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This Paper showcases a narrative review of the 
digitalization of the Pakistan Banking Sector. The 
Banking sector is considered to be the main driver of 
the country's digital economy. Drawing on recent data 
from the State Bank of Pakistan (SBP), policy 
documents, and scholarly research, the study explores 
how digitalization is reshaping financial intermediation, 
customer behaviour, and operational efficiency. The 
paper identifies both opportunities and challenges 
associated with this transformation, ranging from 
financial inclusion and innovation to cybersecurity and 
regulatory preparedness. By situating Pakistan’s 
experience within global and regional trends, this study 
contributes to the understanding of how developing 
economies can leverage digital technologies for 
sustainable financial growth. The findings underscore 
that while digitalization enhances accessibility and 
service efficiency, its success depends on coherent 
policy frameworks, robust technological infrastructure, 
and consumer trust mechanisms. The study concludes 
with actionable recommendations for policymakers, 
regulators, and financial institutions to strengthen 
Pakistan’s digital banking ecosystem. 
Keywords: Digital Banking, FinTech, Financial Inclusion, 
Pakistan Economy 

Subject Areas for JARH: 
1 Economics 
2 Commerce 
3 Social Sciences 

Timeline of the Paper at JARH: 
Received on: 21-09-2025. 
Reviews Completed on: 16-10-2025. 
Accepted on: 24-10-2025. 
Online on: 25-10-2025. 

License: 

 
Creative Commons Attribution-Share 
Alike 4.0 International License 

Recognized for BWO-R: 

 
Published by BWO Researches INTL: 

      
DOI Image of the paper: 

    

https://orcid.org/0009-0000-0723-9485
https://zenodo.org/records/17443610
https://jar.bwo-researches.com/index.php/jarh/article/view/572
https://jar.bwo-researches.com/index.php/jarh/issue/view/20
https://hjrs.hec.gov.pk/index.php?r=site%2Fresult&id=1089438&journal_result
mailto:Syedsuhaibahmed998@gmail.com
https://orcid.org/0009-0000-6377-6883
mailto:nighatmoin@gmail.com
https://orcid.org/0000=0002-1558-3961
mailto:Raabiahmed03@gmail.com
https://orcid.org/0009-0007-3784-912X
https://creativecommons.org/licenses/by-sa/4.0/
https://creativecommons.org/licenses/by-sa/4.0/
https://zenodo.org/records/17443610


Digitalization in Pakistan Economy: A Review of the  Bwo-Researches Intl. “Journal of Academic Research for Humanities (JARH) 5(4)” 

19 | P a g e w w w . B W O - R e s e a r c h e s . c o m , P K - C A . 

 

 

Introduction 
The financial sector in Pakistan has undergone 

a remarkable change, mainly due to the rapid 
adoption of digital technology. The growth of 
information and communication technology has 
changed the interaction between people, 
companies, and government bodies with financial 
services. Technology has brought about drastic 
changes in customer experiences and operational 
efficiency through mobile banking, digital wallets, 
AI-driven analytics, and online payment systems. 
Digitalization in Pakistan is not just a convenience; 
it is an essential factor for financial inclusion, 
transparency, and economic empowerment, 
consequently binding the urban and rural 
populations and promoting sustainable growth. 
Pakistan, as an emerging economy, has 
increasingly recognized digitalization as a national 
development priority. The government’s 
initiatives, such as the Digital Pakistan Vision and 
the State Bank of Pakistan’s (SBP) National 
Financial Inclusion Strategy (NFIS), have 
emphasized the modernization of financial 
infrastructure and the promotion of digital 
financial services (DFS). Over the last decade, 
Pakistan’s banking sector has witnessed 
exponential growth in digital transactions, mobile 
wallet usage, and fintech startups. According to 
SBP reports, the total volume of digital 
transactions grew by more than 25 percent 
annually between 2020 and 2023, reflecting 
strong consumer adoption and institutional 
investment in technology. Despite these positive 
trends, the digital transformation of Pakistan’s 
banking industry faces several challenges. 
Cybersecurity threats, infrastructural gaps, 
limited financial literacy, and uneven rural access 
hinder the full potential of digital banking. 
Moreover, while many studies have documented 
global experiences in digital transformation, there 
remains a lack of integrated research analyzing 
the specific dynamics, drivers, and policy 
implications within Pakistan’s context. Most 
existing works are descriptive and fail to connect 
digitalization trends to measurable economic 
outcomes or institutional readiness. 

