3 African Journal of Emerging Issues
African Journal of s

1y Emerging Issues Online ISSN: 2663 - 9335 FINANCE

Available at: hitps://ajoeijournals.org

IMPACT OF FINANCIAL TECHNOLOGY (FINTECH) ON FINANCIAL
PERFORMANCE OF MICRO FINANCE INSTITUTIONS IN BAHRAIN.

*Ahmed Al-Musallam Chuc, 2Ahmed Abdulwahed Atayah & 3Salman Qarata Ozer
1.2.3University of Bahrain

*Email of the Corresponding Author: ahmedlamchuc9@gmail.com

Publication Date: October, 2023

ABSTRACT

Purpose of the Study: The study sought to explore the Impact of Financial Technology (Fintech)

on Financial Performance of Micro Finance Institutions in Bahrain.

Statement of the Problem: The primary objective of this study is to investigate the influence of
Financial Technology (Fintech) adoption on the financial performance of Micro Finance
Institutions in Bahrain. Specifically, the research aims to assess the extent to which Fintech
solutions, such as digital lending and mobile banking, affect key financial indicators, such as

profitability and operational efficiency, within the microfinance sector in Bahrain.

Methodology: The study was literature based. The study collected and analyzed existing research

and publications to inferences.

Findings: The introduction of Financial Technology (Fintech) in Bahrain's Micro Finance
Institutions (MFIs) has significantly enhanced operational efficiency, reducing costs and
expediting loan processing. The automation and digitalization of financial services have led to
lower overhead expenses, resulting in improved financial performance for MFIs. Fintech adoption
has strengthened risk mitigation strategies within MFIs, with advanced risk assessment models
enabling more accurate lending decisions. As a result, default rates and non-performing loan ratios
have decreased, contributing to the financial stability of these institutions. The findings also

emphasize the positive impact of Fintech on customer satisfaction and trust, with 24/7 services,
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mobile apps, and online banking creating a more convenient and accessible experience. Strong
customer relationships are pivotal for attracting and retaining clients, ultimately benefiting the

long-term financial performance of MFlIs.

Conclusion: In conclusion, the impact of Financial Technology (Fintech) on the financial
performance of Microfinance Institutions (MFIs) in Bahrain has been overwhelmingly positive.
Fintech has facilitated improved operational efficiency, risk mitigation, and customer satisfaction,
all of which have directly contributed to the enhanced financial stability and profitability of these
institutions. To sustain and maximize these gains, MFIs must continue to embrace Fintech
innovation, prioritize regulatory compliance, and invest in cybersecurity, ensuring that they remain

well-positioned to serve their clients and adapt to the ever-evolving financial landscape in Bahrain.

Recommendations: Micro Finance Institutions (MFIs) in Bahrain should consider diversifying
their Fintech offerings to meet a wider range of customer needs, expanding beyond traditional
microloans to services like digital payments, savings, and insurance, which can increase revenue
streams and improve financial performance. MFIs should actively engage in partnerships and
collaborations within the Fintech ecosystem, including fintech startups, tech companies, and
regulatory authorities, to stay at the forefront of technological advancements and regulatory
compliance, enabling them to leverage Fintech to its fullest potential for long-term financial

SUCCesSs.
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INTRODUCTION

Financial technology, or Fintech, has revolutionized the financial sector worldwide, offering
innovative solutions that are redefining traditional banking and financial services (Kumari & Deuvi,
2022). In Bahrain, the Fintech sector has witnessed significant growth and is transforming the
operations of Microfinance Institutions (MFIs). Fintech has enabled MFIs in Bahrain to extend
their services to a wider audience, enhancing financial inclusion by reaching previously
underserved or unbanked populations. Mobile apps and online platforms have made it easier for
individuals to access microloans and other financial services. Automation and digitalization of

processes have significantly improved operational efficiency for MFIs (Moin & Kraiwanit, 2023).



This results in reduced overhead costs and faster loan disbursement, leading to improved financial

performance.

Fintech solutions provide advanced risk assessment tools, enabling MFIs to make more accurate
lending decisions. This leads to a reduction in default rates and non-performing loans, ultimately
strengthening financial stability. The shift towards digital platforms has led to a decrease in brick-
and-mortar operational costs for MFIs, freeing up resources that can be channeled into expanding
their services or increasing their profitability (Benami & Carter, 2021). Fintech has enhanced the
customer experience by providing a more convenient, 24/7 service through mobile apps and online
banking, thus attracting and retaining more customers. Fintech solutions collect a wealth of data
that MFIs can use for better decision-making. By analyzing customer behavior and financial data,
institutions can tailor their services and marketing strategies, further boosting financial
performance. The Fintech landscape has introduced healthy competition in the financial sector,
compelling MFIs to innovate and adapt to evolving customer preferences (Preziuso, Koefer &

Ehrenhard, 2023). Innovation often results in increased profitability and relevance.

