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1.0 Introduction

ABSTRACT

This conceptual paper examines the relationship between financial technology
(fintech) firms and traditional banking institutions in Nigeria, with particular
attention to competition, collaboration, and systemic risk. The study synthesises
extant literature to develop a comprehensive understanding of how
technological innovation in financial services is transforming established
banking structures. It further highlights emerging regulatory challenges and
the implications of these developments for financial stability and inclusion.
Drawing on Innovation Diffusion Theory, Disruptive Innovation Theory, and
Financial Intermediation Theory, the paper analyses the technological,
institutional, and policy factors shaping Nigeria’s financial ecosystem. The
findings suggest that the interaction between fintech firms and traditional
banks represents a dual development. While fintech enhances financial
inclusion, efficiency, and innovation, traditional banks provide institutional
credibility, regulatory experience, and systemic stability. Effective regulatory
policy must therefore balance the promotion of innovation with the
preservation of financial system stability.
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innovations in Nigeria have reformed financial
service delivery by subscription faster, more

The Nigerian financial network has experienced
momentous revolution in recent years, determined by
the rapid growth of financial technology (fintech)
organisations. Fintech refers to the innovative
application of digital technologies in the delivery of
financial services, including payments, savings,
lending, and insurance (Arner et al., 2020). Fintech

reasonably priced, and more available solutions,
mainly to underserved populations. With over 38
million adults reportedly financially excluded as of
2023 (EFInA, 2023), fintech has developed as an
vital instrument for advancing financial inclusion
and economic contribution.
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The extension of fintech has introduced a compound
interaction of rivalry and association with traditional
banking institutions. On one hand, fintech firms
strive with banks by leveraging advanced
technologies such as blockchain, artificial intellect,
and mobile platforms to improved customer
experiences (Ozili, 2022). On the other hand,
traditional banks have answered through digital
transformation strategies, tactical partnerships, and
investment in fintech ventures to maintain relevance
in a rapidly evolving financial location (CBN, 2021).
Presently, Nigeria in a particular captivating context
for examining this renovation due to its large
unbanked population, youthful demographic
structure, and increasing digital penetration. Fintech
firms now offer services extending from mobile
payments and peer-to-peer lending to crowdfunding
and digital banking. These services are redefining
customer outlooks and reforming the competitive
landscape of the financial sector. Temporarily,
traditional banks continue to play a central role in
credit intermediation, deposit mobilisation, and
monetary policy transmission, although their
operational  reproductions  are  increasingly
challenged by nimble technology-driven options.
Despite these positive expansions, the rise of fintech
also raises vital concerns vis-a-vis systemic risk. The
decentralised and technology-driven nature of many
fintech operations introduces helplessness related to
cybersecurity, data protection, liquidity
management, and consumer protection (Agur et al.,
2020; Solarin et al., 2023). Even though the
monitoring framework in Nigeria is evolving,
supervision of fintech activities remains patchy. The
Central Bank of Nigeria (CBN) has introduced
initiatives such as regulatory sandboxes and Payment
Service Bank (PSB) licences to encourage
innovation while maintenance steadiness (CBN,
2022). However, the long-term  systemic
consequences of fintech—bank interactions remain
inadequately examined. This paper therefore
analyses the relationship between fintech firms and
traditional banks in Nigeria.

1.2 Statement of the Problem

The rapid growth of fintech in Nigeria has altered the
structure and operations of the financial sector.
Whereas fintech firms have upgraded to access
financial services and introduced innovative delivery
models, their growth has also deepened competition

with traditional banks and introduced new forms of
systemic openness. Existing studies often examine
fintech either as a driver of financial inclusion or as
a disruptive force to traditional banking, with limited
attention to the unified dynamics of rivalry,
association, and systemic risk within the Nigerian
context.

Furthermore, regulatory retorts have evolved
alongside fintech innovation; however, questions
remain regarding the adequacy of these frameworks
in balancing innovation with financial stability. The
absenteeism of a comprehensive conceptual
understanding of how fintech—bank contacts impact
systemic risk and institutional resilience creates a
gap in the literature. This gap limits policymakers’
ability to design balanced governing strategies that
simultaneously = promote  innovation, protect
consumers, and maintain financial system firmness.