Research Gap and Objectives 
Although a growing body of literature 

addresses digital banking and fintech 
development globally, few studies provide a 
comprehensive and contextualized review of 
how digitalization is transforming Pakistan’s 
banking sector both operationally and 
strategically. The absence of a structured 
synthesis of empirical findings and policy 
developments limits our understanding of the 
sector’s digital maturity and its contribution to 
financial inclusion and economic growth. 
This study aims to fill that gap by: 
1. Reviewing the key drivers, opportunities, 

and barriers influencing the digital 
transformation of Pakistan’s banking sector. 

2. Analyzing recent data from the State Bank of 
Pakistan and other secondary sources to 
evaluate the sector’s digital progress. 

3. Suggestion for policymakers, regulators, and 
financial institutions to strengthen digital 
banking sustainability. 

Significance of the Study 
Comprehending the digital transformation 

of Pakistan's banking industry is essential for 
various reasons. Firstly, it provides valuable 
insights into how developing economies can 
leverage technology to improve financial access, 
especially for underrepresented communities. 
Secondly, the research emphasizes the 
relationship between digital advancements and 
the principles of Islamic finance, which are a 
unique characteristic of Pakistan's financial 
framework. Lastly, by pinpointing policy and 
operational deficiencies, this study offers 
actionable recommendations for bolstering the 
resilience, efficiency, and inclusivity of the 
banking sector in the digital age. 
Literature Review 

Digitalization in the banking sector of 
Pakistan has evolved into one of the most 
transformative developments in modern 
finance. The process extends beyond 
technological adoption to encompass 
institutional reform, customer empowerment, 
and new regulatory paradigms. This section 
provides a narrative review of existing literature, 
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organized to offer a descriptive analysis of the 
current digitalization of banks in Pakistan. 
Drivers of Digitalization in the Banking Sector 

The transformation of banking systems 
through digital means is primarily propelled by 
advancements in Information and 
Communication Technology (ICT), evolving 
consumer expectations, and heightened 
competition from financial technology (fintech) 
companies. On a global scale, digital banking has 
emerged as a strategic necessity for financial 
institutions aiming to enhance operational 
efficiency and provide customer-focused service 
delivery. (Zaman et al., 2023). According to, 
digitalization enables banks to achieve scalability, 
cost reduction, and improved data-driven 
decision-making. The adoption of automation, 
mobile platforms, and online financial products 
reflects a shift toward agility and innovation in 
service delivery. In Pakistan, technological 
development and regulatory encouragement 
have created favourable conditions for digital 
adoption. The State Bank of Pakistan’s (SBP) 
Digital Financial Services Strategy has played a 
pivotal role in promoting electronic payments, 
branchless banking, and the use of mobile wallets 
(Bano et al., 2024). The government’s investment 
in telecommunication infrastructure has further 
enhanced internet penetration, enabling greater 
connectivity across rural and urban regions. 
However, argue that technology alone does not 
guarantee transformation; successful 
digitalization depends on organizational culture, 
employee adaptability, and customer trust. This is 
particularly relevant in developing economies, 
where digital transformation requires both 
behavioural and institutional change. 
CoConsumer Adoption and FinTech Expansion 

The emergence of fintech companies has 
accelerated the pace of digital banking. Fintech, 
defined as the use of technology to deliver 
financial services efficiently, has become an 
integral part of Pakistan’s banking ecosystem. It 
offers customers access to mobile banking, online 
payments, digital credit, and investment 
platforms (Butt & Khan, 2019). Pakistan’s fintech 
sector has benefited from the rising number of 

smartphone users and the increasing comfort of 
customers with digital platforms. According to 
fintech, adoption enhances competitiveness 
and financial inclusion by extending services to 
unbanked populations. The convenience of 
mobile and internet banking also contributes to 
higher customer satisfaction and retention 
(Kanwal & Yousaf, 2019). Nonetheless, the 
transition toward fintech-enabled systems 
presents challenges. Many customers remain 
unfamiliar with digital payment systems and 
harbour concerns over security and fraud. 
Studies emphasize that fintech’s sustainability 
depends on building consumer confidence 
through transparency, education, and robust 
security mechanisms (Khalatur et al., 2022). 
Regulatory and Institutional Challenges 

