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adence on financial institutions and its stabili
%%dualf inter‘?;l.‘ “f’d pe'rceive. thf’ operating :zz;gé)t)ofsa‘:nb: C:L:Zicte’j . Of . fmw’, e
acting & mt_ermt: zatt:Z’s, tare q.stgnzf.icant catalyst for various macroecon”;zzn'ner' bank_mg e diait
., Enhancing ! e .;a y to critical dimensions of institutions quality and foste[t“c'facwh‘g % o dl'gm,
riences of _an njlcustomers, Statistically affects the financial iﬁtermel; gﬂo-fltfve qméltoﬂaf
aner, there exists a :1 emma of concentrating more on behavioural determinanltar'les md Slgmﬁ“’tm
) performances ﬁxe by rggulators at periodic intervals. Digital platforms havs msza O
the WaY of pr_m.rzdmg ﬁtfanaal services keeping the internal context of conve:i:ea ytmn‘?fo'rmed
gvailing the digital banking products and mitigates the potential cost of traditionalnbcaer;lg i
The panks cannot degend only. on t}fe technological investments alone in acceleratin ﬂzggﬁmm‘?’
factor to grow at rapid pace, ignoring the deepest layer of customer interaction whfch is 102’1 12
practice among bankers rectifying the banking services by one-to-one interactions‘ R

[mprovising the relationship between financial entities and customer dealings builds trust and servic
wality the fore_:rftost factor in equating the macroeconomic stability in financial system. Trust crisij
pilfers the stability factor of banking system, acts as the predominant factor in macroeconémic stability
and interlinkage of economic agents in diminishes operational aspects of banking services. Customer
facing factors in emerging financial markets is seen as core component of financial institutions stability
purely affects the macroeconomic outcomes. The present study examines how behavioural
determinants influences banking institution stability and how this stability transforms into impact on

macroeconomic perceived outcomes within the digital era. It focuses on streamlining digital

transformation, financial inclusion and banking institutions resilience has an uneven tone. The study
proposes a structural model of customer trust, banking technology and service quality as exogenous
constructs influencing banking institution stability and interlinking behavioural drivers to

macroeconomic impact.

A total of 350 valid, completed responses were collected fro
of Tiruvallur district in Tamil Nadu and applied partial lea
(PLS-SEM), reveals the determinants of customer trust, service quality, and the adoption of banking
technology has strong impact factors in resilient banking. The study uses a hypothetical structural
model of banking institution stability as a dependent variable and testing the independent consirucls
of customer trust, service quality, banking technology, macroeconomic impact and financial literacy.
The moderating role of financial literacy on technology usage and Banking stability mea’iate; zhg
relationship between behavioural and economic development indicators, as the outcome whu'hAzs
ger ception-based. The Study stretches the iraditional models of institutions stability by 1'nt¢gf‘¢zt1'rt g With
teh“vw“r al, technological and economic factors in a single framework. The res_ul‘tks‘ e.\.hzbu‘r f Zf]rfnf:ez
rust, service quality and banking technology has significant impact on banking institution SIQDHILY.
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Introduction o |
on banking stability is a significant concern, ag j; hing

: I
yment and economic gr()wth_ The ﬁnancnal System anra 3 ?}-,,,.
» n

The economic corl idors' reliance
* » . . « . dg&ﬂ i+
for financial institutions, promising trust el "

xpansion of credit facilities, emplo
:i:m:‘mgently by sustaining resilieqce as a buffer
and driving economic growth consistently.
However, as the digital era rapidly reconﬁgure§ how bankm,;g,ﬂ:).per:zfvr;zeasn;lrzl;s‘tgﬁg 'I"teTaCtmn .
conducted. a dramatic shift has been observed in the way b.a ing o el t has bec(;me
clear that the territories of banking stability and economic mﬂuence Zn;;:p : gt' gQVel"n ad sl
traditional indicators, such as capital adequacy and asset quallty.' The banking institution S strengt 0
its influence on the economy are reflected in the factors that interrelate at every step, mclucﬁng "

behavioural drivers, trust, service quality, and technology adoption. (Fernindez et al., 2016; oyl

2023).
Traditional research has primarily focused on capital adequacy, asset quality, and the regulatory

framework as drivers of banking stability. These non-financial factors are minuscule acts, akin 1,
economic shocks, that inherently impact the resilience of banks, not only hampering institutiony]

stability but also regional economic outcomes.

