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Abstract:

This study aimed to design and explain the structural model of factors influencing digital financial innovation using a structural equation
modeling (SEM) approach. The research followed an exploratory mixed-methods design. In the qualitative phase, semi-structured
interviews were conducted with 18 financial and accounting experts selected via snowball sampling until theoretical saturation was
reached. Thematic data were analyzed using the grounded theory method through open, axial, and selective coding, which resulted in 18
main categories. A 93-item questionnaire was developed based on the extracted categories and verified for reliability and validity. In the
guantitative phase, the questionnaire was distributed to 385 capital market professionals, and the model was evaluated using LISREL 8.80
and SmartPLS 3.0. Confirmatory factor analysis (CFA) showed that all measurement models achieved acceptable or excellent model fit
indices. The standard path coefficients for causal conditions, context, intervening conditions, strategies, and outcomes were all above 0.30,
and t-values exceeded 1.96, indicating statistical significance. The proposed model demonstrated strong construct validity and good
explanatory power for digital financial innovation determinants. The final structural model effectively explains the formation of digital
financial innovation. The three core categories—“adoption capability,” “ICT infrastructure,” and “digital literacy and awareness” —emerged
as central to the model. Other components were organized into five contextual groupings: causal conditions, background, intervening
factors, strategies, and outcomes, all showing statistically significant relationships with the core constructs.
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Extended Abstract

Introduction

In recent decades, digital financial innovation has emerged as a powerful driver of transformation in financial systems,
prompting radical shifts in how financial services are created, delivered, and experienced. This trend, rooted in the
convergence of digital technologies and financial functions, enables institutions to develop scalable, inclusive, and efficient
models of service delivery. It encompasses innovations ranging from mobile payments and blockchain-based assets to
algorithmic lending and artificial intelligence-driven investment tools (Chang et al., 2022; Kingiri & Fu, 2020). At the center of
this evolution is the increasing pressure on financial institutions to remain competitive in a technologically advanced
marketplace while also improving customer experience and operational resilience (Lubawa & Litt, 2025; Parker et al., 2023).

The literature highlights that the success of digital financial innovation is closely tied to factors such as organizational
readiness, technological infrastructure, and digital literacy (AlDmour et al., 2021; Hussain & Papastathopoulos, 2022).
Organizational readiness involves a multidimensional capability to assimilate change, including cultural, strategic, and
technological preparedness (Farati & Mohammadian, 2022). Moreover, digital transformation requires not only
infrastructural development but also the cultivation of an innovation-oriented culture within organizations (Ansari &
Ghanbarinejad Moghadam, 2023). As emphasized by (Turulja & Bajgoric, 2018), knowledge acquisition and application play
a fundamental role in enabling organizations to adapt to fast-evolving technological contexts.

The global landscape offers compelling evidence of the link between digital finance and economic resilience. Countries
such as Kenya and Tanzania have demonstrated how mobile and digital banking solutions can enhance financial inclusion and
deepen financial systems (Lubawa & Litt, 2025; Misati et al., 2022). At the organizational level, companies that adopt digital
innovation in their financial models tend to outperform their peers in terms of market responsiveness, risk management, and
customer-centricity (Jaffar et al., 2024; Ramli et al., 2023). However, the scope and success of innovation initiatives often
depend on external variables, including regulatory clarity, legal frameworks, and macroeconomic conditions (Naser & Razavi,
2019).

In the context of emerging markets such as Iran, where financial institutions are navigating both technological transitions
and regulatory constraints, the need for a comprehensive model that explains the drivers of digital financial innovation
becomes particularly critical. This study addresses that gap by designing and validating a structural model based on grounded
theory and structural equation modeling (SEM), aiming to identify the key factors and causal mechanisms underlying digital
financial innovation.

Methods and Materials

The study employed a mixed-methods approach, beginning with a qualitative phase rooted in grounded theory
methodology. Semi-structured interviews were conducted with 18 experts in the fields of finance, accounting, and digital
technology using a snowball sampling method. The data collected from interviews were subjected to open, axial, and selective
coding, resulting in the identification of 93 concepts grouped under 18 core categories. These categories were then classified
into five overarching dimensions: causal conditions, contextual factors, intervening conditions, strategies, and consequences.
Among these, three core themes—adoption capability, ICT infrastructure, and digital literacy—emerged as central.

