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Abstract

Financial integration, as part of the financial market union, implies closer interaction between global
economies. The positive contribution of digitization can be found in the specialized literature, but it
fails to provide an overview of the link between financial intermediation indicators and the use of
digitization, taking into account the impact on the individual. In this sense, the motivation of this
research consists in emphasizing therole of digital financial services in reducing poverty, having a
beneficial impact on economic development and the economy welfare.The study relevance resides in
capturing the Global Findex Index trend, by measuring the use of financial services every 3 years,
starting in 2011. As a result, the research aims to analyze the financial intermediation degree, and,
implicitly, digitization, based on a survey of 140 economies, using a Vector Autoregressive model,
impulse response functions and the variance decomposition of the included macroeconomic
variables.The research resultssummarize the fintech contribution in diminishingthe financial
instability risks and outlining the policy implications for governments, benefits such as money
laundering and reducing corruption.
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Introduction risks.Economic development is supported by
FinTech innovation, but this may be a trigger for
Financial market integration is fundamental for financial stability.

the well-being of economies and, implicitly, to

financial  stability. Monetary  authorities The purpose of this research is to capture the
encourage an increase in the degree of degree of financial intermediation, and,
integration by promoting regulations and implicitly digitization, based on a survey from
standards recognized by financial markets. about 140 economies. The importance of the
study consists in the analysis of the indicator the
Global Findex Index, that measures the use of
financial services every 3 years, starting in 2011,

using a Vector Autoregressive model. The main

Arguments that motivate the choice of topic
consist in the importance of ensuring and
maintaining financial stability in the conditions

in which the financial markets are growing. The
need for integration helps collaboration and
economic development, but it also generates

objective of the paper is to capture the influence
of digitization, as an effect of integrated financial
markets, on financial stability. As intermediate
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objectives, I considered both the analysis of the
benefits and risks of financial intermediation
development, as well as the impact on the well-
being of the economy.

The paper is structured in five parts. The first
two parts capture the importance, benefits and
risks, associated with the integration of financial
markets, on financial stability, because artificial
intelligence has become a very common fact
nowadays. The impact of information
technology on the balance sheet of credit
institutions may have both positive, considering
a high trend of performance, and negative
aspects, taking into account the risks to which it
may be exposed. The specialized literature does
not contain many studies that capture a concrete
framework of this phenomenon.

My own contributions consist in the next three
parts, that aim to capture the effects of
digitization as a competitive factor on integrated
markets, as well as the way technology
information influences bank performance and
risks. At the same time, the risks to which banks
may be exposed also exert effects on the
soundness of the financial system, which the
supervisors need to be careful about. The
originality of the study consists in capturing the
effects of random shocks on the financial
intermediation indicators, using a vector
autoregressive model.

Consequently, fintech innovation, influenced by
macroeconomic conditions as an effect of the
development and integration of financial
markets, is a challenge for financial stability.

Financial Markets Integration - Benefits and
Riskson Financial Stability

Financial integration is a process that involves a
closer interaction between global economies
and people. The degree of integration of
financial markets around the world has
increased greatly in recent decades. Underlying
this process was the phenomenon of
globalization and the opportunity to diversify
risk. Many countries have encouraged the
mobility of financial flows, ensuring the
development of a border economic framework.

Developed and emerging economies in Eastern
Europe, Latin America and East Asia, have lifted
restrictions by encouraging international
transactions, as well as new ways to facilitate
them. In this sense, financial services have
known a new era in their development, namely,

fintech innovation. Nowadays, digitization is one
of the most important actors with a role in
financial markets integration. It can be seen
both as a benefit and as a risk to financial
stability.  Financial technology (Fintech)
describes new tech and seeks to improve
financial services. Thus, financial intermediation
is based on artificial intelligence and, implicitly,
digitization.

Benefits and Risks

FinTech can be seen, on the one hand, as a
benefit, in terms of facilitating transactions and
reducing the time used to complete them etc. On
the other hand, the risks that may arise from the
implementation of this innovation refer to cyber
attacks, lack of customer privacy, etc.