The digital era has heightened the need for financial institutions to invest not only in robyg
technological infrastructure but also in the digital literacy of their customer base. The increased level
of financial and digital literacy among customers has led to better utilisation of banking services,
resulting in innovation and reduced transaction risk (Amudhan et al., 2022; Haffke et al., 2016). Digital
transformation acts as both an enabler and a challenge. It also introduces new layers of technological
risk, cybersecurity concerns, and a critical requirement for adaptive trust-building mechanisms (ISR,

2024; Piccinini et al., 201 5).

These Constructs are the key concerns for the dynamic transformation of banking service channels
;rohngh dominate customer expectations towards seamless, secure, and personalised solutions (Bhat
23).

Mo‘st. studies oftgn lack modelling the impact of behavioural and technological variables that shape (¢
ls't::blhty of bankd ing and economic outcomes on digital platforms. The mediating effect of ﬁnanc;!}
!leracy towards integrating digital adoption lack . ' ok, 2025
Vebtasvili, 2024) g P S a comprehensive understanding (Khatta
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con trul cts.

geh gvioural Drivers and Banking Stability

« is the key variable which underpins the i :
rl; relationship stabilises the retentirgn of mosn::;nﬁlrgé?,%:ﬁzhe:gdbf;:ff;?S:g:fr l(fys Ity am? panks
i 201‘6). Numerous studies hayg employed survey-based tools to a;s;eyslé ey ic risk (Fernandez et
roeptions gf rel.labl_hty and stability in banking institutions (Deku OWL;SU-An ehlr;p;;t a0 9
gimilar studl_es highlight trust as the key factor. Now, the prevalen::e of digital T;n’k' elns? hlangle'
5 ustOfger reel:)a:lnfﬁeotll.la?il.ltl.gle ;nter:c:iog has dramatically increased whic%n effectiv:g z:;r?:;;iatr‘;}i
gependenc raditional model o trust in banking services. , :
»cuses on trust, which has a direct impact on moderatit%g the ;gngf)}llla(t;f %Sfl?r)léll\é[g;tazg t;:::;:;z

ihe stability of banks.

Service quality, as cqnceptualised in the SERVQUAL model (Parasuraman, Zeit ‘

has long be_en‘recognlsgd asa cc?merstone of customer satisfac(tion anda key’ facto};a;;all’lnf;x: ;r;—y‘u,uit?gzl
stature. Similar studies indicate that organisational stability and performance depend on
responsiveness, clarity in communication, and reliability, with these being the prime concerns (Li et
al,, 2023 ; Fernandez et al., 2016). However, much of this research views service quality as a uniform.
unchanging concept. The evolving connection between perceived service quality and digital literacy
remains largely unexplored; this study intends to bridge this gap. '

mobile banking apps to Al-driven interfaces and fintech platforms,

Digital technologies, ranging from
experience in the financial sector

have dramatically reshaped operational efficiency and enhanced user
(Khattak, 2023; Piccinini et al., 2015).

ive edge in strengthening banking stability by reducing costs and
2024). Rapid innovation Still Results in the exclusion of banking
d a surge in operational risk for institutions. (Amudhan et al.,

eracy impacts customer engagement and digital access usage,
acy in a continuum. (Bhat, 2023; 10SR,

Digital adoption provides a competit
increasing transparency (Vebtasvili,

customers with lower digital literacy an
2022). Studies reveal that low financial lit
not capturing the interrelation of factors on technology and Liter

2024).

Banking Stability and Macroeconomic Impact
From a macroeconomic viewpoint, stable banking systems are critical co _
allocation, employment, and entrepreneurship development (Ntarmah et al., 2019). Capntal adequacy
requirements and macroeconomic regulation factors have be.en the determinants of b'fmk S[zlbx}tt) in
earlier research. (Gorton, 1988; Allen & Gale, 1998) The stthes undertaken lack attention u: cu:tm;\l‘cr
behaviours and their perceptions, which is a microeconomic concern roqted in ths z{lrc'% };11h?; :‘ km
relying on dominance towards regulatory and financial variables, even during digital transition sROCKS.

hip between
ly consider tr

nduits for productive credit

and Macroeconomic variables,

stability in banking :
tors for a more nuanced

Earlier models mediate the relations pin bt i
including behavioural factors, but rare ust, quality, and literacy

understanding (Li et al., 2023)-

Methodological Considerations and Research Gaps

{ : i its suitability for
ar, featurcs rominently due o its suita
ol ’ markets (Deku et al., 2019).