Accordingly, there is a need for examination of the
competitive and collaborative relationships between
fintech firms and traditional banks in Nigeria, and the
systemic risks arising from this financial
architecture.

1.3 Objectives of the Study

The main objective of this study was to examine the
relationship between fintech firms and traditional
banking institutions in Nigeria within the framework
of competition, collaboration, and systemic risk.
The specific objectives are to:

1. Analyse the competitive dynamics between
fintech firms and traditional banks in Nigeria.

2. Examine the nature and extent of
collaboration between fintech firms and
traditional banking institutions.

3. Evaluate the systemic risks associated with
the growth of fintech and its interaction with
traditional banking.

4. Assess the regulatory and policy implications
of fintech-bank interactions for financial
stability and inclusion in Nigeria.

2.0 Literature Review

2.1 Theoretical Framework

To achieve the stated objectives, this study is guided
by Innovation Diffusion Theory, Disruptive
Innovation Theory, and Financial Intermediation
Theory in explaining fintech adoption, competitive
dynamics, and the role of financial intermediaries
within Nigeria’s financial system.
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Innovation Diffusion Theory

The Innovation Diffusion Theory (IDT), developed
by Everett Rogers in 1962, remains a foundational
framework for explaining how new ideas,
technologies, and practices spread within a society or
organisation over time. According to Rogers (2003),
the diffusion process occurs through five stages:
knowledge, persuasion, decision, implementation,
and confirmation. This theory is particularly relevant
to the growth of fintech in Nigeria, where digital
financial innovations such as mobile payments and
digital lending have gained acceptance across
diverse user groups.

Fintech adoption in Nigeria has followed a trajectory
shaped by perceived ease of use, observable benefits,
and compatibility with users’ financial behaviours
and levels of digital literacy (Oladapo & Akinlabi,
2022). For example, platforms such as Opay and
Kuda have attracted younger, technologically literate
customers by offering mobile-based banking
experiences that traditional banks were initially slow
to provide. The theory also helps to explain
differences in adoption rates between urban and rural
areas, where disparities in digital infrastructure,
income levels, and educational attainment influence
the pace of diffusion (Ilesanmi & Olayemi, 2023).

Disruptive Innovation Theory

The Disruptive Innovation Theory, introduced by
Clayton M. Christensen in 1997, explains how
smaller firms with limited resources can challenge
established market leaders. Disruption begins when
new entrants target overlooked or underserved
market segments with simpler, more affordable, and
more accessible solutions.

Within Nigeria’s financial ecosystem, fintech firms
reflect this pattern. Companies such as Paystack and
Flutterwave initially focused on providing efficient
payment solutions for small businesses and online
merchants segments that were not adequately served
by traditional banks. As their capabilities expanded,
these firms scaled their operations and formed
partnerships with larger domestic and international
corporations, thereby challenging the traditional
dominance of established financial institutions (Eze
& Okonkwo, 2021).

A central assumption of this theory is that incumbent
firms often fail to respond effectively to disruptive
entrants because they prioritise sustaining
innovations for their most profitable customer

segments (Christensen et al., 2015). In the Nigerian
context, many banks concentrated on high-value
clients and legacy systems, paying less attention to
digitally oriented users and participants in the
informal economy.

Financial Intermediation Theory

Financial Intermediation Theory, rooted in the early
works of Gurley and Shaw (1960) and later
developed by Benston and Smith (1976), posits that
financial institutions exist to act as intermediaries
between savers and borrowers. By performing this
role, they reduce transaction costs, manage risk, and
address problems of information asymmetry.
Traditional banks exemplify this function by
mobilising deposits from surplus units and allocating
loans to deficit units, earning interest margins as
compensation for assuming credit and liquidity risk.
The emergence of fintech has reconfigured aspects
of this traditional intermediation process in Nigeria.
Through peer-to-peer lending platforms, digital
wallets, and data-driven credit assessment models,
fintech firms are redefining how financial
intermediation occurs. Rather than completely
replacing banks, many fintechs operate through
partially disintermediated models that connect
lenders directly with borrowers or employ alternative
data sources to automate risk evaluation (Nwankwo
& Ajayi, 2023). While this development enhances
efficiency and broadens financial access, it also
alters the conventional stabilising role of banks in
credit allocation and shock absorption.