Financial openness captures a number of
benefits of financial markets integration, such
as: domestic investment, consumption
smoothing, macroeconomic discipline, increased
banking system efficiency and financial stability
(AgEnor, 2003). Potential risks refer to: the very
degree of concentration, which cause a lack of
access to capital flows, losses of macroeconomic
stability, the contagion effect, the risk of new
banks entering the market etc. In other words,
foreign bank penetration helps to improve and
develop financial services by increasing
competition. But, on the other hand, this fact
may also generate risks by creating more
advanced risk management systems (Caprio and
Honohn, 1999).

Some risks are related to informational
asymmetry, effect of financial markets
integration. So, there are some market
participants that may have acces to information
in a shorter time than others. Moreover, the pro-
cyclicality effect generates macroeconomic
instability, as positive market rumors encourage
consumption and spending at an unsustainable
level for the economy in the long run. Chang and
Velasco (2000) argue that a high level of short-
term debt negatively affects international
reserves, creating a major risk to the economy.
Another risk consists in the contagion effect of
the financial markets, which develops in direct
proportion to the volatility of the markets and to
the degree of their integration.

Financial market integration mobilizes the
financial resources between the holders of
money availability and those who need capital,
ensures the mobility of capital flows, indicates
the state of the economy and maintains the
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development of financial markets in order to
increase financial intermediation, helps to
diversify the risk.

The benefits of the integration process as:
ensures financing of economies (banks,
companies, especially SMEs, capital markets),
eliminates barriers to cross-border activities
and, consequently, reduces costs, are based on a
rigorous legislation. EU initiatives to remove
cross-border barriers can be found in legislative
acts such as: EU Banking Directives (1977,
1988), the Financial Services Action Plan (1999),
the White Paper (2005), which creates a
regulatory framework for fair
competition.These functions complement the
fundamental objective of any central bank of
maintaining price stability and ensuring
financial stability, by promoting collaboration
and financial integration.

Financial Integration and Financial Stability
There is a strong connection between financial
integration and financial stability. It is an
irreversible and indispensable process for an
economy to function properly.Financial
integration aims at financial development,
considering the complexity and size of the
financial system.

The lack of intelligibility in terms of the
complexity of a product can lead to the wrong
assumption of risks and, implicitly, of the wrong
allocation of resources.In terms of size, the more
a financial system is very large, the more it can
have negative effects on the economy, given that
it entails more system-level resources, but also
the creation of cyclical effects, regarding the
accumulation of non-performing loans.

However, there are some obstacles in financial
integration related to legislation, culture,
technical elements.Integrated financial markets
facilitate the transmission of monetary policy at
the level of the member countries, ensuring
equal treatment in the application of monetary
policy decisions.

Financial stability is supported by a high degree
of financial integration (Tumpel-Gugerell,
2010).Financial integration leads to the creation
of strong connections between states, which
helps the development of the financial system,
but which can also leads to risks. Risks from one
part of the system can have a domino effect on
other areas, through contagion (non-performing
loans).

On the other hand, the lack of financial
integration does not necessarily mean the
complete reduction or elimination of risks and,
therefore, would not be a solution. Given the
broad links developed at the informational,
cultural, social level, cancels the idea of financial
isolation of states.

In general, financial development refers to a
system of complex financial markets,
characterized by innovation, digitizationand
organized systems, which promote fair
competition, by reducing information
asymmetry, to reduce cross-border costs
(ECB).Thus, these measures can contribute to
economic growth.

The size of the financial sector is an indicator
that shows the capacity to allocate resources.
Thus, a very large financial system may indicate
a misallocation of resources.However, a suitable
size of the financial system can contribute to the
development of financial markets, helping to a
more efficient allocation of resources, thus
promoting economic growth.

The interaction between financial markets and
institutions can trigger macroeconomic risks.
The harmful effects were visible with the onset
of the recent financial crisis, which demanded
the establishment of a micro and macro-
prudential regulatory framework.

Macro-prudential policies contribute to the
creation of a safeguard framework in order to
ensure financial stability and shock resistance. It
is aimed at regulatory and supervisory actions,
aimed at reducing risks within the financial
market activity.Usually, an integrated market is
defined by: equal access and treatment
regarding the trading of goods and services,
based on a single set of rules (Baele et al., 2004).

