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Objective: This study aims to investigate the short-run and long-run effects of bank risk
management, competition index, and financial technology (FinTech) on the cost of capital of banks
listed on the Tehran Stock Exchange.

Methodology: The research is applied in purpose and descriptive-analytical in nature. The
statistical population consists of banks listed on the Tehran Stock Exchange, and the sample
includes eleven banks observed over the period 2018-2024. Financial data were extracted from
audited financial statements and official banking reports. The dependent variable, cost of capital,
was calculated using the Weighted Average Cost of Capital (WACC). Explanatory variables
included operational risk, credit risk, market risk, interest rate risk, liquidity risk, inflation risk,
competition index, bank performance, FinTech index, bank size, financial stability, and capital
adequacy ratio. A panel ARDL model estimated through the Pooled Mean Group (PMG) estimator
was employed to analyze both short-run and long-run dynamics. Unit root tests, Kao panel
cointegration tests, and diagnostic procedures were conducted to ensure model validity and
robustness.

Findings: The empirical results indicate that banking risks—including operational, credit, market,
interest rate, liquidity, and general price level risks—have a positive and statistically significant
effect on the cost of capital, implying that higher risk exposure increases investors’ required return
and financing costs. Conversely, competition intensity, banking performance, FinTech
development, bank size, financial stability, and capital adequacy exhibit significant negative
relationships with the cost of capital, contributing to cheaper funding conditions. Short-run
estimations confirm the statistical significance of most explanatory variables. The negative and
significant error correction coefficient demonstrates the existence of long-run equilibrium
relationships, indicating that approximately 23% of deviations from long-run equilibrium are
corrected within each period.

Conclusion: The study concludes that effective risk management, enhanced competitive structure,
improved banking performance, and adoption of financial technologies play decisive roles in
reducing banks’ cost of capital and strengthening financial stability. Banks adopting strategic risk
governance and digital financial innovation are better positioned to achieve sustainable financing
efficiency and long-term equilibrium in capital costs.

Keywords: FinTech, Cost of Capital, Bank Risk Management, Competition Index, PMG Model,
Listed Banks
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EXTENDED ABSTRACT
Introduction

The banking system plays a pivotal role in financial intermediation, economic development, and
capital allocation efficiency. Banks serve as the primary channel through which savings are transformed
into productive investments, thereby influencing macroeconomic stability and long-term growth. Within
this framework, the cost of capital represents one of the most critical financial indicators reflecting
investors’ expectations, perceived risk exposure, and institutional efficiency. A higher cost of capital
constrains lending capacity and investment expansion, whereas a lower cost of capital strengthens
financial stability and enhances banks’ competitiveness in capital markets. Recent transformations in
global financial systems suggest that traditional determinants of banking performance are no longer
sufficient to explain variations in capital costs, and new structural factors must be considered.

One of the most important determinants of bank cost of capital is risk management. Banking
institutions operate under multiple layers of financial risk—including credit risk, liquidity risk, operational
risk, and market risk—which directly influence investors’ required rate of return. Empirical research
demonstrates that ineffective risk management increases uncertainty regarding future cash flows and
raises financing costs, while stronger risk culture and governance mechanisms reduce information
asymmetry and improve investor confidence (Acheampong & lbeji, 2024). Furthermore, the stability of
banking institutions depends significantly on their ability to manage liquidity and credit exposures, as
higher instability typically translates into higher funding costs and reduced market trust (Heidari, 2024,
Mahmoudi & Abedi Jirdehi, 2023). Emerging financial uncertainties, including those associated with
cryptocurrency markets and digital assets, also reshape investors’ risk perceptions and influence bank
capital pricing structures (Abu Hanifa et al., 2025).

Market competition constitutes another key factor affecting capital costs. Competitive banking
environments encourage operational efficiency, innovation, and improved resource allocation. Although
competition may temporarily compress profit margins, it enhances long-term efficiency and reduces
financing frictions. Evidence indicates that competitive pressures lead financial institutions to optimize
cost structures and adopt technological innovations that ultimately reduce capital costs (Amin Dehghan,
2025). Additionally, broader financial market coverage supported by technological integration improves
capital pricing efficiency and strengthens the relationship between market information and financial
valuation (Chan et al., 2025).

Alongside risk management and competition, financial technology (FinTech) has emerged as a
transformative force in modern banking systems. FinTech innovations—including artificial intelligence,
blockchain technology, digital banking platforms, and data analytics—have reshaped financial services
by improving transparency, accelerating decision-making processes, and reducing operational
inefficiencies (Aghaalikhani, 2025). Studies show that FinTech development expands financial inclusion
and enhances human capital productivity, thereby supporting integrated economic growth and improved
financial performance (Wang & Song, 2026). FinTech credit mechanisms also mitigate financing
constraints and stimulate investment growth by improving access to capital (Mirzaei et al., 2026).
Engagement with FinTech ecosystems further accelerates capital structure adjustment and enhances
financial flexibility among institutions (Li et al., 2026). Moreover, technological innovation influences



corporate financial policies through improved intellectual capital utilization and governance quality (Baig
et al., 2024), while social capital embedded in FinTech lending networks facilitates trust-based financial
transactions and lowers financing costs (Cavoli et al., 2025).