The theory assumes that intermediaries arise because
of market frictions such as asymmetric information,
transaction costs, and risk aversion. In Nigeria,
where trust in formal institutions may be uneven and
documentation barriers persist, fintech firms utilise
digital technologies to mitigate these frictions by
analysing real-time data and digital footprints
(Adebayo & Otegbeye, 2020).

2.2 An Overview of Financial Technology
(Fintech)

Financial technology, commonly referred to as
fintech, involves the innovative application of digital
technologies to deliver financial services more
efficiently, inclusively, and at lower cost than
traditional financial institutions. Fintech represents
more than a technological development; it signifies a
structural shift in how financial services are
designed, delivered, and consumed (Arner et al.,
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2020). Its central philosophy emphasises the
disintermediation and democratisation of financial
services, enabling individuals and businesses
particularly underserved populations to access
financial products that were previously limited to
formal banking institutions (Ozili, 2022).

The scope of fintech is broad and continuously
expanding. It encompasses digital payments, mobile
banking, peer-to-peer lending, robo-advisory
services, crowdfunding, blockchain-based solutions,
insurtech, and regtech. These services often rely on
advanced technologies such as artificial intelligence,
big data analytics, cloud computing, and distributed
ledger technology (DLT) to improve the speed,
transparency, and efficiency of financial transactions
(Ziegler et al., 2021). In the Nigerian context, fintech
has emerged as an important mechanism for
promoting  financial  inclusion,  addressing
infrastructural constraints, and fostering customer-
centred innovation (CBN, 2022).

The evolution of fintech can be categorised into
distinct phases. The initial phase was driven by
internet and mobile penetration, leading to the
development of digital payment platforms, including
mobile money and digital wallets. Subsequent phases
introduced more sophisticated applications such as
algorithmic trading, digital lending platforms, and
decentralised finance (DeFi) products (Gomber et
al., 2018). In Nigeria, fintech companies such as
Paystack, Flutterwave, Carbon, and Kuda have
gained both national and international recognition,
creating a dynamic digital ecosystem that
increasingly challenges the traditional banking sector
in terms of reach and service relevance (Adegbite et
al., 2023).

Unlike traditional banks, which often rely on
standardised risk models and manual processes,
fintech platforms use alternative data such as
transaction histories and digital footprints to assess
creditworthiness and extend microcredit to
individuals and small businesses excluded from the
formal credit system (Bazarbash & Beaton, 2020).
Despite its advantages, fintech raises important
regulatory and ethical concerns. Its decentralised
and, in some cases, cross-border nature makes it
difficult to supervise using conventional regulatory
frameworks. This creates potential risks relating to
data privacy, money laundering, cybersecurity, and
consumer protection (Agur et al., 2020). In response,
regulatory authorities such as the Central Bank of

Nigeria (CBN) have introduced measures including
licensing regimes, regulatory sandboxes, and
compliance standards to oversee the evolving fintech
landscape (CBN, 2022). Fintech therefore represents
a transformative force within both global and
Nigerian financial systems, offering opportunities
for innovation and inclusion, while requiring
adaptive regulatory frameworks to manage its
systemic and ethical implications.

2.3 Concept of Traditional Banking

Traditional banking refers to the conventional model
of financial intermediation in which deposit-taking
institutions provide services such as savings, loans,
investment products, and payment processing
through physical branch networks and centralised
infrastructure. This model, which forms the
foundation of modern financial systems, operates
under strict regulatory oversight and depends heavily
on physical infrastructure, standardised credit
assessment models, and long-term customer
relationships built on trust (Demirgiic-Kunt et al.,
2020).

In Nigeria, traditional banks have historically played
a central role in economic development by
mobilising savings, providing credit to the private
sector, and facilitating domestic and international
trade through payment systems. However, the sector
has been characterised by structural inefficiencies,
including limited financial inclusion, high
operational costs, lengthy transaction processing
times, and limited customer-centred innovation
(CBN, 2022). As of 2018, fewer than 40 per cent of
Nigerian adults had access to formal financial
services through traditional banking channels,
largely due to barriers such as documentation
requirements, distance to bank branches, and high
transaction charges (EFInA, 2019).

