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ABSTRACT 

 

This study examines the impact of fintech regulatory sandboxes on SME financing using a 

qualitative case study of the Central Bank of Nigeria’s fintech regulatory sandbox framework. 

Anchored in Financial Intermediation Theory and Adaptive Regulation Theory, the study adopts 

a policy-oriented approach to analyze how sandbox design influences fintech innovation 

pathways, regulatory learning, and SME financing outcomes in a developing economy context. 

Drawing on regulatory documents, policy reports, and recent empirical literature, the findings 

show that regulatory sandboxes shape SME financing indirectly by enabling controlled 

experimentation with digital lending, alternative credit scoring, and embedded finance, while 

moderating innovation–risk trade-offs through supervisory oversight. The study further finds that 

sandbox participation enhances institutional credibility and market confidence, facilitating 

responsible scaling of fintech solutions relevant to SMEs. Overall, the paper contributes to fintech 

regulation and SME finance literature by demonstrating that regulatory sandboxes function as 

adaptive governance tools that align innovation with financial stability and inclusion objectives 

in emerging markets. 

 

Keywords: Fintech Regulatory Sandbox, SME Financing, Adaptive Financial Regulation, Digital 
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1.0 INTRODUCTION 

 

Small and Medium Enterprises (SMEs) play a critical role in economic development by 

contributing significantly to employment creation, innovation, and inclusive growth, particularly 

in developing economies. In Nigeria, SMEs account for the majority of registered businesses and 

serve as a key driver of poverty reduction and economic diversification. Despite their importance, 

access to finance remains one of the most persistent constraints facing SMEs, as traditional 

financial institutions often impose stringent collateral requirements, high interest rates, and 

complex lending procedures that exclude small firms from formal credit markets (Beck, Senbet, 

& Simbanegavi, 2021; World Bank, 2023). These structural financing gaps have continued to limit 

SME productivity, growth, and long-term sustainability. 

 

In recent years, financial technology (fintech) has emerged as a disruptive force with the potential 

to transform SME financing by lowering transaction costs, reducing information asymmetry, and 

expanding access to credit through digital lending platforms, alternative data analytics, and 

embedded financial services. Empirical evidence suggests that fintech-driven financial 
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intermediation can improve credit availability for underserved SMEs, particularly in environments 

characterized by weak financial infrastructure and high levels of informality (Frost et al., 2022; 

Cornelli et al., 2022). Nigeria has experienced rapid fintech growth, positioning the country as one 

of Africa’s leading fintech hubs, driven by high mobile penetration, a large unbanked population, 

and increasing demand for digital financial services. 

 

However, the rapid expansion of fintech innovation has also introduced new regulatory challenges 

related to consumer protection, data privacy, cyber risks, and systemic stability. Regulators face a 

fundamental policy dilemma: overly restrictive regulation may stifle innovation and undermine 

financial inclusion, while insufficient oversight may expose consumers and the financial system 

to significant risks (Zetzsche et al., 2020; Arner, Barberis, & Buckley, 2022). In response to this 

challenge, regulatory sandboxes have gained prominence as policy tools that allow regulators to 

support innovation within controlled environments while learning about emerging risks and 

refining regulatory frameworks. 

 

Against this backdrop, the Central Bank of Nigeria (CBN) introduced the Fintech Regulatory 

Sandbox Framework as part of its broader strategy to promote financial innovation, enhance 

financial inclusion, and safeguard financial stability. While regulatory sandboxes are increasingly 

adopted globally, there remains limited empirical and policy-oriented research on how such 

frameworks influence SME financing outcomes in developing economies. Existing studies largely 

focus on fintech adoption, financial inclusion, or sandbox design in advanced economies, with 

insufficient attention to the institutional mechanisms through which sandboxes shape innovation 

behavior, regulatory learning, and SME access to finance in emerging markets (Bromberg, 

Godwin, & Ramsay, 2021; Ozili, 2023). This gap is particularly evident in the Nigerian context, 

where fintech innovation has outpaced regulatory capacity and empirical evaluation remains 

scarce. 

 

The objective of this study is therefore to examine how fintech regulatory sandboxes influence 

SME financing by analyzing the case of the Central Bank of Nigeria’s Fintech Regulatory Sandbox 

Framework. Specifically, the study seeks to understand how sandbox design affects fintech 

innovation pathways, how regulatory learning mediates innovation–risk trade-offs, and how these 

dynamics shape SME financing access and sustainability. By adopting a qualitative, case study–

based approach, the study responds to calls for deeper institutional and policy analysis of fintech 

regulation beyond purely technological or market-focused perspectives. 

