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Abstract. The digital economy has radically transformed the financial system of 
the world, facilitated innovation and inclusive growth of FinTech, as well as 
resulting in cross-border oversight and systemic risk issues. This paper is 

dedicated to the world mechanism, issues and controlling strategies of digital 
economy empowering FinTech. Digital economy is discovered to empower 
FinTech by enhancing efficiency and driving innovations, developed economy 
depends on open banks to achieve the connection of data, new markets adopt the 
mobile payment to bridge the gap of the financial service. The mode of ecological 
integration in China is based on integrating the approach, and sandboxing 
regulatory compliance in the European Union. Nonetheless, FinTech 
globalization lacks a homogeneous set of challenges which include friction due 

to factor flows, transmission of cross-border risks and regulatory fragmentation. 
In line with this, the current paper will suggest a multi-layer collaborative 
governance structure consisting of cross-border data trust system, common risk 
surveillance, convergence of regulatory rules, and inclusive capacity building. 
The study draws up a paradigm of systematic analysis of the global fintech 
financial governance providing theoretical and practical advice to change the 
balance between FinTech innovation, risks prevention and control, as well as 
inclusive development. 
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1  Introduction 

The digital economy has turned out to become a revolutionary element in the financial
system of the globe; it has led to innovation, enhanced efficiency and promotion of
financial inclusion. Digitizing financial services, which is often termed as FinTech, has
only increased the reorganization of the traditional financial models, making financial
access faster, more affordable, and more inclusive [1, 2]. Data-driven lending models
through digital platforms and mobile payments have helped not only to increase the
efficiency of operations but also democratize access to financial services in markets
that were poorly served before [3].

Nonetheless, the advantages of digital transformation are also coupled with the
increase in regulatory and systemic difficulties. The high pace of internationalization
of FinTech has brought about the risks of data privacy, system security, and transglobal
regulation [4, 5]. Additionally, institutional capacity and philosophies of governance
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between developed and emerging economies have resulted in asymmetries in FinTech
development and regulation [6].

The purpose of this paper is to build a cross-national analytical framework of
understanding this way in which the digital economy empowers FinTech and pinpoint
the key cross-national issues that have emerged out of this change and is to proffer a
model of governance that would facilitate coordinated cross-national collaboration. The
analysis is carried out according to four major segments. Section 2 examines the digital
empowerment mechanisms of efficiency and innovation. Section 3 is an analysis of
cross-border risks and institutional heterogeneity. Section 4 suggests governance
options of collaboration on the global level. Section 5 is a conclusion in terms of
theoretical and policy implications.

2 The Main Dynamics of Digital Economy Enabling FinTech:
Comparative Analysis of the World

2.1 Cross-Country Practices of Efficiency Enhancement

Due to the prevalence of digital technologies, FinTech has emerged as a giant that
facilitated the efficiency, innovation, and inclusivity of the global financial system [1,
2]. The digital economy is reconfiguring data elements, which in turn is enabling
financial services to gain accessibility and business intelligence. Generally speaking,
the empowering mechanisms can be classified into two broad categories, which include
efficiency enhancement and innovation-based development, which exhibit dissimilarity
amongst the economies [3].

Every country comes with specific challenges in efficiency enhancement, which are
examined through cross-country practices.

The closest empowering route of the digital economy is through effectiveness in
financial services. Transactions costs and information asymmetry are minimized by
open information, smart algorithms and premium sharing of information in the financial
intermediation [4]. Plaid model in the U. S. has created an API network founded on
open banking that provides very efficient data connections between banks and third-
party service providers in developed markets [5]. This will allow higher efficiency in
payments, as well as individual service of loan credits and investments, and the shift of
financial institutions to data ecosystems transforms.

In comparison, the digital economy in emerging markets has its main focus on
structural disparities of access to finance. The case of Kenya with its so-called M-Pesa
system shows how communication networks based on mobile can replace conventional
banking service infrastructure making transactions low cost and secure and increasing
financial inclusion [6]. The World Bank Global Findex Database indicates that, the use
of digital payments has enhanced financial access of low-income-groups, and reduced
the costs of transactions, which supports that digital innovation benefits both in terms
of efficiency and inclusion [7].

2.2 Divergent Innovation-States

Other than efficiency, the digital economy encourages financial innovation based on
the integration of technology and institutional adaptation [3]. These mechanisms are
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dependent on the economies and differences are seen in the level of governance and
market maturity [8].