P . P o ]
artial least squares SEM (PLS‘SEM )y R e tic of emerging

®Xploratory models and smaller samples char acteris
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A pronounced knowledge gap pe N
banking studics.

i i 1 ork that can examine the factors of .

There is a crucial need for an integrative framew L Rt g | )quam.

technology adoption. and financial literacy, and test their me g 8 effecr, i )h/

F i - 3 3 s

stability of the banking system with broader economic impact. _

The present research addresses this gap by deploying a comprehepsive PII;;-S;EY\I/: model] ths,
these constructs within an empirical setting representative of emerging market challenges_ |y, doj B,

it advances behavioural finance and digital banking literature by c.h.aracterlsmg the pathways thmug;
which human factors and technology synergise to buttress bank resilience and catalyse macroecong,,

U'ﬂi?m

vitality.

Need for the study
The banking sector still struggles to stabilise itself periodically, even 'with di.gital innovation, 5,
sustainable economic growth. The existing traditional financial factors insufficiently addressee; the
behavioural determinants and scattered digital literacy factors. This study examines the interaction
among variables to assess the stability of banks and their impact on economic well-being.

Theoretical framework

The study interlinks the constructs from behavioural finance, service quality, and the technology
adoption model in a comprehensive modelling of drivers of banking stability. Financial literacy is
posited as a moderator that conditions the efficacy of technology adoption on stability, consistent with

human capital theory, which emphasises knowledge empowerment.

Conceptual Framework

Banking |
fim;!ilutiuﬂ TSI . -
ﬁlnhimy'

*Author designed from earlier studies and theoretical frameworks

Model Specification
tudy evaluates the direct effects of Customer Trust (CT), Service Quality (SQ), and Bankni?if
no

This S
Technology (BT) on Banking Institution Stability (BIS), and the effect of BIS on Macroeco
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MED). BIS also functions :
ot ED). X S as a mediator b
1p3 o ’ Ctwee
:':rcrﬂC,V (FL) 18 hypothesised as a moderator on Ihcw I:'LIY“

the ™

CT,SO. BT an »
) 2 d MEI itions
» BIS relationship =SOSR et

ctural model consists of the f‘nlluwing latent variah|
anables:
CT: Customer Trust
4

BT: Banking Technology

BIS: Banking Institution Stability

. MEL Macroeconomic Impact

, FL: Financial Literacy (Moderator)

gtructural Equation

panking Institution Stability (BIS):
BIS=BICT+528Q+[33BT+[34(BT><FL) +1
Macroeconomic Impact (MEI):
MEI=B5BIS+E2

Where:

+1,2,8381,p2,p3 repre
*B4p4 captures the interaction effect of BT moderated by FL on BIS.

sent the path coefficients quantifying direct effects of CT, SQ, and BT on BIS.

+5p5 is the effect of BIS on MEL

{1,0261,22 are the error terms capturing unexplained variance.
and BT influence MEI indirectly through BIS

The mediation hypothesis implies that CT, SQ,

Objectives of the Study
and banking technology on the

I To investigate the impact of customer trust, service quality,
stability of banking institutions.
2 To examine the mediating role of banking institution stability to macroeconomic performance
mdicators’

nking technology and banking

3. To assess the moderating effect of financial literacy between ba
Stability,

d financial stability of banking institutions:

4, i el ,
To evaluate the macroeconomic indicators an
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t pmitively influences the stability of banking
trust positive |
. lity.

1; Custo o |
" panking institution stabi

H2: Service quality has a positive effect on " ”
ption positively affects banking institution stability.

influences macroeconomic impact indicators

H3: Banking technology ado
H4: Banking institution stability positively

Methodology

This study employs a Cros
customers and managers a

s-sectional quantitative research design, collecting the perception oty
Kin,

t a single point in time.