A recurring theme in the literature is the 
tension between innovation and regulation. 
Digital transformation requires a careful balance 
between promoting technological advancement 
and ensuring systemic stability. In Pakistan, the 
SBP has introduced several regulatory 
frameworks, such as the Electronic Money 
Institutions Regulations (2019), to guide fintech 
operations. However, caution that the 
regulatory environment must evolve 
continuously to address emerging risks such as 
data privacy, digital fraud, and operational 
resilience. Government intervention also plays a 
crucial role. (Shahid et al., 2015) emphasize that 
while state involvement can promote 
modernization, excessive regulation or 
bureaucratic inefficiencies can inhibit 
innovation. Therefore, the challenge for 
policymakers lies in ensuring oversight without 
stifling creativity. Additionally, Pakistan’s digital 
transformation faces infrastructural limitations 
such as low internet reliability in remote areas 
and insufficient cyber protection infrastructure 
(Malik & Islam, 2019). The success of regulatory 
frameworks will depend on coordinated efforts 
between the government, SBP, and private 
institutions to enhance both technological 
capability and consumer trust. 



Digitalization in Pakistan Economy: A Review of the  Bwo-Researches Intl. “Journal of Academic Research for Humanities (JARH) 5(4)” 

21 | P a g e w w w . B W O - R e s e a r c h e s . c o m , P K - C A . 

 

 

Islamic Banking and Ethical Financial Digitalization 
An important contextual dimension of 

Pakistan’s financial system is the coexistence of 
conventional and Islamic banking. As a Muslim-
majority country, Pakistan has made substantial 
progress in expanding Islamic finance based on 
principles of profit-and-loss sharing, risk-sharing, 
and prohibition of interest (Moin, 2020). 

The digitalization of Islamic banking 
introduces both opportunities and complexities. 
On one hand, technology allows for innovative 
Sharia-compliant financial products and more 
efficient service delivery. On the other hand, 
digitalization requires careful monitoring to 
ensure that automation and algorithmic 
processes align with Islamic ethics (Abdul Rafay & 
Farid, 2017). Research shows that banks 
integrating corporate sustainability and ethical 
principles into digital frameworks achieve 
stronger stakeholder trust and long-term 
performance. For Pakistan, aligning digital 
innovation with Sharia principles can enhance 
customer confidence and strengthen the 
country’s reputation as a hub for ethical fintech. 
Cybersecurity challenges 

As digital banking grows, cybersecurity has 
become a critical concern worldwide. 
Cyberattacks targeting financial institutions 
threaten both operational continuity and 
consumer trust (Malik & Islam, 2019). The 2018 
BankIslami data breach in Pakistan exposed 
significant weaknesses in the entire financial 
sector, hence showing the critical necessity for 
more secure and aligned cybersecurity systems. 
Incidents like this one reveal that all entities are 
interconnected; vulnerabilities in one bank can 
shake the trust in the whole system. So, the 
technological innovations must also go along with 
strong governance and risk management 
practices and measures that are very active. 
Frameworks that are effective and that include 
encryption, multi-factor authentication, and real-
time monitoring are extremely crucial for both 
transferring security and institutional 
strength.(Kriebel & Debener, 2019). Moreover, 
cyber risk management should be integrated into 
institutional strategy rather than treated as a 

separate technical function. Digitalization also 
raises issues of data privacy and ethical data 
usage. As banks collect increasing amounts of 
customer data, ensuring compliance with data 
protection regulations and maintaining public 
confidence are vital for sustainable digital 
growth. 