The primarily ecosystem integration model in FinTech innovation is used in China,
as is the case with the Ant Group in its super app strategy. This model uses the power
of data analytics to maximize the use of financial resources and provide users with more
convenience by uniting payment, credit, insurance, and investment offerings in an
integrated data-driven ecosystem [1].

Innovation in the European Union is more or less regulated. The regulatory sandbox
frameworks and the Payment Services Directive (PSD2) encourage open banking and
experimentation in FinTech, with supervised compliance restrictions [9]. As per the
EBA data, the EU regulatory sandbox has nurtured more than 230 projects, and the pass
rate of compliance was 78%. This parallelism regulation-innovation stresses
transparency and consumer protection, which is an institution-first policy that can teach
much about finding the balance between innovation and stability in global digital
finance [10].

Comparatively, developed markets focus on efficiency of innovation by engaging
regulatory coordination and interoperability of data, and emerging economy focuses on
inclusiveness by mobile-based financial services [3, 7]. This opposition implies that
digital empowerment is technological and institutional redefining of the global financial
environment.

To conclude, the empowerment of FinTech by the digital economy poses a two-
foldity: not only does the open data and technological integration increase the efficiency
of its work, but the work of the system is changing, and only by introducing change
into institutional mechanisms, the innovation of the financial system can be achieved.
The two aspects offer the conceptual framework in determining cross-border risks and
governance challenges, which will be addressed in the following sections.

3 Risk Heterogeneity in the Region and Cross-border Challenges

Although the digital economy enhances FinTech globalization, it increases
vulnerabilities in systems. Disparate national policies, regulatory abilities, and
technological networks have resulted in the same diverse risks that seem to soar across
borders [11]. Such obstacles can be divided into three dimensions factor constraints,
cross-border risk transmission, and regulatory fragmentation [12, 13].

3.1 Globalization Paradox in Constraints of Factors

Globalization and localization as twin forces have brought numerous frictions regarding
transnational traffic of information, technology, and human capital. At the data level,
India, Russia and other countries implement data localization to maintain sovereignty
and cybersecurity where data mobility through adequacy decisions is facilitated by the
European Union [14]. This inconsistency adds compliance costs to multinational
FinTech and also impairs data interoperability.

There is a developing global digital talent war at the human capital level. The
developed economies enjoy high-end FinTech skills and talents via innovative
ecosystems, but developing nations lose and suffer skills drain, and furthermore, digital
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inequality is sustained [7]. Such asymmetries undermine the inclusivity of the digital
economy and support uneven development in the world.

3.2 The Cross-Border and Multifaceted Research of Risks

The FinTech risks are transforming into systemic, cross-border and algorithmic risks
[12]. BigTech companies have grown in financial activities, leading to the formation of
digital companies, making most of them too big to fall [15]. They have a cross-border
presence, which increases the possibility of contagion and increases system
vulnerability. Inserting monopoly of financial service engagement and gaining users
rapidly, with the on the side of the traffic, the BigTech becomes a monopoly. Its cross-
business risks (including technology business failures) may be transferred to the entire
financial system by financial services (like payment and credit).

Regulatory arbitrage and risk contagion are also under the category of cross-border
risks. The emergence of crypto-assets and decentralized finance (DeFi) reveals
regulatory issues and regulatory gaps that enable unlawful operations [13]. In addition,
new governance issues are algorithmic and ethical risks, e.g., biases in credit ratings,
which machine learning models can recreate without any intention because models can
discriminate in various socio-cultural settings [16].

3.3 Fragmentation and Dilemmas of Regulatory Co-ordination

Regulatory philosophical differences have brought disparate competition over global
FinTech monitors. Part jurisdictions are lenient towards attracting innovation, whereas
other jurisdictions use regulatory sandboxes to create innovation and prudence balance
[9]. An example of the globally divergent approach to regulation, especially as it relates
to monetary status and consumer protection, is the example of a global stablecoin
project by Facebook known as Libra (later Diem) [12]. This lack of consistency hinders
collaboration and harmonization, and the need to develop compatible systems to
regulate international FinTech is urgently required.

4 Collaborative Governance: Trajectories to an Optimistic State
and a Cooperation Analysis over the World

Multi-level cooperative governance model is necessary in digital finance to reduce the
impact of cross-border risks and fragmentation [17]. There are four areas, data trust,
risk co-management, regulatory convergence, and capacity building, in which effective
collaboration must advance.

