(Appendix-A2)

Majors: FIN
Major No. F 5

THE IMPACT OF DIGITAL BANKING ADOPTION

ON THE PROFITABILITY OF COMMERCIAL BANKS IN PAKISTAN

Submitted By:

Maria Malik 01-321251-015

Supervisor:

Dr. Tanveer Ilahi

HR and Management Department
Bahria University Islamabad

Spring 2026

1]




(Appendix-A3)

FINAL THESIS APPROVAL SHEET

Open Defense Examination

Open Defense Date 23 /06 / 2026

Topic of Research: The Impact of Digital Banking on the Profitability of commercial banks in
Pakistan

Names of Student: Maria Malik Enroll # 01-321251-015

Class: MBA 1.5

Approved by:

Dr. Tanveer Ilahi

Supervisor

Qurat Ul Ain Waqar

Research Coordinator

Dr. Aftab Haider

Head of Department

2]




Contents

(APPENAIX-AZ) ..ottt ettt ettt et e et e e tee e bt esteeeseessseesseassseenseessseesseeasseenseesnseensseans 1

(AN 8] 053 1T D NG TSP 2
ACKNOWIEAZEMENT ......eiiiieiiieiie et ettt ettt e s be et esabeeseesnbeenseeessaensseenseas 7
AADSETACT ...ttt ettt ettt b e e h bt bttt e bt e ea bt e bt e et e e bt e enbeeaneeeaneas 8
L INEEOAUCTION. .ttt et sa ettt ettt et e st e bt et et e sbe e bt enteeneenaeenee 9
1.1, BaCK@IOUNG.......oiiiiiiieieee et ettt e e st e e s sbe e e s ssae e ssaeesnsaeennes 9
1.2. Problem StatemENt..........coouiiiiriiiiiiieiteieeeseee ettt sttt st 11
1.3, RESCAICH GAP ..viiiiieiie et s e e st e e st e e s sbeeesnseeessseeennnee s 12
1.4, RESEAICH ODJECTIVE ..ttt ettt ettt ettt ettt ettt e et e et et sateeeseeenseeees 13
1.5. ReSarch QUESTION .......cciiiiiiiiiceiiie ettt e e e e e et e e e eata e e e e e aaeeeeeanaaeaaean 13
1.6. Significance of the STUAY .......cooiiiiiiiiiieie e e 13
1.7, Structure Of STUAY .....oeiiiieiie et e e e e e eaee e eanee s 14
L8 SUITIMATY ..ttt ettt ettt ettt et e e st e e sabeeessbeeesbeeeabeesnneesnneens 15

2. LILEIATUIE TEVIEW ..uiiuiiiiieeitteit ettt ettt et ettt e e et e bt e et e bt e e st e e bt e sabeeebeeenbeenae 16
2.1. Underpinning thEOTIES .........ccueiiiriiriiiieniieieeieet ettt st 17
2.1.1 Financial INnnovation TREOTY ..........cccuiiiiiiiieiieiiieieece et 18
2.1.2 Technology Acceptance MOdEl..........c.coviriiiiiiiiniiiiiieteeee e 18
2.1.3 ResoUICe BaSEd VIBW .......cccuieiiiiiiiiiieeiieieet ettt sttt st 19
2.1.4 Justification for the thEOTIES. .......c.eiiiiiiieiiieeee e e 19
2.2. Impact of Digital Banking Adoption on Profitability .........ccccecevieniininiiniiiieeeee, 20
2.2.1. Hypothesis DevVeIOPIMENT.........cccuiiiiiieiiiieciieecieeeeiee et et e e e aeeesaaeesraeeseveeessseeenns 22
2.3. Digital BanKINg.......c.ccouiiiiiiiiieiiieiie ettt ettt ettt ettt ene e e ennee e 22
2.4. Origin of Digital Banking...........ccccuviiiiiiiiiiiciiiccie ettt eesree e 23