Sampling procedure
customers and branch officers from commerciy) b
e

District, Tamil Nadu. A structured questionnaire was administered 1, 3:\
ch managers, and senior bank officials. Measurement scales of |, S
constructs are taken into consideration in light of earlier literature models. The study period was fr;’”t
March 2025 to September 2025. Cronbach's alpha and AVE evaluate realiability and validity. Stmcmrm[
relationships were tested using PLS-SEM to validate the model paths, mediation, and mOderam;

effects.

The target population comprises banking

operating in Tiruvallur
banking customers, bran

Analysis and Results
Descriptive Statistics
Demographic variables from 350 respondents and their categorisation

Gr(‘integory Frequency Percentage (%) Mean Standard Deviation
%2%4 up 3.87 1.45
5 < 85 24.3
5-34 120 34.3 ]
22‘5’: 65 18.6
e 45 12.9 ]
35 10.0 —
Gender e
Male 550 1 1.42 0430_,_,,4
Female 150 429 — |
Education Level - ]
Nq formal education 10 4.10 13—
Primary school 40 22 ]
Diploma = 22.9
Gr: aduatc and abOVC 160 17. 1
Employment Status 434
Employed full-time 180 3.25 1.3
Employed part-ti 514
part-time 50
11.4
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Sudent___—————1 30 8.6 |
nemployed 4 20 57 |
“Retired T~~~-~~~~g«-A...‘.-iU 1 86 |
enc S 2 | |
a0 T e = 079 |
= 257 |
Rural . L 7 R R
R(.“.bility and Validity of the Constructs S i
Construct :
:"?//Nﬁ’: Customer Trust Cro“ba;h8;4f\|l’hﬂ AVE Score | No. of Items
‘:/A Service Quality T 0.692 4 )
3 Banking Technology 0.8 G 823] 4
4 Financial Literacy 0.765 0-642 4
5 | Banking Institution Stability 0.821 = 4
Macroeconomic Impact 0759 0.632 Z

Source: SmartPLS Results

The co.eﬁ'l.c?ents for the variables are above the critical threshold of 0.60, indicating internal consistency
and reliability of the measurement scales. AVE Scores for the constructs exceed 0.50, confirming strong

convergent validity, and each construct captures the variance of its indicators.

Factor loading of Indicators

| FL2: Understand digital banking tools security

Financial Literacy

————

| FL3: Knowledge about products/services

0.889%*

Financial Literacy 0.8
0.705**

| FLA: Seeks financial information

-

Financial Literacy
0.809**

| BIS!: Bank is financially stable

| BIS?2: Bank sustains operations in downturns

: =
giSS‘ : Its are secure -
--i‘i"ﬂﬂgcml health is consistently strong T

~~E“‘\B‘“ﬁﬂmpmves Tocal economic opportunities

“Mggigﬂiﬂncreases employment

%’Sﬁ%@mm MSMEs

Urce: SmartPLS Results

. M
‘\lLseiOr_oonu'ibutes to community well-being
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Banking Institution Stability
Banking Institution Stability
Banking Institution Stability 1 =22

T 0.834**

Fe TTNLT NS
Banking Institution Stabihity 1 %;&L:;____H
i ac 0.708
acrogconomic lmpact 1 =
L O.818%*

Macroeconomic Impact %6
- —
Macroeconomic lmpact =

Macroeconomic Impact =

Measured Indicators Construct Factor Loading
| CTL: Bank handles transactions securely Customer Trust 0.805** |
CT2: Bank operates transparently Customer Trust 0.861** |
CT3: Bank safeguards personal information Customer Trust 0.896**
CT4: Bank resolves issues fairly Customer Trust 0.778**
SQ!: Staff address customer inquiries promptly Service Quality 0.744**
SQ2: Reliable and consistent services Service Quality 0.309**
$Q3: Courteous and professional employees Service Quality 0.851**
$Q4: Clear and timely communication Service Quality 0.769** |
BT1: User-friendly mobile/online platforms Banking Technology 0792 |
BT2: Frequent use of digital services Banking Technology 0.835%*
BT3: Innovative digital banking _ Banking Technology 0.885%*
| BT4: Digital banking saves time/convenience Banking Technology 0817
| FLI: Confident financial self-management Financial Literacy g :“3:: ‘