Thus, a financial system can be seen as an
interaction between financial intermediaries
and financial markets (Hartmann, et al.,, 2003).
Financial development is a process of financial
innovation, a well-developed infrastructure
from an organizational and institutional point of
view that promotes fierce, complex and fair
competition and, implicitly, a reduction of
information asymmetry, with minimum trading
costs (ECB, 2016).

The monetary authorities encourage the idea of
integration and development of financial
intermediation, and, implicitly, of digitization
(FinTech), especially in the euro area (ECB,
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2023). These elements have a significant impact
on the monetary police and on the channels of
transmission of the monetary policy and,
implicitly, on the financial stability.For example,
the Eurosystem promotes maintaining price
stability, as a major objective in ensuring
financial stability.

Moreover, it supports the development of
financial services by promoting the EU Single
Market, such as Banking Union (2012), Capital
Market Union (2014).

Bank consolidation was an important step in the
process of integrating economies. In recent
decades, bank mergers and acquisitions in the
euro area have registered a moderate value in
trends with the evolutions of the EU (ECB,
2020).

Despite the creation of the Banking Union, cross-
border consolidation had a low value compared
to expectations (Hartmann et al, 2017).
Moreover, since 2016, this consolidation has led
to a decrease in the level of non-performing
loans.

Based on Capital Market Union (CMU) Action
Plan in 2015, integrated capital markets have
become an important step in the integration of
EU economies, by developing access to finance
for companies and households.

CMU contributes to economic growth and
financial stability by ensuring capital mobility
between states, reducing cross-border costs,
extending the development of investment
projects and encouraging financial integration
and competition. By launching this initiative, the
European Commission aims to stimulate
development and integration of EU capital
markets, while also considering measures
related to FinTech and sustainable finance.

Digitizationof financial services has many
benefits, but with the potential to amplify the
financial stability risks. According to the
Financial Stability Report (ECB, 2024), the
number of retail investors directly involved in
the stock markets increased during the
pandemic. This fact was associated with the
digitization development, by increasing access
to stock exchanges, using trading.

Among the benefits, is listed: the risks
diversification, as well as the reduction of
transaction costs. On the other hand, the
associated risks can mainly refer to periods of

excessive volatility in the case of shares, such as
in the first half of 2021, when individual
investors managed transactions through social
networks.

Also, the problematic period from March 2023
in the case of the banking sector in the United
States accentuated the phenomenon of bank
runs, as a result of the interaction intensification
of online banking and social networks, causing
an unfavorable impact of digitization on
financial stability.

Digitization of financial services can have a
significant impact on financial markets and
banks. The intense interaction of investors on
the financial markets is due, in most cases, to
digitization, a fact that can generate excessive
risk-taking. One of the most eloquent cases of
banking activity in the digital era is represented
by the situation of the Silicon Valley Bank, as
access to money was done, in most cases,
remotely, through banking applications and
phone calls and not physically, as few depositors
were present.

As a result, the monetary authorities should take
measures in this sense, in order to have a more
prominent control over the phenomenon of
bank runs in crisis situations, with major
implications also on financial stability.

Finally, the statistics highlighted the benefits of
Fintech for the financial system, but also the
importance of monitoring the potential risks and
impacts on financial stability.

In conclusion, although the strong connection
between the global financial markets has led to
the development of risks and the creation of
imbalances and the transmission of shocks at
the level of the economies, the integrated
financial markets have been an important step
in the process of developing. The advantages,
opportunities, but also the challenges and risks
that tendencies on financial markets represent
for financial stability are not to be neglected.

Fintech Innovation - Effect of Financial
Markets Integration

In recent years, the monetary authorities have
improved regulation, both nationally and
internationally, regarding the resilience of the
financial system to shocks. Creating an
appropriate regulatory framework for financial
services innovations becomes an indispensable
element in ensuring financial stability. The
proper regulation of payment systems, which
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contain digitized elements and, implicitly, the
trading of virtual currencies, becomes one of the
necessary components of the macroprundential
framework. Thus, along with the digital finance
opportunities, the risks to which the financial
system is subjected are not to be neglected.