 

The significance of this study lies in its contribution to fintech regulation literature, SME finance 

policy, and adaptive regulatory governance in developing economies. The study provides policy-

relevant insights for regulators seeking to balance innovation and stability, for fintech firms 

navigating compliance in emerging markets, and for stakeholders aiming to leverage fintech 

innovation for inclusive SME financing. By positioning Nigeria as a critical policy laboratory, the 

study also offers lessons that are transferable to other developing economies facing similar 

regulatory and financial inclusion challenges. 

 

2.0 Literature Review 

 



Nigerian Journal of Banking and Financial Issues (NJBFI) 

Vol 12, No.1, March, 2026 

 

  
Department of Finance, Ekiti State University, Ado-Ekiti 

Page 288 

 

2.1 Conceptual Review 

 

The conceptual foundation of this study is anchored on the interaction between fintech regulatory 

sandboxes, fintech innovation outcomes, and SME financing, within a broader regulatory and 

institutional environment. At the core of this relationship is the fintech regulatory sandbox, which 

serves as a policy instrument designed to facilitate controlled experimentation with innovative 

financial products while managing regulatory and systemic risks. Regulatory sandboxes are 

conceptualized as structured testing environments that provide temporary regulatory flexibility 

under supervisory oversight, allowing regulators to observe innovation dynamics, assess risks, and 

refine regulatory responses (Zetzsche et al., 2020; Arner, Barberis, & Buckley, 2022). In this study, 

the sandbox framework represents the primary policy variable influencing innovation behavior 

and market outcomes. 

 

Fintech innovation constitutes a central mediating variable linking regulatory sandboxes to SME 

financing outcomes. Fintech innovation in the context of SME finance includes digital lending 

platforms, embedded finance solutions, alternative credit scoring mechanisms, and digital 

onboarding processes that leverage data analytics and platform-based ecosystems. Conceptually, 

fintech innovation alters traditional financial intermediation by reducing transaction costs, 

improving information flows, and enabling credit provision to SMEs that are underserved by 

conventional banking systems (Frost et al., 2022; Cornelli et al., 2022). However, the effectiveness 

of these innovations depends on the regulatory environment within which they operate, as 

regulatory uncertainty or excessive compliance burdens may constrain experimentation and 

scaling. 

 

SME financing outcomes represent the key dependent variable in the study. Conceptually, SME 

financing extends beyond credit volume to include access, affordability, speed of service delivery, 

and sustainability of financing solutions. Recent literature emphasizes that fintech-enabled SME 

finance is most impactful when it enhances the underlying transactional infrastructure—such as 

payment systems, data quality, and firm formalization—rather than merely expanding short-term 

credit supply (Demirgüç-Kunt et al., 2024; Gomber et al., 2020; Goo & Heo, 2020). In developing 

economies like Nigeria, where SMEs often operate informally and lack conventional credit 

histories, these infrastructural improvements are critical for improving creditworthiness and long-

term financial inclusion. 

 

Regulatory learning and institutional capacity function as key moderating variables within the 

conceptual framework. Regulatory learning refers to the ability of regulators to generate insights 

from sandbox experimentation and translate them into adaptive policy and supervisory practices. 

Institutional capacity, in turn, shapes how effectively regulators can enforce consumer protection, 

manage data governance, and coordinate across agencies. Studies suggest that regulatory 

sandboxes are most effective when embedded within institutions capable of iterative learning, 

proportional supervision, and inter-agency coordination (Bromberg, Godwin, & Ramsay, 2021; 

Ozili, 2023). Weak institutional capacity may limit the developmental impact of sandboxes by 

undermining enforcement and post-sandbox scaling. 
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Conceptually, the interaction among these variables is dynamic and feedback-driven. Regulatory 

sandbox design influences fintech innovation pathways, which affect SME financing outcomes, 

while observed risks and market behaviors feed back into regulatory adjustment and policy 

refinement. This feedback loop reflects an adaptive governance logic in which regulation and 

innovation co-evolve rather than operate in isolation. By conceptualizing fintech regulation as a 

dynamic system linking policy design, innovation behavior, and SME finance outcomes, this study 

provides a framework for understanding how regulatory sandboxes can support inclusive and 

sustainable financial development in emerging economies. 