0.870**
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Hypothesis Results T |
: Tentrutls Eamp Standary | Statistic | Value Reauy
| H Relationship of Construct! o i Deviation Sta stlc| Vahs |
: sstomer T Ranking | 0389 A 792 ‘ Significy,,
“H Customer Trust > o B S
Institution Stabilly 0277 0.060 4.617 HiEp Significan,
'il—,-— Service Quality - » RBanking N B S
Institution Stability . 4557 170,058 3.923 0.000 ST
- Aﬁe;rv;lil?r;g?m‘rhnro—lng_\' » Banking 0.241 3 T
it ility e 73 | 0000 | o
L o —Timeact | o518 [ 0071 ,_,ﬂ#,&ﬁiﬂh%%%ﬁ, St fican,
_| BIS —+ Macrocconome MPEE_———g 2™ 0.046 4122 ‘ S
| Hea J CT — BIS — Macroeconomc 0.186 -
| . —— =
Impact (Indirect) N 3445 o001 = !
| ect) . -
| Hdb ] SQ — BIS — Macroeconomic 0.144 0.042 Iifican;
| Impact (Indirect) 558 T e
L Hsc r] BT — BIS — Macroeconomic 0.125 0.040 Znificam
| Impact (Indirect) . AT TR — -
.’I He | BT x Financial Literacy — Banking 0.101 0.039 ‘ gmﬂ“?’"
| ituti ili (Moderatiqy,
L Institution Stability u

Structural Model Results
i - -value Support .
Hvpothesis Path Coefficient (B) t-value | p-va pP‘M’L
E mm = CT — BIS 0.36 5.82 <0.001 .
[ H2 SQ — BIS 0.28 4.61 <0.001 Yes
‘-\ﬂ

|_H3 BT — BIS 0.24 3.92 <0.001 -
| H4 BIS — MEI 0.52 8.45 <0.001 Yes
[ HS Indirect (CT — BIS — MEI) 0.19 4.12 <0.001 Yes
[ HS Indirect (SQ — BIS — MEI) 0.15 3.45 <0.001 Vs
| HS Indirect (BT — BIS — MEI) 0.12 2.98 0.002 Yes

Moderation (BT x FL — BIS) 0.10 2.56 0.011 Yes

| Hé6
Customer Trust (CT), Service quality (SQ) and Banking Technology (BT) significantly predict Banking
Institution stability (BIS), with CT having the strongest direct effect (B=0.36).

Banking Institution Stability (BIS) strongly influences Macroeconomic Impact (MEI) (B=0.52)

Mediation ana}ysis confirmed BIS as a significant mediator, establishing that CT, SQ, and BT affect
macroeconomic outcomes primarily through their impact on bank stability.

’I.'he‘moderat.ion' cﬁfcct of Finz‘mcial Literacy (FL) on the BT — BIS relationship was positive and
significant, indicating that higher financial literacy enhances the beneficial impact of banking

technology.

;hofier?m fta%‘;f’dﬂess of fit (SRMR = 0.062) was within acceptable limits (below 0.08), confirming

Interaction Impacts Main Effects

Interactio

Term " Description Interpretation of Coefficient

BTxFL Moderates effect of Banking Change in BT's impact on BIS per
Technology on BIS unit of FL

w i : :
hen an interaction exists, the total effect of BT on BIS at a specific level of FL is:

Effect of BT on BIS=B3+B4xFL
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| me cotleted aponses show i
mode S ious age groups. T} with an av

s. Th erage ; e e

75-34 year at 34.3%), the dem“grﬂphic e largest are the younger adultg ?‘ x“;%: (:fzz‘zz/ lﬂdl;,dl(,% a

3 St -24 a 3%) and adults

o " s . results sh
tal banking technologies ; . show the str :
dig! gies, aligning with financial techno;:?ggyb;;sr;if Y(';Jfr“g“fr motefeceptive with
5 on(r -
Education leycls skewed towards higher qualificati ernandez et al., 2016).
(45_7%). ThlS pattern of result aligns with it
financial literacy (Amudhan et al, 2022)

- ;
digitarlls &:E'half of the respondent’s graduates or higher
Ing usage associating with education and

Employment data correlates with the banki
urban customers composing 40% of the Sa;‘:lgﬂ:ngagement and financial stability, with rural and semi-

Factor Loadings

Factor loading specifies the significant relati i
: ationship between observed indi ]
constructs were exceeding 0.7 threshold signifies reliable and valid in(;;::;g;tsors P et