J|Page




2.5. Transformation to Digital Banking............cccoeviieiiiiiieiiieiiiciieece e 24

2.5.1. Channels of Digital Banking ...........ccccceevviiiiiiiiiiiiiieiiecee e 25
2.5.2. Internet BanKing .........cccoeiiiiiiiiiiiie ettt ettt 25
2.5.3. Mobile Banking APPIICAtIONS .........ceeuireriieeiiieeciieeriee et e esieeeesireeeaeeeeseeesseeeeseeennneeas 26
2.5.4. Automated Teller Machines (ATMS) ....cccviiieiiieiiie ettt e 26
2.5.5. Electronic Funds Transfer and Online Payment Systems..........cccceevveeeiieercieencieecnenen. 26
2.5.6. Branchless Banking ............ccoocuioiiiiiiiiiiiiiece et 27
2.5.7. Digital Wallets and Mobile Payment SETVICES .........ccceeruieeiiieeiiieeiieeeiee e eevee e 27
2.5.8. Self-Service Banking Kiosks and Digital Branches...........ccccooeviininiiniininiininenn. 27
2.6. Revenue of Digital PAyment..........ccoeviiiiiiiiiiiiiicce e 28
2.7. Traditional Banking .........cccooiiiiiiiiniiiiiiiiee et 28
2.8, SUIMIMATY ...eeuitieeiiieeeiieeeieeeetteeetteeeibeeeateesaeee e aaeeesaeeensaeeansaeeasseeeansaeeasseeensseesnsseesnsseesnsseenn 28
3.1 MEthOAOIOEY ...ttt sttt et e st e bee et eeeaeeenneeaes 29
3.2 Research philosophy and approach ............ccoeceeeiieiiiiniieiiieeee e 29
3.3 DATA COLLECTION ....oooiiiiiiieiecttete ettt ettt ettt ettt enaessaenseensesneenseensessnens 30
3.3.1. Sample selection and JUSHICAION .....c.eevvieiiieiieeiieieeieee e 31
3.3.2 SOTEWATE ....eeieeiieeciee ettt ettt e et e et e e et e e e aaeeesaeeensaaeesaeeansaeeessaeeessaeenrraeenns 31
3.3.3 ECOnometric MOAEL ......cc.ooiiiiiiiiiiiieiicietee et 31
3.4 THEORETICAL MODEL......ocoiiiitieieesee ettt 32
3.5 Dependent Variable........ccueeuiiiiiiiiieiieeieeeie ettt eanees 33
3.5.1 REUITI ON ASSET ...ttt ettt e e e e 33
3.5.2 Return 0N EQUILY ....coouiiiiiiiieiieeiie ettt ettt et et e e ennees 33
3.6 Independent Variable .............coouiiiiiiiiiiie ettt sae e e tae e saae e aaeesaae e 33
B0 1 ATIM .ttt b et b e et e a et 33

4|Page




3.6.2 Number of Mobile Application USETS.........ccuereuieriieriieniieniieiieeieenieeereeseeeseeseeeennees 34

3.6.3 Number of Debit Cards........c..ooiiiiiiiiiiieeie e 34
3.7 Control Variable ........cc.eoouiiiiiiiieieieeee et 34
3.7.1 Capital Adequacy RatiO .......ccceeeviiiiiiieiiiie ettt 34
3.7.2 BANK SIZC....ccuviiiiiiieieeieeie ettt sttt ettt et 34
3.8 DESCTIPLIVE STALISTICS 1oouvvreeiiieeiiieeiiieeitieeeieeeeteeesteeesaeeesteeessaeeesaeeesseessseesssseessseeessseeenns 34
3.9 Correlation ANALYSIS .......ccuieiiiiiiieiiecie et ettt e eaneas 35
3.10 RegresSion ANALYSIS...c.uuieiiieeiiieeiieeeiie e ettt e eiteesteeesteeesteeeseaeeesaeeesaeessseessseeessseeensseennns 36
311 DIAGNOSTIC TESS ..eeueieeutieiieeiieeiie et ettt et et e et e st e et e st e e bt e sateesbeesseeenseessaeenbeesnseenseesseeenseas 37
3111 NOTMAIEY TESE .eeviieiiieeiiie ettt e et e et e et e et e e e e e s nseeeeaseeenns 37
3.11.2 MulticollIN@arity TESt......ccueriiriiiieiiriieieeeee et 37
3.11.3 HeteroScedastiCIty TSt ....cecvuiiieiiiieiiieeeiie ettt e 37
3.11.4 AUtoCOTTEIAtION TEST....cccuiiieiiieeiiie ettt ettt et e e e aeeeeareeenns 37
3.12 Reliability and Validity .......c.cccierieiiieiieiie ettt 38
313 SUIMMATY ..ottt et ettt e st e st e b e eaneeneeesanees 39
CRAPLET 4.ttt ettt et e e e e teeeabee e st e esbeeesb e e saeesbeenbeeenbeenseeenseenaeeenneenes 40
4. Data analysis and TESUILS........c.uiiiuiiiiiiiecie ettt et e e st e e s e e e e e e eebeeeens 40
4.1 TNEOAUCTION. ...ttt ettt ettt et s bt et et e bt e bt et e st e naeebeenees 40
4.2 DESCIIPIVE STATISTICS .vveeeuvirerrieeriieeeiieestieesteeesseeessreeessseeessseesssseessseesssseesseeesseeessseeesssees 40
4.3 Correlation ANALYSIS ....cc.eeiciieriieeiieiie et esiee ettt ee ettt e eteesteeebeesteesebeenbeeesbeessaeenseenneeenbeenees 42
O T o4 eI (o) 4 B 1 21 S SRS 44
4.5 HYPOhESIS TESTINE.....ccvieiiiieiieeiiieiie et eiee ettt te et e stteeiteeteeesbeenteesebeeseesnseenseesnseenseeenseenens 47
4.6 DIaZNOSTIC TESTINE ..eevvvieeeiieeiiieeiieeeteeeeieeeetee e st e esaaee e saeesssaeessaeeasseesssseessseeessseeensseeensseens 49
4.6.1 NOTMAIILY TEST ...eeeuiieiieeiieiieeie ettt ettt ettt e e e sabeebeeesbeeseesnbeesseeenseenens 49