Among the positive effects, the diversification
and decentralization of the system, facilitated by
FinTech innovations, helps to mitigate the
impact of future shocks. Thus, a wide range of
services, products, business models can help
increase financial intermediation in terms of
financing and investments, generating economic
growth and economic well-being.Due to this
innovation, financial services can be available to
the whole world, having a significant impact
especially on economies whose access to
financial goods and services is somewhat
limited.

The literature abounds in presenting the main
features of fintech evolution, but it failed to
surprise the critics addressed to the impact of
fintech (digital finance) for financial inclusion
and financial system stability. In addition to its
benefits, there are a number of risks with effects
on financial inclusion and financial stability
(Peterson, 2018).

The G-20 and World Bank initiative to increase
financial inclusion has strengthened since 2010.
This is primarily aimed at reducing poverty
among the population and, consequently,
economic growth (GPFI, 2010). Nowadays,
fintech has acquired a more evolved nuance by
discovering the multiple benefits that this
technology can have. Therefore, digital finance
contributes to the improvement of the services
addressed to the governments, the business
environment, but especially to the economy and
the final consumer. Among the benefits, we
mention: access to finance for the poor
population, reducing the cost of financial
intermediation for banks (reducing queues at
counters, reducing tonnes of paper, the number
of bank branches) and Fintech providers.

Digital finance refers to financial services run
through mobile phones, Internet, digital
payment system (Manyika, 2016). In Europe,
digital platforms have become part of the
banking industry, and the Internet is recognized
as a distribution channel of fintech (Barbesino,
2005). Financial inclusion aims at framing the
poor population among those who use formal
financial services (Bruhn and Love, 2014).

Digitization has many benefits, such as: the
extension of financial inclusion, respectively of
financial services, and the facilitation of delays
both for the bank and especially for clients, by
reducing the time spent at the counter, or by
reducing the time and distance in order to
achieve a bank transfer, for example. Moreover,
new technologies help reduce the complexity
and costs of back-office operations, especially in
terms of ensuring an efficient interface between
the provider and the beneficiary of financial
services.

Also, fintech contributes to securing banking
service for the poor population. In other words,
financial services help the poor population to
exchange cash transactions with digitized
transactions on a secure digital platform.

The digitization of financial services contributes
to increasing the level of GDP, by providing a
wide range of financial services and products,
which contributes to business development, and
to the private sector in general, with a positive
impact on financial intermediation and,
implicitly, financial stability. Also, the adoption
of artificial intelligence facilitates the application
of models by financial institutions and the
business environment in order to optimize
decision-making processes.

Levine (2000) argues that liberalization of
capital flows is closely linked to economic
growth, by stimulating the financial accelerator.

Innovation in fintech has a positive effect on
banking performance. For example, a study
(Scott, 2017) on SWIFT |Iending to
approximately 6,800 banks highlighted the
positive impact on small than onlarge banks.
Moreover, the application of the advanced
methods based on Big Data implies a reduction
of search costs with a positive impact on the
allocation of capital for institutions, but also for
final consumers.

Fintech assists the government by providing a
platform to facilitate the increase of aggregate
expenses, which generates high taxes on the
volume of financial transactions. Digital finance
contributes to the individual's well-being, but
also to the business environment that they have
available in the bank accounts in order to carry
out multiple financial transactions. So, the
digitization of financial services supports an
adequate management of the financial risk,
contributing to ensuring financial stability, both
at micro and macroeconomic level. Starting from
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the final consumer, fintech helps the population
in managing the financial risk, especially in
terms of facilitating the process of collecting
money from people at a relative physical
distance (Klapper et al, 2019). Other benefits of
financial inclusion are related to time and costs.
Thus, digital financial services can reduce the
costs of receiving payments.

The obstacles encountered in the development
of financial intermediation are due to the low
level of education of a people, the culture, the
policy of attracting deposits, respectively,
granting credits, innovating financial
instruments.

Instruments proposed by the authorities for
increasing financial inclusion are related to
financial education, adequate legislative
measures, improving access to finance for SMEs,
financial institutions (banks and IFNs).