4.1 Establishing Trust Systems in Cross Border Data Management

Data governance is the key to digital cooperation. Achieving balance between
innovation and privacy protection through the establishment of cross-border data flow
mechanisms based on the principles of trust, including the Cross-Border Privacy Rules
(CBPRs), exercises a balanced approach to privacy protection [14]. Privacy protecting
technologies (PETs) publicize the technical means of cross-border compliant data
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sharing [18]. Multilateral arrangements in OECD and G20 can enable nations to
construct transparent and interoperable international data systems.

4.2 Enhancing Monitoring of Cross-border Risk and Emergency Response

The Board of Stability (FSB) and the International Monetary Fund (IMF) need to be
even more active in improving risk detection, risk monitoring, and coordination of its
crises [17]. In addition to regular evaluations, such institutions should have dynamic
early-warning systems to include real-time market information, algorithmic risk
measurements, global information dissemination systems so that weaknesses within
cross-border payment systems, digital lending platforms, and crypto-asset markets can
be identified earlier and before they reach systemic crisis. Simultaneously, an
institutionalized structure of joint action between key jurisdictions in case of
cyberattacks, volatility of digital assets, or massive Service interruptions is required to
organize coordinated actions aimed at responding to the crisis. These systems may
encompass established communication guidelines, speedy information-execution plans,
and joint simulation practices among central banks and supervisory bodies to reinforce
working preparedness. The practical use of these cooperative practices, through
institutionalization, will have the power to transform the role of global financial
governance as not a crisis management instrument; but a risk containment mechanism,
which will enhance systemic resilience and instill regular confidence in the digital
financial system among the people.

4.3 The Regulatory Convergence and RegTech Promotion

Harmonization of international standards is essential in order to minimize deviations in
compliance and arbitrage of regulations. G20 promotes consensus based on minimum
requirements in the anti-money laundering (AML) and know-your-customer (KYC)
areas to maintain consistent cross-border compliance practices [18,19]. Moreover, the
technological solutions RegTech and SupTech give regulators data-driven mechanisms
of overseeing activities, which boost regulatory accuracy, effectiveness, and openness
[20]. In addition to harmonisation of regulations, global capacity-building should be
enhanced as well. An international FinTech talent-sharing platform would help to share
technical skills and experience in overseas regulatory strategies and best practices. In
addition, developed economies might offer specific training and capacity-building
support to the rising economies based on such aspects as cybersecurity, managing
digital risks, and data governance. These strategic co-operations would aid reduce the
capability and talent gap between regions, more sustainable ecosystem of digitally
competent professionals, and long-term sustainability and inclusion of digital finance
on a global scale.

4.4 Improving Global Resilience and Multilateral Cooperation

Digital finance can be sustained by enhancing institutional capacity and infrastructure,
especially in the developing and emerging regions. World Bank and ASEAN led
programs have helped improve the digital literacy, regulatory readiness and
modernization of financial infrastructure [7, 21]. Transnational collaboration with a
particular emphasis on the South-South initiatives is crucial in reducing the global
digital divide and promoting inclusive development. In order to promote differentiated
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yet coordinated development, the policy strategies must be in line with the stages of
development of the individual economies. Developed economies need to work on
deploying more advanced regulations coordination to facilitate increased global
confidence in data flow systems and digital identity congruity to ensure cross-border
system compatibility. Conversely, developing and emerging economies must focus on
unification of basic regulatory parameters, the build-up of digital state infrastructures
as well as the encouragement of equitable access to digital finance services. This
hierarchical collaboration would cause a complimentary relationship between leading
innovation and capacity-building, such that digital finance transforms to a common
resilience around the globe and fair development.

5 Conclusion

The development of FinTech in the digital economy has become a paradigm shift of
national innovation to international integration. It is discovered in this research that
digital empowerment works in two fundamental mechanisms, which are efficiency
improvement and innovation-based development as well as creates cross-border
governance, risk management, and ethical regulation troubles.

To overcome those challenges, international collaboration should develop in four
strategic directions. To balance the aspect of innovation and security, first it is
important to establish mutual trust in cross-border data governance. Second, the
coordinated risk monitoring and emergency response mechanisms can be created to
minimize the systemic contagion. Third, the convergence of regulations and RegTech
co-operation should be encouraged to reduce compliance costs and streamline
supervision. Lastly, it is important to strengthen the capacity building of the world and
inclusive collaboration so that digital finance has the effect of promoting fair global
development.

Essentially, cooperative governance can be seen as not only a buffer to the
fundamental instability of systems but also a support of the sustainable development of
FinTech. By aligning the area of innovation with steadiness and inclusiveness, the
digital economy will be able to further propel fair, secure, and resolve worldwide
financial change.
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