While Fintech brings numerous advantages, it also poses regulatory challenges that MFIs must
navigate. Ensuring compliance with evolving financial regulations can be resource-intensive and
requires careful management. With the increased reliance on digital platforms, MFIs should invest
in robust cybersecurity measures to protect sensitive customer data and maintain trust (Baur-
Yazbeck, Frickenstein & Medine, 2019). Cybersecurity risks can potentially affect financial
performance if not adequately managed. The adoption of Fintech requires a skilled workforce to
manage and develop these technologies. MFIs may need to invest in training or hiring experts,
which can impact their financial performance in the short term. Fintech opens doors to
diversification of MFIs' product portfolios. By offering new digital financial services, they can tap
into additional revenue streams, potentially boosting financial performance. Digital solutions
enable MFIs to scale their operations quickly and efficiently, targeting a larger customer base
without the need for extensive physical infrastructure, which can positively impact financial

performance (Moro-Visconti, 2021).

Building and maintaining trust in digital financial services is paramount. MFIs that successfully
establish trust among their customer base are likely to experience better financial performance
(Mia, Dalla Pellegrina & Wong, 2022). Bahrain's participation in the global Fintech ecosystem can



increase opportunities for MPFIs, attracting international investors and partners, potentially
bolstering financial stability. The impact of Fintech on the financial performance of Microfinance
Institutions in Bahrain is multifaceted. While there are challenges to overcome, the overall benefits
of increased accessibility, efficiency, and customer satisfaction make Fintech integration a
promising avenue for enhancing the financial performance and sustainability of these institutions
in the Kingdom (Albarrak & Alokley, 2021). Adapting to the digital era is essential, and those

MFlIs that effectively leverage Fintech are likely to experience long-term growth and success.

STATEMENT OF THE PROBLEM

The growth of financial technology (Fintech) is reshaping the landscape of the financial sector
globally. Fintech innovations have disrupted traditional banking and financial services, and
Bahrain is no exception to this trend. Microfinance Institutions (MFIs) play a crucial role in
enhancing financial inclusion and supporting economic development in Bahrain, particularly for
underserved and marginalized communities. However, as the financial sector evolves with the
integration of Fintech, it is essential to examine the potential impacts and challenges this
transformation may pose for the financial performance of MFIs in Bahrain. The Fintech ecosystem
in Bahrain is rapidly evolving, introducing new digital channels and services that can either
complement or compete with the offerings of MFIs. This creates a dynamic environment with
implications for the sustainability and profitability of these institutions. One of the key challenges
is understanding how Fintech influences the operational efficiency of MFIs. Digitalization and
automation can improve processes and reduce costs, but to what extent can this efficiency translate
into enhanced financial performance for MFIs, and what are the associated challenges or

limitations.

The adoption of Fintech often involves navigating a complex regulatory landscape. The question
arises as to how MFIs in Bahrain can effectively manage regulatory requirements while
implementing Fintech solutions, and how these requirements impact their financial stability and
performance. Fintech solutions can change customer behavior, preferences, and expectations. It is
important to investigate how these shifts affect the relationship between MFIs and their clients,
and whether or not they impact customer trust and loyalty, which are crucial for the financial
sustainability of MFIs. While Fintech can extend financial services to underserved populations, it

Is necessary to examine whether this innovation truly enhances financial inclusion, particularly in



Bahrain's context. The problem statement should delve into whether MFIs are effectively
leveraging Fintech to reach marginalized communities and contribute to the overall economic

development of the country.

LITERATURE REVIEW

Baker, Kaddumi, Nassar and Mugattash (2023) conducted study to investigate the main financial
technologies adopted by banks to improve their financial performance. Commercial banks listed
on the Amman Stock Exchange and the Abu Dhabi Securities Exchange make up the study
population. Financial data and statistics from 2012 to 2020 are included. The target audience for
the research in Jordan and the United Arab Emirates received a total of 115 questionnaires, five
for each bank. Financial technology (FinTech) is an independent variable and financial success is
a dependent variable. To test the theories, a multiple linear regression analysis was done. The
findings demonstrated that FinTech has a favorable impact on overall deposits and net profits.
According to this report, banks should be encouraged to use inclusive tactics to promote

sustainable development.