In the quantitative phase, a 93-item questionnaire was developed based on the qualitative findings. The survey was

distributed to a sample of 385 respondents comprising senior managers, academic experts, and capital market professionals.
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Data were analyzed using structural equation modeling through LISREL 8.80 and SmartPLS 3.0 software. Reliability and validity
were confirmed through Cronbach’s alpha and confirmatory factor analysis (CFA), with all model fit indices indicating
acceptable to excellent levels.

Findings

The results of the descriptive statistics indicated that the average scores for all key variables—including causal conditions,
core category, strategies, contextual conditions, intervening conditions, and consequences—exceeded the theoretical mean,
suggesting a generally favorable perception of digital financial innovation factors among respondents.

Confirmatory factor analysis (CFA) revealed that all constructs in the model demonstrated acceptable factor loadings and
significant path coefficients (greater than 0.30). T-values for all paths exceeded the 1.96 threshold, affirming the statistical
significance of the relationships among the constructs. Goodness-of-fit indices such as RMSEA, CFl, GFI, NFI, and AGFI were
within acceptable ranges, reinforcing the structural integrity of the proposed model.

Three categories were established as core drivers of digital financial innovation: (1) adoption capability, indicating the
organizational capacity to absorb and implement digital technologies; (2) ICT infrastructure, reflecting the readiness of digital
platforms and connectivity systems; and (3) digital literacy, signifying the awareness and competence of individuals in using
financial technologies. These core elements exhibited strong correlations with the five broader dimensions of the model.

Causal conditions included technological advancement, competitive pressure, and evolving customer behavior. Contextual
factors were defined by supportive legal frameworks, organizational culture, and financial policies. Intervening conditions
comprised stakeholder engagement, risk perception, and leadership commitment. Strategic responses involved investing in
innovation teams, automating financial operations, and integrating cross-functional collaboration. Finally, the consequences
of successful digital financial innovation were expressed as improved financial resilience, enhanced service delivery, and
increased customer satisfaction.

Discussion and Conclusion

The findings underscore the pivotal role of organizational and infrastructural readiness in enabling digital financial
innovation. Specifically, the prominence of adoption capability, ICT infrastructure, and digital literacy as core categories
validates the arguments of scholars who emphasize the need for comprehensive readiness in digital transformation efforts.
The alignment of these findings with studies by (AlIDmour et al., 2021) and (Hussain & Papastathopoulos, 2022) confirms that
digital finance success hinges not only on technology deployment but also on human and strategic factors.

Furthermore, the categorization of enabling factors into causal, contextual, and intervening dimensions reflects the
complexity of digital innovation ecosystems. The influence of regulatory clarity and organizational culture —highlighted in
studies such as (Naser & Razavi, 2019) and (Ansari & Ghanbarinejad Moghadam, 2023)—is evident in the model’s structure.
The recognition of leadership and stakeholder alignment as mediating variables also corresponds with earlier findings that
organizational change initiatives must be championed from the top and supported by coherent cross-functional strategies.

In line with research by (Jaffar et al., 2024) and (Chang et al., 2022), this study affirms that digital financial innovation
contributes to firm performance, resilience, and sustainability. The inclusion of customer-centric strategies and risk-aware
digital design supports the notion that innovation, when embedded in a strategic and structured framework, can produce

systemic advantages.
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From a theoretical standpoint, the use of grounded theory integrated with SEM methodology represents a novel approach
in financial innovation research. It bridges the exploratory depth of qualitative inquiry with the analytical rigor of quantitative
modeling, offering a validated framework for future research and policy development. The model provides a dynamic lens
through which policymakers, organizational leaders, and researchers can understand and shape the evolving landscape of
digital financial services.

Practically, the results offer a roadmap for financial institutions seeking to modernize their operations. By emphasizing the
triad of adoption capability, infrastructure, and literacy, organizations are better positioned to anticipate technological
disruptions and leverage innovation for sustainable advantage. In rapidly digitalizing economies, such preparedness is no
longer optional but essential.

Ultimately, this study contributes to a deeper understanding of the multifaceted nature of digital financial innovation. It
highlights that successful implementation is contingent upon a synergy of structural, cultural, and strategic enablers. Through
its empirically grounded model, the study offers actionable insights into how financial systems can be reimagined for the

digital age.
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