In general, the literature reveals that the 
factors behind the digitalization of the banking 
sector in Pakistan are technology, regulation, 
growth of fintech, and changing consumer 
behaviour. However, the main problems of 
cybersecurity, ethical finance, and regulatory 
adaptation still keep coming up as the most 
important ones. 
Methodology 

This article presents a review of existing 
literature. It employs an analytical approach of 
the existing research and design to investigate 
the digital transformation in Pakistan’s banking 
sector.  

This study adopts a qualitative research 
design based on a systematic review and 
analytical evaluation of existing literature 
related to digital transformation in Pakistan’s 
banking sector. The methodology involves 
collecting, synthesizing, and critically analyzing 
secondary data from credible academic and 
industry sources such as journal articles, 
reports, and regulatory publications. It 
evaluates them to identify key themes, trends, 
frameworks, and gaps in the existing body of 
knowledge. 
Analysis and Discussion 

Digitalization has emerged as a cornerstone 
of Pakistan’s financial modernization strategy. 
Over the past decade, the State Bank of Pakistan 
(SBP) and other key stakeholders have 
introduced a range of initiatives to expand 
digital payment systems, enhance financial 
inclusion, and strengthen cybersecurity. The 
following section analyzes empirical trends and 
interprets their implications for operational 
efficiency, financial inclusion, and risk 
management. 
Adoption Trends 

According to the SBP’s Payment Systems 
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Review (2023), Pakistan has experienced a 
dramatic increase in the adoption of digital 
banking services. Between 2019 and 2023, the 
number of active internet and mobile banking 
users grew by more than 25% annually, with 
mobile banking transactions surpassing PKR 8 
trillion in 2022, a 25% year-on-year increase. 
Internet banking transactions also reached PKR 5 
trillion, representing a 20% rise from the previous 
year. 

This surge can be attributed to three primary 
factors: 
1. Smartphone penetration: Over 190 million 

mobile connections in 2023 made digital 
access widespread (PTA, 2023). 

2. Improved digital infrastructure: Expansion of 
4G coverage and fintech integration with 
conventional banks. 

3. Pandemic-driven acceleration: COVID-19 
restrictions catalyzed the shift toward 
contactless and remote financial transactions. 
When compared with neighbouring 

countries, Pakistan’s digital banking penetration 
remains below India’s Unified Payments Interface 
(UPI) adoption levels but above Bangladesh in 
transaction diversity. This suggests that while 
progress has been substantial, Pakistan still lags in 
institutional digital maturity relative to regional 
benchmarks. 
Transaction Values  

One of the most profound outcomes of 
digitalization is its role in promoting financial 
inclusion. Historically, Pakistan’s banking 
penetration was low, with less than 20% of adults 
holding formal bank accounts in 2015 (World 
Bank, 2016). By 2023, this figure had exceeded 
60%, primarily due to mobile and branchless 
banking platforms such as Easypaisa and 
JazzCash. The gender inclusion gap has also 
narrowed. Digital financial services have enabled 
women and rural populations to access savings, 
credit, and payment solutions more conveniently. 
This aligns with findings by, who emphasize that 
digital finance democratizes access to banking for 
underserved populations. However, digital 
literacy gaps and trust deficits still limit adoption 
among older and rural demographics. 

Operational Efficiency 
Digitalization has substantially enhanced 

banking efficiency. SBP data reveal that banks 
adopting automation and online platforms 
report a 20–30% reduction in operational costs, 
primarily due to lower branch maintenance and 
paper-based transaction expenses. Similarly, 
transaction processing times have decreased by 
approximately 40%, enabling faster customer 
service and higher throughput. Comparative 
evidence from other emerging economies 
reinforces these findings. For instance, in 
Malaysia, digital transformation initiatives 
improved transaction efficiency by nearly 35% 
(Abdulkadir Shehu Abdulwahab, 2017). 
Pakistan’s progress, while slightly behind these 
benchmarks, demonstrates steady 
improvement and validates the correlation 
between digital innovation and cost efficiency. 
However, this efficiency gain introduces new 
challenges, particularly in workforce 
management and system resilience. The shift 
from manual operations to automated systems 
requires upskilling employees and maintaining a 
robust IT infrastructure. Without adequate 
investment in human capital, the efficiency 
advantage may erode over time. 
Cybersecurity and Risk Management 