 

 
 

Figure 1: Institutional Governance Map of Nigeria’s Fintech Regulatory Architecture 

 

The above diagram illustrates the complex regulatory framework of fintech in Nigeria, with the 

Central Bank of Nigeria playing the key role of coordination with the support of other key 

regulatory bodies in the country, including the Securities Exchange Commission, the Nigerian 

Deposit Insurance Corporation, and the Nigerian Communications Commission. The above 

diagram illustrates the areas of coordination, overlap, and unique roles of these bodies in the 

governance of fintech in the country. 

 

2.2 Theoretical Review 

 

This study is underpinned by two complementary theoretical perspectives: Financial 

Intermediation Theory and Adaptive Regulation Theory. Together, these theories provide a robust 

analytical lens for explaining how fintech regulatory sandboxes influence SME financing 

outcomes through innovation enablement, regulatory learning, and institutional governance. 

 

Financial Intermediation Theory explains the role of financial systems in channeling funds from 

surplus units to deficit units while managing information asymmetry, transaction costs, and risk. 

Traditional financial intermediaries, particularly banks, have historically struggled to serve SMEs 

efficiently due to high screening costs, limited collateral, and opaque financial information. As a 

result, SMEs in developing economies often remain excluded from formal credit markets despite 

their economic significance (Beck et al., 2021). Fintech innovation challenges this traditional 
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intermediation structure by introducing digital platforms that leverage alternative data, automation, 

and platform-based ecosystems to assess creditworthiness and deliver financial services more 

efficiently. Recent studies show that fintech-enabled intermediation can reduce transaction costs, 

improve credit access, and expand financing to underserved SMEs, especially in environments 

with weak financial infrastructure (Frost et al., 2022; Cornelli et al., 2022). Within this theoretical 

framework, fintech innovation functions as an alternative intermediation mechanism that reshapes 

SME financing channels. However, the theory also acknowledges that unregulated or weakly 

supervised intermediaries may generate new risks, underscoring the importance of effective 

regulatory oversight in ensuring that efficiency gains do not come at the expense of financial 

stability. 

 

Adaptive Regulation Theory complements this perspective by focusing on how regulatory systems 

evolve in response to innovation under conditions of uncertainty. Unlike traditional rule-based 

regulation, adaptive regulation emphasizes experimentation, feedback, and continuous learning as 

core regulatory principles. Regulatory sandboxes exemplify this approach by allowing regulators 

to observe fintech innovations in controlled environments, assess emerging risks, and adjust 

regulatory frameworks based on empirical evidence rather than ex ante assumptions (Zetzsche et 

al., 2020; Arner, Barberis, & Buckley, 2022). From this theoretical standpoint, regulatory 

sandboxes are not deregulatory instruments but institutional learning mechanisms that balance 

flexibility with accountability. In developing economies, where fintech innovation often outpaces 

regulatory capacity, adaptive regulation provides a pragmatic framework for managing 

innovation–risk trade-offs while supporting policy objectives such as financial inclusion and SME 

financing (Bromberg, Godwin, & Ramsay, 2021). 

 

The integration of these two theories offers a coherent explanation of the mechanisms examined 

in this study. Financial Intermediation Theory explains why fintech innovation can improve SME 

access to finance, while Adaptive Regulation Theory explains how regulatory sandboxes shape the 

conditions under which such innovation can develop responsibly. Together, they support the 

study’s argument that fintech regulatory sandboxes influence SME financing not directly, but 

through mediated innovation pathways and moderated regulatory learning processes. This 

theoretical synthesis is particularly appropriate for analyzing Nigeria’s fintech sandbox, where 

rapid innovation, institutional constraints, and inclusion objectives intersect within an evolving 

regulatory environment. 

 

2.3 Empirical Studies 

 

Empirical research on fintech regulation, regulatory sandboxes, and SME financing has grown 

substantially in recent years, although the depth and geographical coverage of existing studies 

remain uneven. The most recent empirical studies emphasize the role of regulatory sandboxes as 

policy instruments that shape innovation incentives, market confidence, and financial 

intermediation outcomes rather than serving as mere regulatory exemptions. 

 

Recent empirical evidence from 2025 highlights the innovation-enhancing role of adaptive 

regulatory frameworks. Bu (2025) provides panel evidence from China showing that the 

introduction of fintech regulatory sandbox regimes is positively associated with fintech 
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development and improved financial market performance, suggesting that regulatory 

experimentation can stimulate innovation under controlled conditions. Similarly, Wu (2025) finds 

that flexible fintech regulation enhances corporate digital innovation by reducing regulatory 

uncertainty and encouraging experimentation, reinforcing the importance of adaptive regulatory 

environments in technology-driven sectors. 

 

Firm-level empirical studies further demonstrate the signaling effects of sandbox participation. 