The operational structure of traditional banks is
typically hierarchical and process-driven, with risk
management frameworks designed to minimise
exposure to credit, liquidity, and operational risks.
Nigerian banks are regulated by the Central Bank of
Nigeria (CBN) under prudential guidelines and
supervisory frameworks, including the Basel
Accords, which seek to ensure capital adequacy and
systemic stability (CBN, 2021). Despite these
safeguards, traditional banks have faced challenges
such as non-performing loans, macroeconomic
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volatility, and slow adaptation to technological
change (Adeleke et al., 2022).

The emergence of fintech has intensified the need for
innovation within traditional banking. Banks have
responded by investing in digital platforms,
establishing fintech subsidiaries, and forming
strategic partnerships with technology providers
(Ajide, 2023). However, such transformation efforts
are often constrained by legacy systems, internal
resistance, and regulatory complexities (Ovat &
Udo, 2021). Compared to fintech firms that operate
with agile digital infrastructure and advanced
analytics, traditional banks frequently encounter
structural limitations that slow rapid innovation.
Nevertheless, traditional banks retain significant
advantages, including regulatory experience,
established customer trust, and access to long-term
institutional funding. Their presence in rural and
semi-urban areas, where digital infrastructure may
still be developing, positions them as important
actors in Nigeria’s financial inclusion agenda
(Nwankwo & Iloh, 2023).

2.4 Competition between Fintech and Traditional
Banks

The emergence of fintech has reshaped the
competitive nature of Nigerian financial services
industry. Traditional banks, once the dominant
providers of financial intermediation, now compete
with technology-driven fintech firms that offer cost-
effective, user-friendly, and efficient services. This
competition manifests in market dynamics,
competitive advantages, customer acquisition
strategies, and regulatory asymmetries.

Figure 1: Comparative Analysis of FinTech Firms
and Traditional Banks in Nigeria

Fintech vs. Traditional Banks in Nigeria
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Market Disruption and Service Redefinition

Fintech firms have redefined the delivery of core
financial services such as payments, lending,
savings, and wealth management. In Nigeria,
companies such as Flutterwave, Paystack, and Kuda
provide services that are faster, more accessible, and
often less expensive than those offered by traditional
banks (Adegbite & Masha, 2021).

In contrast, traditional banks rely heavily on physical
infrastructure and structured administrative systems.
Fintech firms benefit from cloud computing,
application programming interfaces (APIs), and
mobile technologies, which reduce operational costs
and enhance efficiency (Obi et al., 2022). As a result,
fintech services have gained strong appeal among
digitally literate consumers, particularly younger
Nigerians.

Competitive Advantages and Strategic Responses

Fintech firms possess structural advantages,
including operational flexibility, shorter innovation
cycles, and leaner cost structures. These features
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enable rapid adaptation to market demands and
integration of emerging technologies such as
artificial intelligence and blockchain (Oladipo &
Okonkwo, 2020). Traditional banks, by contrast,

often face constraints arising from legacy
information systems, risk-averse organisational
cultures, and substantial regulatory compliance
obligations.

However, Nigerian banks have increasingly adopted
digital transformation strategies. Digital platforms
such as ALAT by Wema Bank and FirstMobile by
First Bank demonstrate efforts to integrate fintech-
like solutions within traditional banking structures.
In addition, partnerships between banks and fintech
firms are becoming more common, combining
regulatory credibility with technological expertise
(PwC Nigeria, 2022). This collaborative approach
seeks to reduce disintermediate risks while
enhancing service delivery.

Customer Base and Trust Dynamics

Competition is particularly evident in customer
acquisition and retention. Fintech firms tend to
attract technologically oriented millennials and small
enterprises seeking convenience and efficiency,
while traditional banks often retain customers who
prioritise institutional stability and regulatory
assurance (Akinola & Yusuf, 2023). As younger
consumers constitute a growing segment of the
market, fintech firms may gain influence in shaping
future financial service norms.