Capital structure characteristics, including capital adequacy and ownership structure, also
influence banking cost of capital. Regulatory capital buffers enhance financial resilience and reduce
default risk, though they may simultaneously affect profitability and funding composition (Tasnim et al.,
2025). Advances in artificial intelligence-based financial analytics further enable institutions to manage
financial costs more efficiently and support data-driven decision-making processes (Najari, 2025).
FinTech-based innovation has additionally been associated with sustainable financial performance and
green innovation development within financial institutions (Khalfi & Ashrafi, 2025). Despite extensive
international research, limited empirical evidence exists regarding the simultaneous interaction of risk
management, competition intensity, and FinTech development in emerging banking systems. Therefore,
investigating these relationships within banks listed on the Tehran Stock Exchange provides valuable
insights into how structural transformation influences capital costs in bank-dominated financial systems.

Methods and Materials

This study adopts an applied research design with a descriptive-analytical approach. The statistical
population consists of banks listed on the Tehran Stock Exchange, and the research sample includes eleven
commercial banks observed over the period 2018-2024. Financial data were extracted from audited
financial statements, annual reports, and official disclosures released by the selected banks.

The dependent variable of the study is the cost of capital, measured using the Weighted Average
Cost of Capital (WACC), which incorporates both the cost of equity and the cost of debt according to their
relative weights in total financing. Independent variables include operational risk, credit risk, market risk,
interest rate risk, liquidity risk, and inflation risk. Additional explanatory variables comprise banking
performance indicators, competition index, FinTech index, bank size, financial stability, and capital
adequacy ratio.

To capture both short-run dynamics and long-run equilibrium relationships, the study employs a
panel Autoregressive Distributed Lag (ARDL) model estimated using the Pooled Mean Group (PMG)
estimator. Prior to model estimation, panel unit root tests were conducted to examine stationarity
properties, followed by panel cointegration testing to confirm the existence of long-term equilibrium
relationships among variables. Model diagnostic tests were performed to ensure robustness and reliability
of the estimation results. The empirical framework allows simultaneous evaluation of short-term
adjustments and long-term structural effects on the cost of capital.

Findings

The empirical findings reveal that banking risk variables—including operational risk, credit risk,
market risk, interest rate risk, liquidity risk, and general price level risk—exert a positive and statistically
significant effect on the cost of capital in the long run. Increases in these risks lead investors to demand
higher expected returns, thereby increasing financing costs for banks.

Conversely, competition intensity demonstrates a negative and significant relationship with the
cost of capital, indicating that stronger competitive environments improve efficiency and reduce funding
expenses. Bank performance also exhibits a negative association with capital cost, suggesting that
profitable and efficient banks enjoy lower perceived risk and greater investor confidence.
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The FinTech index shows a significant negative effect on the cost of capital, highlighting the role
of digital financial technologies in enhancing transparency, reducing operational costs, and improving risk
assessment capabilities. Similarly, larger bank size contributes to lower capital costs due to diversification
advantages and easier access to capital markets. Financial stability and capital adequacy ratios also reduce
financing costs, reflecting the importance of regulatory capital strength and institutional resilience.

Short-run estimation results confirm that most explanatory variables significantly influence cost
of capital dynamics. The error correction term is negative and statistically significant, indicating the
presence of a stable long-run equilibrium relationship. Approximately 23 percent of deviations from long-
run equilibrium are corrected within each period, suggesting a moderate adjustment speed toward
equilibrium.

Discussion and Conclusion

The findings demonstrate that the cost of capital in banking institutions is shaped by a
multidimensional interaction among risk exposure, competitive market structure, and technological
transformation. Banking risks remain the primary upward pressure on capital costs because they increase
uncertainty regarding future earnings and solvency conditions. When risk levels rise, investors require
higher compensation for bearing uncertainty, leading to increased financing expenses.

At the same time, competition acts as a disciplining mechanism that enhances operational
efficiency and encourages innovation. Competitive banking systems appear more capable of optimizing
resource allocation and maintaining sustainable funding structures. The results indicate that competition
does not necessarily weaken financial stability; rather, it promotes efficiency that ultimately reduces
capital costs.

The role of FinTech emerges as one of the most significant structural drivers identified in this
study. Digital transformation improves information transparency, strengthens risk monitoring, accelerates
financial decision-making, and reduces operational inefficiencies. These improvements collectively lower
information asymmetry between banks and investors, allowing financial institutions to obtain funding at
lower costs. FinTech adoption therefore represents not merely a technological upgrade but a strategic
financial transformation influencing capital market perceptions.

Furthermore, institutional characteristics such as bank size, capital adequacy, and financial
stability play essential roles in shaping investor confidence. Larger and financially stable banks benefit
from diversification effects and stronger credibility, enabling them to secure financing under more
favorable conditions. The adjustment mechanism identified in the error correction model confirms that
banking systems gradually converge toward long-run financial equilibrium, emphasizing the importance
of consistent strategic management rather than short-term policy reactions.

Overall, the study highlights that sustainable reduction of bank cost of capital requires an
integrated strategy combining effective risk governance, competitive market positioning, and
technological innovation. Banks capable of simultaneously strengthening risk management frameworks,
adopting advanced financial technologies, and maintaining strong capital structures are more likely to
achieve long-term financial stability and improved access to low-cost funding. The results underscore the
growing importance of digital transformation and strategic risk management as fundamental pillars
shaping the future resilience and efficiency of modern banking systems.
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