Customer Trust show loadings from 0.778
s - . to 0. .
cecure transaction withing banking environmems_g% demonstrates the perception of transparent and

Service quality ranges from 0.744 to 0. . o . ] o
and digital platforms. 851 confirms multidimensional service quality in both physical

Banking technology has higher loading from 0.792 to 0.885 i
anki ‘has . ; shows cust g
highlights technological innovation is the core factor. S SRR

Financjal literacy 1is s.trong frpm 0.742 to 0.889, customers show information seeking behaviour
confining themselves in knowing on digital tools and financial product knowledge provided by the

banking institutions.
Ba.nking Institution stability with high loading from 0.807 to 0.836 represents perception of customers
is trustworthy over time and banks are resilient in its functioning.

m 0.768 to 0.836 indicates a strong construct of banking

Macroeconomic impact shows loading fro
t among economic indicators through its stability by

institutions creating socioeconomic impac
churning the economy.

g Institution Stability (BIS)

s a substantial and statistically significant impact

< 0.001). Trust plays a vital role in institutional
erceived risk.

H1: Customer Trust (CT) — Bankin

B =0.36) demonstrate

82, p :
lationships and reducing p

The positive path coefficient (
of customer trust on banking stability (t = -

resilience by enhancing long-term customer r¢

H2: Service Quality (SQ) — Banking Institution Stability (BIS)

gh significance (t =461, p< 0.001
reliability and clarity of co

), service quality contributes
mmunication lead to better

With a coefficient of 0.28 and high s!
meémngfuuy to bank stability. Service
nstitutional stability.
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» Banking Institution Stability (BIS)

. . dicates that innovationg iy, ..
_ -~ 392, p~ 0.001) Inc . 0 .
h(;nz:m; stability and enhance operational efficiency. ity

M3: Banking Technology (BT)

The technology adoption effect (B
banking have a posifive influence on
omic
H4: Banking Institution Stability (BIS) — Macroecon
i = ts a
The standardised coefficient 1n the model (B = 0.52) Te(?;‘:c out
relationship between banking stability an.d macroecon :
ibute to economic growth indicators.
T — BIS

financial institutions contn
of Financial Literacy (FL) on B
2.56, p = 0.011) indicates that financial “terac-f
king technology on stability. Customers with higher financial literacy

s in enhanced institutional stability.
Cultivating financial literacy among banking customers is a pressing need of thg hour, which can yie|q
a better institutional reputation and contribute to stability and smoothen_economlc growth. Several Prig
works on the risks of financial innovation have been inconsistent with the performance stability of
wa, 2022; Beck et al., 2016). Banks servicing digitally enabled |
hich reduces the friction from frequent

digital financial services (Syed & Baj .
customers must adapt to behavioural risk factors inherently, whicl .
have digitised, it leads to high expectations of

withdrawal decisions. As banking services \ . :
responsiveness and transparency in customer interaction, both in person and online. The mediation and
moderation effects on the above model reveals that future model requires technology and literacy to be

treated together, instead of testing it in isolation.

Stable banks show trust, service quality, technology innovation interacts and moderated by customers
literacy. The micro level and macro level factors interlink the behavioural risk factors as measured in

impact (MED)

robust and highly significant posit,
comes (t = 8.45, p < 0.001), g‘ihl;

H6: Moderation Effect

The positive moderation coefficient (B = 0.10, t =

strengthens the impact of ban
derive better benefits, which result

empirical results.

Conclusion

This study elucidz.nes the bel.lavi_oural factors supported by robust PLS-SEM analysis, confirms that the
factors not only influence institutions stability but indirectly affects the macroeconomic outcomes
which is the critical mediator. The moderating role of financial literacy interlinks the customer centered

variable even in technological innovation striving on trust and high service quality.

L;;ir‘agmg customer trust and high service quality standards sustains the significant pillars of banking
?n ot lll Slit‘)//;f:ven technological innovation cannot replace it. Systemic stability in financial institutions and
economic growth depends on customers financial literacy and targeting them towards digital

inclusion with education programs.
Limitation and Future Research Directions

As this study is : 5 % gw
over time. Fylztlzr(:orl;z;l:czoss-secnonal data Wh_‘Ch lllmnts the ability to interpret the dynamic changes
can explore on longitudinal designs with multiple markets and regulatory

environments.
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