In the interaction with fiscal and monetary
policy, the inclusion and financial stability are
mutually reinforcing. Financial inclusion can
change the behavior of households in the sense
that the efficiency of monetary and fiscal policy
can be influenced. Financial stability can be
affected by facilitating access to financial
resources and, implicitly, granting loans by
unregulated institutions. In this respect, the
central bank has the role to monitor and control
the risks regarding the granting of financing to
households, as well as recalibrating the macro-
prudential instruments in order to ensure
financial stability (FSR, 2023).

Research Design and Methodology

The main objective of this research aims to
capture a number of indicators that describe the
degree of financial intermediation, and,
implicitly, Fintech innovation, as an effect of
financial markets integration. The indicators are
based on the Global Findex Index, provided by
the World Bank. It measures the use of financial
services. Access refers to the offer of services,
determined by the demand and the offer on the
market.

The Global Findex database contains a data set
about financial inclusion, regarding savings,
loans, payments etc. of adults, which is
published every 3 years, since 2011. The data
were collected based on a survey;about 150,000
adults from about 140 economies have been
surveyed. The year 2017 includes updates of
access and use of formal and informal financial
services. A series of indicators on the use of
financial technology (fintech) are used, taking
into account the use of mobile phones and the
Internet for financial transactions.

In the research, I started from a database
proposed and funded by the Bill & Melinda Gates
Foundation. The data were collected in
partnership with Gallup, Inc.,, and are published
every 3 years, starting in 2011. I took into
account a number of representative indicators,
according to Global Findex database for South
Asia, Europe & Central Asia, Sub-Saharan Africa,
Latin America & Caribbean, East Asia & Pacific,
Middle East & North Africa (Table 1). In this
regard, [ have divided the database into
countries with high income and countries
excluding high income (Annex 1).

Table 1. Financial inclusion indicators

Indicators

Account (% age 15+)

Saved at a financial institution (% age 15+)

Debit card ownership (% age 15+)

Borrowed to start, operate, or expand a farm or business (% age 15+)

Borrowed from a financial institution (% age 15+)

Borrowed from a financial institution (% age 15+)

Borrowed from a financial institution or used a credit card (% age 15+)

Received government transfers in the past year (% age 15+)

Received government transfers: into a financial institution account (% age 15+)

Used a mobile phone or the internet to access a financial institution account in the past year (% age 15+)
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Credit card ownership (% age 15+)

Deposit in the past year (% with a financial institution account, age 15+)

Received government payments: into a financial institution account (% age 15+)

Made or received digital payments in the past year (% age 15+)

Mobile money account (% age 15+)

Source: World Bank

The data were taken from the World Bank and a
homogeneous database was created, globally,
with the following indicators: Account (%),
Savings (%), Debit card ownership (%), Credit
to real sector (%), Credit card ownership (%).

Next, I used the Vector Autoregression model
(VAR) to analyze the effects of random shocks
on the other variables in the system. The
equations in the system use the technique of
least squares to estimate the coefficients, and

the problem of simultaneity is solved by the
appearance of the lag of the explanatory variable
among the terms of the regression. To
determine the optimal number of lags
introduced in the model, we used the
informational criteria: Sequential modified LR
statistical test (each test at 5% level), Final
prediction error, Akaike information criterion,
Schwarz information criterion, Hannan-Quinn
information criterion (Table 2).