Using evidence from the United Kingdom, Cornelli et al. (2024) show that fintech firms admitted 

into the regulatory sandbox experience higher probabilities of raising external capital and larger 

post-entry funding volumes. The authors attribute these effects to reduced information asymmetry 

and increased regulatory legitimacy, which enhance investor confidence. Complementing this 

evidence, Kálmán (2025) finds through comparative qualitative analysis that sandbox participation 

accelerates innovation speed and market access, but outcomes depend critically on supervisory 

engagement and institutional capacity. 

 

Empirical studies published in 2024 increasingly examine fintech’s contribution to SME financing 

and financial inclusion. Abu (2024) finds that fintech innovation significantly improves SME 

access to finance when supported by credible regulatory frameworks and government policy 

alignment. Demirgüç-Kunt et al. (2024) further show that fintech adoption contributes to financial 

inclusion and SME credit access, particularly in developing economies with weak traditional 

banking infrastructure, although outcomes vary depending on regulatory quality and institutional 

readiness. 

 

Evidence from 2023 underscores the importance of governance and regulatory capacity in shaping 

fintech outcomes. McCallum (2023), focusing on South Africa, finds that regulatory sandbox 

effectiveness depends on the presence of strong institutional foundations, including supervisory 

expertise and inter-agency coordination. Khan et al. (2023) demonstrate that fintech expansion can 

have mixed effects on financial stability, with positive inclusion outcomes offset by heightened 

systemic risks in the absence of effective regulation. Ozili (2023) similarly finds that while digital 

finance promotes inclusion in African economies, regulatory weaknesses can undermine 

sustainability and consumer protection. 

 

Other 2023 studies highlight the institutional dimensions of fintech development. Claessens et al. 

(2023) document the rapid growth of fintech and BigTech credit globally and emphasize that 

regulatory responses significantly influence how such credit affects market competition and SME 

financing. Bibliometric and systematic reviews conducted in the same year identify regulatory 

governance as one of the most underexplored dimensions of fintech–SME finance research, 

particularly in developing economies. 

 

The 2022 empirical literature provides foundational insights into fintech-driven financial 

intermediation and associated risks. Frost et al. (2022) show that BigTech and fintech firms reduce 

credit frictions and expand access to finance but simultaneously raise concerns regarding market 

concentration and regulatory arbitrage. Cornelli et al. (2022) find that fintech and BigTech credit 

reshape traditional intermediation patterns, with implications for competition, financial stability, 

and SME lending. Nguyen (2022) reports that fintech development may increase financial 
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instability in emerging markets unless accompanied by strong regulatory discipline and 

governance mechanisms. 

 

Earlier empirical studies continue to inform the sandbox debate. Bromberg et al. (2021) provide 

empirical evidence that regulatory sandboxes improve regulatory understanding of innovation 

while fostering responsible experimentation. Beck et al. (2021) show that financial innovation 

enhances SME financing in Africa when combined with supportive institutional frameworks. 

Cornelli et al. (2020) present early evidence from the UK Financial Conduct Authority sandbox, 

indicating that sandbox participation reduces regulatory uncertainty and improves access to 

finance for fintech firms, with indirect benefits for SME financing. 

 

The empirical literature suggests three key conclusions relevant to this study. First, regulatory 

sandboxes can promote fintech innovation and investment by reducing uncertainty and signaling 

regulatory legitimacy, but their effectiveness depends on institutional capacity and supervisory 

engagement. Second, fintech innovation can expand SME financing by lowering intermediation 

costs and improving information flows, while simultaneously introducing new consumer and 

systemic risks that require adaptive oversight. Third, despite growing empirical evidence from 

advanced economies, there remains limited context-specific analysis of how regulatory sandboxes 

influence SME financing in African economies. This gap underscores the need for policy-oriented 

case studies, such as the present study, that examine regulatory learning, institutional governance, 

and responsible scaling of fintech innovation within developing-country contexts. 

 

3.0 Methods 

 

This study adopts a qualitative, case study–based methodological approach to examine the impact 

of fintech regulatory sandboxes on SME financing, with specific reference to the Central Bank of 

Nigeria’s fintech regulatory sandbox framework. The methodological choices are guided by the 

study’s objective of generating policy-relevant insights into regulatory design, institutional 

learning, and innovation–finance linkages, rather than statistical generalization. 