With the growing dependence on digital 
platforms, cybersecurity has become one of the 
most pressing issues for Pakistan’s financial 
system. Major incidents such as the BankIslami 
hack (2018), which resulted in losses exceeding 
USD 6 million, underscore systemic 
vulnerabilities. Cyber threats now range from 
phishing scams to ransomware attacks targeting 
banks and their customers (Ahmed et al., 2024). 
To address these risks, the SBP has introduced 
the Framework for Risk Management in Digital 
Banking (2022), which mandates banks to 
implement real-time monitoring systems, 
encryption standards, and incident response 
protocols. However, compliance levels vary 
across institutions, and smaller banks often lack 
the technical capacity to fully operationalize 
these safeguards. Comparatively, advanced 
markets such as Singapore and South Korea 
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invest up to 8–10% of total IT budgets in 
cybersecurity. In Pakistan, this figure remains 
below 3% on average, highlighting an urgent need 
for resource allocation and regulatory 
enforcement. 
Islamic Finance and Ethical Digitalization 

The integration of Islamic finance principles 
into digital banking represents a unique 
dimension of Pakistan’s transformation. Islamic 
banks account for more than 20% of the country’s 
total banking assets (SBP, 2023), and digital 
platforms have expanded their outreach 
significantly. The adoption of mobile-based 
Shariah-compliant investment and financing 
products aligns digital innovation with ethical 
finance principles (Moin, 2020). Nevertheless, 
challenges persist in ensuring Shariah compliance 
within automated systems. Algorithms used for 
profit distribution or financing must be 
transparent and free from interest-based 
mechanisms. Hence, the collaboration between 
Shariah boards and fintech developers is crucial 
for sustainable digital Islamic banking. The 
alignment of ethical values with technological 
advancement can enhance customer confidence 
and distinguish Pakistan’s financial ecosystem 
globally. 
Comparative and Strategic Insights 

The comparative analysis indicates that the 
trajectory of digital banking in Pakistan showcases 
both swift advancements and ongoing structural 
deficiencies. 
Progress: There has been a significant increase in 
transaction volumes, enhanced customer 
satisfaction (70% among digital users compared 
to 55% for traditional users), and a decrease in 
operational costs. 
Weaknesses: There are notable inconsistencies in 
cybersecurity readiness, inadequate rural 
infrastructure, and limited investment in 
innovation when compared to regional 
counterparts. 

Pakistan’s banking sector is transitioning from 
digital adoption to achieving digital maturity; 
however, it necessitates continuous investment, 
regulatory flexibility, and collaborative efforts 
among institutions to sustain this momentum 

(Butt & Khan, 2019). Furthermore, the findings 
emphasize that digitalization transcends 
technology; it represents a socio-economic 
transformation that demands cooperation 
among banks, policymakers, and consumers. 
The experiences of nations such as India, 
Malaysia, and Indonesia illustrate that inclusive 
digital finance can only flourish within a well-
rounded digital ecosystem that is bolstered by 
education, infrastructure, and trust. 
Conclusion and Recommendations 

The digital transformation of Pakistan's 
economy poses both significant and formidable 
challenges. Efficiency, accessibility and financial 
inclusion are key benefits of digitalization, 
supported by the adoption of fintech solutions 
and new technologies. These advances help 
seamlessly support financial markets and 
expand the reach of banking services, especially 
in underserved areas. But change still requires 
strong measures to ensure consumer 
protection, maintain regulatory compliance and 
mitigate risks. Influencing operational strategies 
and customer experience. In addition, the 
integration of Islamic finance principles 
referring to profit and loss and limiting profit, 
and the pursuit of financial services with 
morality and faith are special features of the 
digital economy. Business processes rely on 
digital advancements to meet customer needs 
and maintain a competitive advantage. 
Pakistan's adoption of digital financial services is 
in full swing; however, the areas of 
cybersecurity, the modernization of regulations, 
digital infrastructure, as well as financial literacy 
will all require intensive and careful investments 
in order to reap the long-term economic and 
financial security benefits. The findings of this 
study highlight the importance of innovation, 
customer-focused strategies and quality 
management systems in meeting the challenges 
of digital transformation in the banking sector. 
Finally, fostering a strong and inclusive financial 
ecosystem requires a collaborative effort with 
the participation of government stakeholders, 
financial institutions, and technology 
companies. 
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Policy and Strategic Recommendations 
To strengthen Pakistan’s digital banking 

ecosystem and ensure its sustainable 
development, the following targeted 
recommendations are proposed: 
Strengthen Cybersecurity Frameworks 