Table 2. Optimal number of lags

VAR Lag Order
Selection Criteria Lag | LogL LR FPE AlC SC HQ
0 120.33 | - 0.00 |[-19.22 |-19.02 |-19.30
South Asia
1 169.34 | 49.01* 0.00% | -23.22% | -22.01* | -23.67*
0 123.32 | - 0.00 |-1183 |-11.58 |-11.78
Europe& 1 17841 | 77.12* |o0.00 |-1484 | -13.34*|-14.55
Central Asia
2 210.10 | 28.52 0.00* | -15.50* | -12.77 | -14.97*
0 216.15 | - 0.00 |-15.64 |-15.40 |-15.57
Sub-Saharan 1 306.99 | 141.30 [0.00 |-2052 | -19.07* | -20.09
Africa
2 341.84 | 41.30* 0.00% | -21.24* | -18.61 | -20.46*
0 132.54 | - 0.00 |-1594 |-15.70 |-15.93
Latin America 1 18894 | 7050 | 000 |-1987 |-1842 |[-19.79
&Caribbean
2 233.15 | 27.63 0.00% | -22.26% | -19.61* | -22.13*
East Asia 0 87.73 | - 0.00 |-1034 |-10.10 |-10.33
&Pacific 1 156.38 | 85.81* 0.00* | -15.79% | -14.34* | -15.72*
Middle East 0 11694 | - 0.00 |-1599 |-15.76 |-16.01
&North Africa 1 16193 | 51.41* | 0.00* | -18.84* | -17.47* | -18.97*
0 198.72 | - 0.00 |-9.45 -9.24 -9.37
High income 1 381.94 | 312.81*| 0.00*| -17.16* | -15.91* | -16.71*
2 404.95 | 33.67 0.00 |-17.07 |-1477 |-16.23
* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error |
AIC: Akaike information criterion
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SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Source: author’s estimates using Eviews

I used, also, the variance decomposition to
indicate the relative importance of the external
shocks in explaining the evolution of the
variables, and, with the help of the impulse-
response functions (Figure 4 and Annex 2), I
tested the interaction between the variables
included in the model.

Results and Discussion

In all the indicated areas, the results suggest an
upward trend in financial intermediation and, in
particular, digital fintech, especially in the last
decades. Thus, current accounts, but also debit
cards are used with an increasing frequency, as
compared to the use of cash for financial
transactions. Economies are, in most cases, in
inverse proportion to the credits granted to the
real sector, which coincides with the economic

reality (Table 3).

Table 3. Estimation of indicators

ACCOUNT =2.1635768866*ACCOUNT(-1)
South

SAVINGS = - 0.598928899159*CREDIT_TO_REAL_SECTOR(-
1)

Asia

ACCOUNT =0.337806401492

Europe
&Centr

al Asia 0.403563361598*DEBIT_CARD_OWNERSHIP(-2)

CREDIT_CARD_OWNERSHIP = 0.648898744788*CREDIT_CARD_OWNE

RS

HIP(-1)

+

SAVINGS = 0.909278288947*SAVINGS(-1)

ACCOUNT = 0.998117132406*ACCOUNT(-1)
1.2101153745*ACCOUNT(-2) + 0.197800339353

+

CREDIT_CARD_OWNERSHIP =
0.438345781199*ACCOUNT(-2) -
0.534600943945*DEBIT_CARD_OWNERSHIP(-2) -
0.409261545091*SAVINGS(-1)

Sub-
Sahara
n Africa

CREDIT_TO_REAL_SECTOR =

0.575070157922*CREDIT_CARD
0.780491199111*CREDIT_TO_REAL_SECTOR(-1) + 0.03367424

OWN
25477

ERSHIP(-2)

DEBIT_CARD_OWNERSHIP = 1.36067411768*ACCOUNT(-
2) + 1.48043645678*DEBIT_CARD_OWNERSHIP(-1) -
1.1917396277*DEBIT_CARD_OWNERSHIP(-2) -
1.07999825465*SAVINGS(-1)

0.593127792731*SAVINGS(-2) + 0.0360048506856

SAVINGS = 0.422883756322*ACCOUNT(-2) + 0.605123362013*SAVINGS(-

ACCOUNT =1.11655871281*ACCOUNT(-2) + 0.159567032062

CREDIT_CARD_OWNERSHIP
1.24369326015*CREDIT_CARD_OWNERSHIP(-1)

Latin
Americ

a&Cari
bbean

DEBIT_CARD_OWNERSHIP
1.137815988*DEBIT_CARD_OWNERSHIP(-1)

SAVINGS = 0.429954750668*SAVINGS(-1)

ACCOUNT =1.41206372935*ACCOUNT(-1) + 0.19296963861

CREDIT_CARD_OWNERSHIP
0.916559140152*CREDIT_CARD_OWNERSHIP(-1)

