling with SmartPLS software
was used. Using T-Value outputs, the acceptance or rejection of the research hypotheses is
examined. Considering the T-Value which is 5.943, 28.957 and 8.432 and is greater than
1.96, therefore the first, second and third hypotheses of the study are accepted; so FinTech
has an effect on sustainability performance, innovation and financial performance. Also,
considering that the T-Value is 2.504 and 4.772 and is greater than 1.96, the fourth and fifth
hypotheses of the study are also confirmed; so innovation has an effect on sustainability
performance and financial performance. To test the sixth and seventh hypotheses which
have a mediating variable, the Sobel test is used. The way to examine the hypotheses with a
mediating variable is that if the effect of the independent variable on the mediator and the
effect of the mediator on the dependent variable is simultaneously significant, the role of
the mediator is confirmed and the indirect effect will be confirmed. According to the
research models in standard and significant mode and the Sobel test statistic, it is possible
to conclude about the rejection or acceptance of the hypothesis. According to the value of
the Sobel test statistic which is equal to 2.481 and 4.725 and is greater than 1.96, the sixth
and seventh hypotheses are accepted; so innovation has a mediating role in the effect of
FinTech on sustainability performance and financial performance.

Conclusion

When we look at the development of FinTech in the world, we will witness the rapid and
remarkable growth of this industry in recent years; where many startups have focused their
activities on this industry and have sought to expand their activities in the field of financial
technology; especially with the emergence of new technologies including artificial
intelligence, machine learning and blockchain, which have transformed the overall business
process and have also provided the basis for fundamental advances. After the financial
crises of recent years, there is always a fear that the banking network in different countries
will collapse or suffer serious damage due to existing risks, and even the requirements of
the Basel Committee alone are not effective. For this reason, the development of FinTech
and RegTech is increasingly recommended to ensure financial and banking services and the
correct implementation of legislative policies. In addition, today, in addition to addressing
technology and the financial industry, we should not ignore the environment that is
entrusted to us; for this reason, serious attention has been paid to the environment in the
goals of sustainable development, and companies and organizations should also have
environmental concerns in addition to improving performance and gaining returns. Banks
are no exception to this rule and, as the main players in the country's monetary and
financial system, they must have the necessary planning to improve sustainability
performance. After examining the direct hypotheses of the research, it was determined that

GZ0Z g Jawwing R8uuds "/ Z'ON $T'A diysinauasdasiug pue uoneaouu] jewsnor Apgayenp

_/'.9‘\‘:
VO oin V0 £ bl 5 jlog ~ o0 g Com 0lond -~ 03,02 2599 '.ﬂ)"-ﬁ})'sd)s'?*‘wJ@l



G707 w4awwng R8unds £ Z'ON vT°A diysinauasdasjul pue uoneaouu] [eusnof Auauenp

\
@
/

—
6: [
/

e

139 Investigating The Impact of .../ Mohammad Reza Radfar and colleague

FinTech has an impact on sustainability performance, innovation, and financial
performance with a path coefficient of 0.520, 0.764, and 0.531, respectively. It was also
observed that innovation has an impact on sustainability performance and financial
performance with a path coefficient of 0.239 and 0.292. The results obtained in this study
are consistent with the results of Al-Magqtari (2024), Siddik et al. (2023), and Dwivedi et al.
(2021). In addition, in the present study, the Sobel test was used to examine indirect
hypotheses and it was determined that innovation plays a mediating role in the effect of
FinTech on sustainability performance and financial performance. According to the results
obtained, it can be stated that if FinTech is used efficiently and banks prioritize
environmental protection in their vision and base the use of financial technologies in line
with sustainable development goals, sustainability performance will improve and in this
way, financial performance, which is the primary goal of all for-profit organizations, will
also be improved. Based on the results, the following suggestions can be made: First, it is
suggested that bank managers use FinTech to expand green financing and help reduce
environmental damage by applying innovation and providing appropriate services to
customers in the FinTech context. It is also suggested that banks, by providing appropriate
training, encourage customers to use FinTech services as much as possible instead of
visiting branches. In this regard, separate specialized teams should be created alongside
bank risk committees to increase customer security and privacy and strengthen legislative
policies. Also, among the basic requirements of various industries in recent years is
compliance with environmental issues; Therefore, bank managers are advised to pay more
attention to sustainability reporting and environmental protection in their quarterly and
annual reports. Since modern banking is based on emerging technologies, bank managers
are advised to provide the necessary infrastructure to utilize these technologies as much as
possible, such as artificial intelligence and blockchain, in financial risk management,
customer service, etc. Finally, because FinTech is rapidly becoming one of the areas with
the highest financial turnover in the world, it is recommended that banks make every effort
to implement FinTech in all aspects.
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