S5|Page




4.6.2 MUltiCOINEATTLY TESt....cuvieiiieiieiiieeit ettt ettt et et enae e ee 49

4.6.3 Test for HeteroSCeAaStICILY ....evviierrieeeiieeireeeiee ettt eesite e et e e e tee e e e e e eaeeeaaeesaaeesnneeenes 51
4.6.4 Test for AUtOCOTTEIAtION .....c..eiueiiiiiiiiiiiiietecee et 52

4.7 Discussion Of the fINAINGS .......cccvieriiiiiiiieiiie e e e e e e s 52
4.8 SUITIMIATY ...ceeuttieeiiiee ettt e ettt et et e et e et e e s bt e ettt e e bt e e e bt eeeabbeeeabbeeeabteeanbeeeanbeeannbeesnnseesnnseens 53
5. Conclusion and Recommendation ............ccoueeuiiiiiiiiiiiiiieie e 54
5.1 CONCIUSION .ttt ettt sttt et et e bt et sat e bt eateebeenae e 54
5.2 LEMITALION 1.ttt ettt ettt et b e e bt e sb bt et e s it e e bt e eabeenbeesateas 54
5.3 ReCOMMENAALIONS. ....c..eiiiiiiiiieieiiierit ettt sttt et sb et st sb et sae e 55
5.4 Future Research Recommendations ............ccocueoiieiiiiiiiiiiiiiiiiccieeeeeeeee e 56
5.5 SUMIMATY ...ttt ettt ettt et et sen e e b e seneeneeesanees 56
REFERENCES ...ttt ettt ettt et e et e bt ente s st e bt eateeneenaeeneesneans 57

6]




Acknowledgement

First and foremost, I want to thank Allah Almighty from the bottom of my heart for granting me

health and patience and giving me an opportunity to complete this thesis with success.

I would also like to extend my sincere gratitude to my supervisor Sir Tanveer Ilahi for his invaluable
guidance and continuous support throughout this journey. His dedication and commitment have

made this journey more fulfilling and a knowledgeable experience.

Moreover, [ want to express my profound appreciation to my parents, siblings, and my grandfather
for their endless prayers and unconditional emotional support throughout this journey. Their
constant encouragement has been my greatest source of motivation, which has led me to complete

this thesis on time successfully.

T|Page




Abstract

To adopt a rigorous quantitative paradigm, a balanced panel set of 110 institutional observations
was carried out across 10 different commercial banks, which was examined over a period of 10
years. This study analyzes how digital banking adoption impacts the profitability of commercial
banks in Pakistan from 2015 to 2025. The reason this period was selected is to see an impact on
the increase in digital banking channels before the pandemic hit and after the pandemic. The
research relies on a quantitative data approach to collect data from different banks. By looking at
financial ratios like ROA, ROE, CAR, bank size, number of mobile application users, ATM, and
number of debit cards, the study presents a clear understanding of exactly how the expansion of
digital banking has impacted commercial banks. To ensure the reliability and validity of the
empirical results, several diagnostic tests were performed using STATA. The study uses capital
adequacy ratio and bank size as control variables to ensure statistical validity and control for
variations. The empirical results show that the number of mobile application users has a significant
negative effect on ROA. ATM and debit cards show no significant impact on profitability.
Meanwhile, the CAR emerged as the strongest positive determinant of financial performance for
both ROA and ROE. The research concludes that commercial banks are in a digital transition phase

and the cost of setting up digital banking is growing faster than the financial benefit.
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