East

Asiagp | CREDIT_TO_REAL_SECTOR = 0.12784581345

DEBIT_CARD_OWNERSHIP
0.746454015111*DEBIT_CARD_OWNERSHIP(-1)

acific

SAVINGS = -
0.16470564671

0.761223622487*CREDIT_TO_REAL_SECTOR(-1)

+
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Middle | ACCOUNT =-1.8094675327*SAVINGS(-1) + 0.0905782172649

East&N | CREDIT_TO_REAL_SECTOR

orth 0.627304669253*CREDIT_CARD_OWNERSHIP(-1)

Africa | 0.0585486169667

ACCOUNT =0.593080473258*ACCOUNT(-1) + 0.35634516037

CREDIT_CARD_OWNERSHIP

0.931442639987*CREDIT_CARD_OWNERSHIP(-1)

CREDIT_TO_REAL_SECTOR = 0.0821291987422*CREDIT_CARD_OWNERSHIP(-1) +
High 0.611301155558*CREDIT_TO_REAL_SECTOR(-1) + 0.102998361138

income [ HEBIT CARD_OWNERSHIP = -

0.337382744229

0.49802305976*CREDIT_TO_REAL_SECTOR(-1) +
0.431542746575*DEBIT_CARD_OWNERSHIP(-1) +

0.326602237437*SAVINGS(-1) +

SAVINGS =
0.722706018199*SAVINGS(-1)

0.169508971885*CREDIT_CARD_OWNERSHIP(-1) +

Source: author's estimates using Eviews

FinTech innovation has spread very fast and has
permeated almost all economies worldwide.
Itcovers the entire area of financial services,
with major impact on business models.
Investments in digital finance have grown
considerably in recent decades. In Asian
economies, which have seen rapid growth,
financial intermediary systems have developed
less. In North America, there is a delay in
investment progress. On the other hand, in
Europe, digital finance is making slow but safe
progress.

Financial inclusion makes its presence felt,
especially in Europe and Central Asia. Most of the
population has at least one active account, which
they use. The use of credit and debit card is
facilitated by a developed banking system, in
most regions. However, the study shows that
there would be regions in which the payment

system, in terms of current cards and savings
accounts, would have payment delays of 1-2
periods, depending on the seasonality of the
time series.

Europe's Nordic countries enjoy a higher degree
of intermediation (Kavuri and Milne, 2019). An
example is Sweden, which plays a leading role in
terms of individual investments, made from
2014 until now. This fact is due in particular to
available finance, high access to education,
adequate regulation, etc.

FinTech industry has beneficial effects on the
economy and does not represent a systemic risk.
Taking Germany as an example, it is the second
largest FinTech market in Europe. Furthermore,
Fintech can increase access to finance for small
and medium-sized enterprises (SMEs) in
Europe.
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Variance Decomposition of ACCOUNT
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Figure 1. Impulse-response functions and variance decomposition

Source: author’s estimates using Eviews

The results of the research (see Annex 2) show
that the loans granted to the real sector have as
their main purpose the investments and not the
saving, given the current economic situation of
some economies in South Asia. Also, of the total
population that owns a current account, only a
part are its users. About 50% of the population
do not constitute deposits, deposits or

withdrawals in digital or classical form in the
last 12 months and therefore have inactive
accounts.

In Sub-Saharan Africa, there is a high degree of
development of financial inclusion among the
major regions of the world. As the results of the
study indicate, the use of accounts, debit and
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credit cards and savings, is noted with at most
two lags, with direct links between the variables
of the study. So, about 20% of adults now own a
mobile money account, almost double the 2014
share.

Studies (Asli Demirgiic-Kuntet al., 2023) have
shown that the use of digital financial services,
and, implicitly, mobile money services and
Internet, credit and debit cards and other
technological applications help reduce poverty.
Thus, the use, storage, or transfers made using
mobile phone services contribute to the
improvement of earning potential and, then,
poverty alleviation.

In high-income economies, about 94% of adults
have at least one current account, and in
developed countries the proportion drops to
63%. Of the total of 94%, about 77% of the
population make payments for utilities, using
financial services.