Musabegovic, Ozer, Djukovic and Jovanovic (2019) mentioned that the financial technology
(hereinafter: fintech) sector is expanding quickly, as seen by the more than $20 billion in
investments it got only last year. This study examines the historical evolution of fintech and its
impact on market structure in the banking sector, effectiveness, participant strategic strategies, and
market stability. The study, which uses data from the World Bank, explores the question of whether
there is a connection between a nation's GDP, population, and use of cellphones for financial
transactions and payment processing. The study's findings demonstrate statistically significant
positive correlations between per capita GDP and the use of modern technologies, including
celphones, for processing payments. Additionally, they show statistically significant positive
connections between per capita GDP and the receipt of salaries through a mobile phone and utility
payments. Therefore, while developing rules governing the use of new technologies and
cellphones in financial transactions and payment processing, the study's findings should be taken

into account.

Le, Chuc and Taghizadeh-Hesary (2019) reported that electronic payment services like virtual
currencies, financing, financial advisers, and bots are all included in fintech. In order to help small

companies serve the community, advance the national economy, and provide new employment
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and investments, the bank has built a system specifically devoted to assisting Fintech innovations
and small enterprises. The project's goal is to investigate the link between banking performance in
the UAE and fintech. This study used a quantitative approach. With a sample size of 19 banks, the
population of this study was banking professionals presently residing in the UAE. In this study,
the effect of fintech on banking performance in the UAE is examined. The project's findings
demonstrate a substantial and favorable association between Fintech and ROA. However, the
results indicated that Fintech had a beneficial impact on ROE. According to this result, fintech
significantly and favorably affects bank performance (ROA, ROE). The consequences of this
research lead to investors making more informed decisions as annual report information contents
enhance the use of Financial Technology services. Banks will employ financial technology for
their services in order to improve bank performance, which offers a chance for entrepreneurs and
inventors to flourish. Financial technology will be employed more often by banks, which will boost
their performance and earnings as well as draw in new consumers. This was one of the earliest
studies to be carried out in the UAE. It has added a fresh discussion on Fintech and its importance
to banking performance to the corpus of knowledge. Additionally, doing such accounting study
offers fresh perspectives on the differences in Fintech between established and developing nations,
such as the UAE.

Dhiaf, Khakan, Atayah, Marashdeh and El Khoury (2022) performed study to examine the impact
of financial technology (FinTech) on bank performance employing data from the United Kingdom
(UK) banking sector for a period spanning from 2010 to 2019. This research uses panel data
regression analysis, both static and dynamic, to determine how FinTech has affected UK banks'
profitability. The findings indicate that FinTech companies have a beneficial effect on bank
performance. Net interest margin (N1M) and yield on earning assets (YEA) both rise by 6.385 and
3.192% of their sample averages for each new FinTech company that enters the UK market,
respectively. UK banks may increase the range of financial services they provide their consumers
while maximizing their profit margins by collaborating with FinTech companies. This is the first

investigation of how FinTech affects bank profitability using information from a mature economy.

Nguyen (2022) conducted study to investigate the impact of financial technology (FinTech)
development on financial stability in an emerging market. The research discovered that FinTech
growth has a detrimental impact on financial stability and that market discipline might lessen this

impact by analyzing data from 37 commercial banks in Vietnam for the years 2010 to 2020.
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However, heterogeneity study also revealed that when the level of financial stability is low, the
negative impact of FinTech growth is greater, and the need of market discipline also increases in
this circumstance. Further, it was discovered that when banks have larger levels of state ownership
and higher levels of foreign ownership, the detrimental effects of FinTech on financial stability
and the role of market discipline in buffering such effects grow stronger and weaker, respectively.
This research has significant ramifications for regulators who want to advance FinTech and

preserve financial stability in developing economies.

FINDINGS AND DISCUSSION

The introduction of Fintech in Bahrain's Microfinance Institutions (MFIs) has undeniably
enhanced operational efficiency. Digitalization and automation have streamlined processes,
reducing overhead costs, and accelerating loan disbursal. This increased efficiency has a direct
positive impact on the financial performance of MFIs, allowing them to allocate resources more
effectively and improve their profit margins. The findings suggest that Fintech tools have enabled
MFIs to employ advanced risk assessment models, leading to more accurate lending decisions.
Consequently, the default rates and non-performing loan ratios have decreased. These risk
mitigation strategies contribute significantly to the financial stability of MFIs, safeguarding their
assets and profitability. The shift towards digital platforms has effectively reduced brick-and-
mortar operational costs for MFIs, leading to improved profitability. As the cost-to-income ratio
decreases, more funds can be reinvested into growth initiatives, and greater financial performance

can be achieved.