Trust remains a critical determinant of competitive
positioning. Although fintech firms lead in
innovation, traditional banks maintain an advantage
in perceived stability and regulatory protection,
especially during periods of economic uncertainty
(CBN, 2021). This creates a dual dynamic in which
convenience and innovation compete with
institutional trust and regulatory credibility.

Regulatory Arbitrage and the Level Playing Field

Regulatory asymmetries have also shaped
competition. Fintech firms have, at times, operated
under lighter regulatory requirements than traditional
banks, enabling faster innovation. However, this
raises concerns regarding consumer protection,
financial stability, and systemic risk. To address
these issues, the Central Bank of Nigeria has
introduced frameworks such as Payment Service
Bank (PSB) licences and regulatory sandbox

initiatives to promote fair competition and oversight
(CBN, 2022).

2.5 Collaboration
Traditional Banks

Between Fintech and

In Nigeria’s financial system, collaboration between
fintech firms and traditional banks has become a
strategic imperative rather than a competitive
response. Fintechs provide technological agility and
innovation, while banks contribute infrastructure
stability, regulatory compliance, and customer trust.
Combining these strengths enables improved service
delivery, enhanced financial inclusion, and
accelerated digital transformation (Olowe & Salami,
2021).

Figure 2: FinTech—-Bank Collaborative Model in
Nigeria
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Drivers of Collaboration

Fintechs offer cutting-edge technologies, such as Al,
blockchain, and digital onboarding, which enable
rapid innovation and scalability. Traditional banks
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provide entrenched customer bases, access to
deposits, and regulatory compliance structures
enforced by bodies like the Central Bank of Nigeria
(CBN) (Akinboade & Ogunbanjo, 2020). Banks
integrate fintech solutions to modernise legacy
systems, reduce operational costs, and enhance
customer experience, while fintechs benefit from
infrastructure, capital, and regulatory legitimacy.
This mutual value creation underpins partnerships,
joint ventures, and platform integrations (PwC
Nigeria, 2022).

Examples of Collaborative Models in Nigeria

Several Nigerian banks have adopted collaborative
strategies to bridge the digital gap. GTBank partners
with fintech platforms for payment processing and
merchant services. Wema Bank launched ALAT,
Nigeria’s first fully digital bank, integrating app-
based services with conventional banking
(Ogunyemi & Fagbemi, 2021). Access Bank
collaborates with Paystack and Flutterwave for
seamless digital payments, and UBA uses APIs to
integrate  fintech services into its banking
infrastructure.

Regulatory Support and Ecosystem Development

Central Bank of Nigeria fosters collaboration
through frameworks such as the Regulatory Sandbox
and Payment Service Provider Guidelines,
promoting innovation while managing systemic risk
(CBN, 2020; CBN, 2022). The sandbox allows
fintechs to test products with banks under controlled
conditions, reducing risk while promoting
innovation. Initiatives like NIBSS and NIRSAL have
further enabled fintech—bank partnerships in
underserved sectors such as agriculture and
microfinance (Adeyemo & Uchenna, 2023).

Benefits and Challenges

Collaboration enhances financial inclusion, cost
efficiency, innovation, and service reach. Banks gain
modern digital offerings, while fintechs scale faster
with regulatory support. Challenges include cultural
misalignment, differing operational speeds, legacy
infrastructure, intellectual property issues, and
cybersecurity risks (Ezeani & Ibekwe, 2019).

2.6 Empirical Review

Several studies provide evidence supporting the
relevance of Innovation Diffusion Theory in
explaining fintech adoption. Everett Rogers’

diffusion model has been validated in recent
Nigerian studies, which show that perceived
usefulness, ease of use, and social influence
significantly determine customers’ willingness to
adopt digital financial services. Oladapo and
Akinlabi (2022) found that mobile payment adoption
among urban youths in Nigeria is strongly influenced
by perceived convenience and transaction speed.
Similarly, [lesanmi and Olayemi (2023) reported that

infrastructural availability and digital literacy
significantly affect adoption rates in rural
communities.