The State Bank of Pakistan should mandate a 
minimum cybersecurity expenditure ratio (e.g., 
8–10% of total IT budgets, as practiced in 
advanced economies). Establish a centralized 
cyber-risk monitoring unit to collect threat 
intelligence, share real-time alerts, and 
coordinate responses across institutions. Develop 
cybersecurity capacity-building programs for 
smaller banks and fintech startups that lack 
technical expertise. 
Promote Financial and Digital Literacy 

Launch nationwide digital literacy campaigns 
in collaboration with educational institutions and 
telecom operators to educate users on safe 
online banking practices. Integrate financial 
inclusion education into the national curriculum 
to ensure that digital literacy complements 
economic awareness. Partner with local NGOs to 
deliver community-based digital training, 
focusing on women and rural entrepreneurs. 
Enhance Regulatory Agility and Collaboration 

The SBP should transition from traditional 
compliance-based supervision to risk-based 
regulatory frameworks that adapt dynamically to 
technological innovations. Establish regulatory 
sandboxes to test fintech products in controlled 
environments, fostering innovation while 
safeguarding consumers. Strengthen 
coordination among the SBP, Pakistan 
Telecommunication Authority (PTA), and the 
Ministry of IT to align data protection, payment 
systems, and fintech regulations. 
Support Inclusive Digital Infrastructure 

Expand broadband and 5G coverage in rural 
and remote areas to enable equitable access to 
digital financial services. Provide incentives for 
banks to deploy branchless and agent banking 
models in underserved regions. Encourage 
public–private partnerships to invest in shared 
digital platforms, reducing operational 
duplication across institutions. 

Foster Innovation and Human Capital 
Development 

Encourage banks to invest in research and 
innovation labs focused on artificial intelligence, 
blockchain, and predictive analytics to enhance 
efficiency and risk management. Introduce 
specialized training programs for banking 
professionals to adapt to digital transformation, 
covering data analytics, cybersecurity, and 
customer experience management. Promote 
collaboration between universities and the 
banking industry to develop applied research 
projects on fintech and sustainable banking.  
Integrate Islamic Finance and Digital Innovation 

Develop Shariah-compliant fintech 
standards to ensure algorithmic transparency in 
profit-sharing and investment processes. 
Encourage Islamic banks to adopt digital 
advisory and investment platforms to reach 
younger, tech-savvy consumers. Position 
Pakistan as a regional hub for ethical digital 
finance, leveraging its dual advantage of Islamic 
banking expertise and emerging fintech 
capacity. 
Future Research Directions 

This research predominantly utilized 
secondary data; subsequent studies may 
enhance the analysis by incorporating empirical 
methods, including surveys and interviews with 
banking experts and clients. Comparative 
analyses among South Asian economies could 
shed light on how policy frameworks and 
technological readiness affect the speed of 
digital transformation. Additionally, longitudinal 
studies monitoring cybersecurity preparedness 
and consumer behaviour would yield significant 
insights into the changing landscape of the 
digital banking ecosystem.  

The digital transformation of Pakistan's 
banking sector has evolved from being a mere 
modernization option to a critical strategic 
requirement for fostering inclusive growth, 
enhancing financial resilience, and ensuring 
global competitiveness. This transition, 
however, must extend beyond the mere 
adoption of technology to encompass 
institutional maturity, policy coherence, and 
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ethical innovation. With ongoing dedication from 
the government, financial institutions, and 
academic circles, Pakistan possesses the potential 
to become a regional frontrunner in digital and 
Islamic banking innovation, thereby establishing a 
benchmark for other developing economies 
aiming for inclusive digital transformation. 
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