High-income countries include: United Arab
Emirates, Australia, Austria, Belgium, Bahrain,
Canada, Denmark, Chile, Cyprus, Czech Republic,
Germany, Spain, Estonia, Finland, France, United
Kingdom, Greece, Hong Kong SAR, China,
Hungary, Ireland, Israel, Italy, Japan, Korea, Rep.,
Kuwait.

The estimates made coincide with the economic
reality. As expected, the degree of financial
inclusion is at a high level. The use of credit card
for loans is one of the classic methods of high-
income regions. It is also used to access urgent
payments, but, most of the time, from own funds
(savings). In relation to the government,
approximately 43% of adults receive and make
payments with the card and 46% of the
population receive their salary through the
current account.

Rapid growth in innovation fintech may
generate risks, with a negative impact on the
level of leverage and maturity mismatch
between assets and liabilities. Operational risks
are deficient in the methods implemented in the
information systems, data collection and
processing, data protection and cyber risks.

In Latin America & Caribbean, cost is one of the
main reasons why the degree of inclusion
remains at an average level. Thus, about 25% of
adults do not have a current account. In East
Asia & Pacific, real sector lending involves
making investments to the detriment of saving.

About 70% of adults use the current account for
making payments to utilities.

The government could support financial
inclusion by establishing a formal financial
system, which involves making digital payments
to the detriment of cash. Thus, the number of
adults banked would increase.

In most Middle East & North Africa economies,
there is a very large gap between the labor force
and the unemployed. Thus, the active population
is more than 5-6 times more likely to hold
current accounts than the inactive population.
Most of the population prefers cash for making
payments at the expense of cards.

In conclusion, financial inclusion, implicitly,
fintech helps minimize the risks regarding
financial stability. Thus, digital finance facilitates
currency circulation in the economy, by
transferring the deposits in one account to
another, in a short time, without taking into
account physical distance. Investments are
encouraged by digitizing the business
environment and extending financial
intermediation among clients. Moreover, for
governments, benefits include lessening
corruption and money laundering. So, the
transitions from cash to digital payments can
streamline its actions and, at the same time,
reduce corruption.

Conclusions and Study Limitations

Financial markets integration facilitated the
development of fintech and, implicitly, financial
inclusion, which proved to have positive effects
on financial stability, thus reducing the risks to
which it is exposed.

The results reinforce the idea that the use of
digital financial services reduces poverty and
the digitization of financial services has a
beneficial impact for the economic development
and, at the same time, the welfare of the
economy. This helps reduce the costs of time-
consuming transactions. The wuse of digital
financial services and mobile applications, in
particular, helps reduce poverty. Financial
inclusion and stability are mutually reinforcing.

Fintech helps minimize the risks regarding
financial stability. Thus, digital finance facilitates
currency circulation in the economy, by
transferring the deposits in one account to
another, in a short time, without taking into
account physical distance. Investments are
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encouraged by digitizing the business
environment and extending financial
intermediation among clients.

As policy implications, for governments, benefits
include lessening corruption and money
laundering. So, the transitions from cash to
digital payments can streamline and, therefore,
reduce corruption.

Innovation in digital finance involves new
activities, developed in new compartments of
institutions of systemic importance, with a
major impact on systemic risk. The competitive
advantage of entrants is a risk factor, as this may
result in an increase of concentration risks. The
widespread use of fintech technology may
increase the pro-cyclicality of the financial
sector, with spill-over effects to the other
sectors. So, the financial system is sensitive to
industry-specific news, and volatility could
increase systemically.

The importance of the paper consists in
providing an analysis support for researchers,
academia, and the authorities involved in order
to make strategies more efficient, contributing
to financial stability. The limitations of the
research consist in the analysis of some
geographical areas for which we have available
data such as: South Asia, Europe & Central Asia,
Sub-Saharan Africa, Latin America & Caribbean,
East Asia & Pacific, Middle East & North Africa,
but I propose, as future research directions, to
capture as many regions of the world as possible
(Australia, North America etc.).
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SAR,China
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Kosovo Chad Israel
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Source: Global Findex database
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Latin America & Caribbean
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