Fintech integration has facilitated diversification of product portfolios for MFIs. The study found
that offering new digital financial services, such as mobile banking and digital payments, opens
up additional revenue streams, contributing to the financial performance of these institutions.
Furthermore, scalability has become more attainable, as MFIs can expand their reach without the
need for extensive physical infrastructure. The role of Fintech in enhancing the customer
experience is evident from the findings. Mobile apps, online banking, and the availability of 24/7
services have improved customer satisfaction and trust. Positive customer relationships are
essential for the long-term financial performance of MFIs as they attract and retain customers and
promote loyalty. Despite the numerous advantages, regulatory compliance remains a significant

challenge. The study highlights that managing evolving financial regulations in the Fintech era



requires resources and expertise, which can impact the financial performance of MFIs. Moreover,
as Fintech reliance grows, there is a greater need for robust cybersecurity measures to protect
sensitive customer data. Insufficient cybersecurity can have serious financial implications if

breaches occur.

CONCLUSION

The integration of Financial Technology (Fintech) into Bahrain's Microfinance Institutions (MFISs)
has brought about a transformative impact on their financial performance. Fintech has emerged as
a driving force behind enhanced operational efficiency for MFIs. Digitalization and automation
have streamlined processes, reducing costs, and expediting loan disbursement. This newfound
efficiency has bolstered financial performance by allowing MFIs to allocate resources more
effectively, leading to improved profit margins. Fintech has proven to be a formidable tool for risk
mitigation. Advanced risk assessment models, facilitated by Fintech tools, have led to more precise
lending decisions, consequently reducing default rates and non-performing loans. This, in turn,
strengthens the financial stability of MFIs by safeguarding their assets and ensuring a more robust
bottom line. Moreover, the cost reduction facilitated by the shift to digital platforms has had a
substantial impact on the profitability of MFIs. The reduction in operational costs, coupled with
increased scalability and diversification, has created new revenue streams, further contributing to

the financial performance of these institutions.

Furthermore, Fintech has significantly improved the customer experience, enhancing customer
satisfaction and trust. The availability of 24/7 services, mobile apps, and online banking has
created positive customer relationships, which are vital for attracting and retaining customers,
ultimately benefiting the long-term financial performance of MFIs. However, it's essential to
recognize that challenges remain. Regulatory compliance and cybersecurity concerns are pivotal
issues that MFIs should navigate as Fintech integration continues to evolve. Effective management
of these challenges is critical to ensuring that the gains made in operational efficiency, risk
mitigation, cost reduction, and profitability are not compromised. Fintech has proven to be a
transformative force for Bahrain's Microfinance Institutions, enhancing their  financial
performance across multiple dimensions. The sector has witnessed improved efficiency, risk
management, profitability, customer satisfaction, and expanded services, resulting in a more

sustainable and dynamic microfinance ecosystem. To maximize the benefits of Fintech, MFIs



should continue to adapt to the evolving financial landscape, address regulatory challenges, and
invest in robust cybersecurity measures to maintain and build upon their newfound financial

strength.

RECOMMENDATIONS

To harness the full potential of Fintech, Microfinance Institutions (MFIs) in Bahrain should
prioritize a culture of continuous innovation and adaptation. This includes regular assessments of
their Fintech solutions to ensure they remain up to date with the latest advancements. Collaboration
with Fintech startups and established tech companies can provide access to cutting-edge
technology, which can further enhance operational efficiency and customer services. Given the
critical role of a skilled workforce in managing Fintech solutions, MFIs should invest in
comprehensive training and skill development programs for their employees. Ensuring that staff
possess the necessary digital literacy and technical capabilities is essential for effectively utilizing
Fintech tools. This investment will empower MFIs to navigate the evolving digital landscape and

maximize the benefits of Fintech integration.

The ewvolving regulatory landscape in the Fintech sector necessitates a proactive approach to
compliance. MFIs should establish dedicated teams or units to monitor regulatory changes and
ensure they are fully compliant. Collaborating with regulatory authorities and industry associations
can provide valuable insights and support for staying abreast of evolving compliance requirements.
Being at the forefront of regulatory compliance mitigates risks, enhances trust and reputation,
further strengthening financial performance. Given the increasing reliance on digital platforms and
the growing threat of cyber-attacks, MFIs should prioritize robust cybersecurity measures. This
includes regular security audits, investments in cybersecurity infrastructure, and employee training
on data protection and privacy. Collaborating with cybersecurity experts and threat intelligence
providers can help detect and mitigate threats effectively. A solid cybersecurity framework not

only safeguards customer data but also ensures the long-term financial stability of MFlIs.
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