Empirical evidence also supports the propositions of
Disruptive Innovation Theory. Studies indicate that
fintech firms initially target underserved segments
before expanding into mainstream markets. Eze and
Okonkwo (2021) observed that digital payment
platforms in Nigeria gained traction among small and
medium-sized  enterprises (SMEs) due to
inefficiencies in traditional banking payment
systems. Over time, these fintech firms expanded
their services to corporate clients and international
markets.

With respect to Financial Intermediation Theory,
empirical findings suggest that fintech has modified
rather than eliminated traditional intermediation.
Nwankwo and Ajayi (2023) found that digital
lending platforms in Nigeria use alternative data to
assess  creditworthiness,  thereby  reducing
information asymmetry and extending credit to
previously excluded borrowers. However, their study
also indicates that traditional banks continue to
dominate large-scale lending due to stronger capital
bases and regulatory safeguards.

On competition, several studies document
measurable impacts of fintech growth on bank
performance. Adegbite and Masha (2021) report that
increased fintech penetration in Nigeria has led to
reduced transaction fees and improved service
efficiency within traditional banks. Similarly, Obi et
al. (2022) found that banks responding with digital
transformation strategies recorded improvements in
customer satisfaction and operational performance.
However, Oladipo and Okonkwo (2020) note that
smaller banks face greater competitive pressure due
to limited technological investment capacity.
Empirical research on collaboration indicates
positive outcomes for both parties. Olowe and
Salami (2021) demonstrate that partnerships between
banks and fintech firms improve service reach and
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reduce operational costs. Evidence from Nigerian
banks such as Access Bank and Wema Bank shows
that integration of fintech solutions enhances digital
service delivery and customer retention.

Despite these positive outcomes, empirical studies
also highlight challenges. Ezeani and Ibekwe (2019)
identify cybersecurity risks, regulatory uncertainty,
and cultural differences between fintech firms and
banks as constraints to effective collaboration.
Additionally, concerns remain regarding consumer
protection and systemic risk as fintech activities
expand beyond traditional supervisory boundaries.

3.0 Research Methodology
3.1 Research Design

This study adopts a qualitative conceptual research
design. It is based on a systematic review and critical
synthesis of existing literature rather than primary
data collection. The design is appropriate because the
study seeks to develop a theoretical and analytical
understanding of fintech—-bank interactions in
Nigeria.

3.2 Sources of Data

The study relies exclusively on secondary data.
Sources include peer-reviewed journal articles,
conference papers, policy documents, regulatory
guidelines, and institutional reports relevant to
fintech and traditional banking in Nigeria.

3.3 Literature Selection Criteria

Relevant literature was selected based on the
following criteria:

1. Relevance to fintech, traditional banking,
financial innovation, or systemic risk.

2. Focus on Nigeria or comparable emerging
economies.

3. Theoretical or empirical contribution to
understanding competition or collaboration
in financial services.

3.4 Analytical Framework

The analysis is guided by three theoretical
perspectives:  Innovation  Diffusion  Theory,
Disruptive Innovation Theory, and Financial
Intermediation Theory. These frameworks provide
conceptual tools for interpreting adoption patterns,
competitive strategies, collaborative structures, and
systemic risk implications.

3.5 Method of Analysis

The study synthesises theoretical arguments and
empirical findings to generate integrated insights
into the evolving structure of Nigeria’s financial
system.

3.6 Limitations of the Study

As a conceptual study, the research does not include
primary empirical testing or statistical modelling. Its
conclusions are therefore dependent on the quality
and scope of existing literature.

4.0 Results and Discussion

The findings from the literature reveal a dynamic and
interdependent relationship between fintech firms
and traditional banking institutions in Nigeria.

4.1 Competitive Dynamics

The analysis indicates that fintech firms have
significantly altered the competitive landscape of
Nigeria’s financial sector. By leveraging mobile
technology, automation, and data analytics, fintech
companies offer faster and more accessible financial
services. This development aligns with Innovation
Diffusion Theory, which explains the rapid adoption
of digital payments and lending services among
younger and digitally literate populations.
Consistent with Disruptive Innovation Theory,
fintech firms initially targeted underserved
segments, including small businesses and financially
excluded individuals. Over time, these firms
expanded into mainstream markets, thereby
intensifying competition with traditional banks.

4.2 Collaborative Integration

Despite competitive tensions, the findings show that
collaboration between fintech firms and banks is
increasingly common. Partnerships combine fintech
innovation with the institutional stability and
regulatory expertise of established banks. For
example, banks such as Access Bank and Wema
Bank have integrated fintech solutions into their
service delivery models, improving operational
efficiency and customer engagement.

This collaborative trend reflects hybrid financial
architecture rather than a complete displacement of
traditional banking. Financial Intermediation Theory
helps explain this outcome, as banks continue to play
a stabilising role in deposit mobilisation and large-
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scale credit allocation, while fintech firms enhance
efficiency through technological innovation. The
results therefore suggest complementarity rather than
substitution.

4.3 Systemic Risk Implications

The study also identifies emerging systemic risks
associated with fintech growth. These include
cybersecurity vulnerabilities, data privacy concerns,
regulatory fragmentation, and liquidity risks
associated with non-bank intermediaries. While
fintech improves access and innovation, its
decentralised operations may weaken traditional
mechanisms of financial supervision.

The interaction between fintech firms and banks

creates interconnected risks. For example,
partnerships and APl integrations increase
operational  interdependence, = meaning  that

technological failures or cyber incidents could have
wider systemic effects. However, traditional banks’
regulatory experience and capital buffers may
mitigate some of these risks.

The findings indicate that systemic risk is not solely
generated by fintech innovation but by the evolving
structure of financial intermediation. The hybrid
system requires adaptive regulatory oversight to
ensure resilience.

4.4 Regulatory and Policy Implications

The results highlight the central role of the Central
Bank of Nigeria in shaping the fintech—bank
relationship. Regulatory instruments such as
Payment Service Bank licences and sandbox
frameworks aim to promote innovation while
safeguarding financial stability. The literature
suggests that balanced regulation is essential to
prevent regulatory arbitrage and ensure consumer
protection. Effective policy must therefore pursue a
dual objective: encouraging digital innovation to
enhance financial inclusion while maintaining
prudential standards that protect systemic stability.

5.0 Conclusion and Recommendations
5.1 Conclusion

This study examined the relationship between
fintech firms and traditional banking institutions in
Nigeria, with particular emphasis on competition,
collaboration, and systemic risk. Drawing on
Innovation Diffusion Theory, Disruptive Innovation
Theory, and Financial Intermediation Theory, the

paper provides a conceptual understanding of how
digital financial innovation is reshaping Nigeria’s
financial architecture.

The analysis reveals that fintech has transformed
financial service delivery by enhancing efficiency,
accessibility, and customer experience. Through
mobile platforms, data analytics, and automation,
fintech firms have expanded financial inclusion,
particularly among younger populations and
previously underserved groups. At the same time,
traditional banks continue to perform essential
functions in  deposit mobilisation, credit
intermediation, monetary policy transmission, and
systemic stabilisation.

Rather than representing a complete displacement of
traditional banking, the interaction between fintech
firms and banks reflects a hybrid financial structure
characterised by both competition and collaboration.
While competition has stimulated innovation and
reduced service costs, collaboration has enabled
complementary value creation. Banks provide
regulatory  experience, capital strength, and
institutional  credibility, while fintech firms
contribute technological agility and customer-
centred innovation.

However, the expansion of fintech also introduces
systemic vulnerabilities, including cybersecurity
risks, data protection concerns, regulatory
fragmentation, and operational interdependence.

5.2 Recommendations

1. The Central Bank of Nigeria should
implement a more integrated and risk-based
regulatory framework that ensures parity
between fintech firms and traditional banks.

2. Financial institutions should formalise
collaboration through clearly defined
governance arrangements, service-level
agreements, and risk-sharing mechanisms.

3. Regulators and financial institutions must
prioritise investment  in advanced
cybersecurity architecture, real-time
monitoring systems, and periodic stress
testing of digital infrastructure.

4. Policymakers should support targeted
initiatives that extend digital financial
services to underserved and rural

populations.
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