 

3.1 Research Design 

 

The research design is a qualitative single-case study. This design is appropriate for examining 

complex regulatory phenomena that are embedded within specific institutional, legal, and policy 

contexts. Regulatory sandboxes are governance mechanisms whose effects unfold through 

regulatory interactions, supervisory learning, and institutional adaptation, making them unsuitable 

for purely quantitative modeling. The single-case study approach enables in-depth analysis of 

regulatory intent, implementation processes, and observed outcomes, while allowing for analytical 

generalization to similar developing-economy contexts. Nigeria is selected as a critical case 

because it combines rapid fintech growth, persistent SME financing constraints, and an evolving 

regulatory framework. 

 

3.2 Study Population 
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The study population comprises institutional and policy actors involved in fintech regulation and 

SME financing in Nigeria. This includes the Central Bank of Nigeria as the primary regulatory 

authority, fintech firms operating or eligible to operate within the sandbox framework, SMEs as 

end-users of fintech-enabled financial services, and related regulatory and policy institutions such 

as capital market and telecommunications regulators. Given the qualitative nature of the study, the 

population is conceptual rather than numerical, focusing on regulatory structures, policy 

instruments, and institutional interactions. 

 

3.3 Sampling and Sampling Techniques 

 

A purposive sampling technique is employed to select relevant data sources and policy materials. 

This approach is suitable for qualitative policy research where the objective is to capture depth, 

relevance, and institutional significance rather than representativeness. Regulatory documents, 

sandbox guidelines, supervisory communications, policy frameworks, and official reports are 

selected based on their direct relevance to fintech regulation and SME financing. In addition, peer-

reviewed academic studies published between 2020 and 2025 are purposively sampled to support 

contextualization and comparative analysis. 

 

3.4 Model Specification 

 

The study is guided by a conceptual–analytical model rather than a statistical econometric model. 

The model specifies a causal and feedback relationship between fintech regulatory sandbox design 

(independent variable), fintech innovation outcomes (mediating variable), regulatory learning and 

institutional capacity (moderating mechanisms), and SME financing outcomes (dependent 

variable). Conceptually, the relationship can be expressed as: SME Financing Outcomes = f 

(Fintech Regulatory Sandbox, Fintech Innovation, Regulatory Learning, Institutional Capacity) 

 

In this model, the regulatory sandbox influences SME financing indirectly through its effect on 

fintech innovation pathways, while regulatory learning and institutional capacity shape the 

effectiveness and sustainability of these outcomes. The model further incorporates a feedback loop 

in which observed outcomes inform regulatory adjustment and policy refinement. 

 

3.5 Estimation Logic 

 

Given the qualitative nature of the study, estimation is conducted through analytical inference 

rather than numerical estimation. The estimation logic involves assessing the strength, direction, 

and plausibility of relationships among the model variables based on documented regulatory 

practices, observed innovation patterns, and evidence from empirical literature. This approach 

aligns with qualitative institutional analysis, where causal mechanisms are inferred through 

process tracing, pattern matching, and theoretical consistency rather than statistical coefficients. 

 

3.6 Method of Analysis 

 

Data analysis is conducted using thematic and institutional analysis techniques. Thematic analysis 

is applied to identify recurring patterns related to regulatory sandbox objectives, fintech innovation 
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behavior, SME financing implications, and risk management practices. Institutional analysis is 

used to examine regulatory roles, governance structures, inter-agency coordination, and learning 

mechanisms within the sandbox framework. Comparative insights from selected international 

sandbox jurisdictions are used analytically to strengthen interpretation, not for empirical 

comparison. Together, these methods enable a systematic evaluation of how regulatory sandboxes 

function as adaptive governance tools influencing SME financing outcomes. 

 

3.7 Conceptual framework 

 

 
 

Figure 2: Conceptual Framework of Fintech Regulatory Sandbox Impact on SME Financing 

 

This conceptual framework illustrates how fintech regulatory sandbox design influences SME 

financing outcomes through mediated innovation pathways and regulatory learning. Sandbox 

features enable fintech innovation, which improves SME access, cost, speed, and sustainability 

of finance. Regulatory learning and compliance moderate innovation risks, while policy 

refinement and scaling feed back into sandbox design, reflecting an adaptive regulatory 

governance process in developing economies. 

 

4.0 Discussion of Results 
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Figure 3: Regulatory Sandbox Lifecycle and Adaptive Regulatory Feedback Loop 

 

This figure illustrates the regulatory sandbox as a cyclical and adaptive governance process. It 

traces the progression from policy problem identification to sandbox design, controlled 

experimentation, and risk assessment, culminating in regulatory learning and policy refinement. 

The embedded feedback loop highlights how supervisory insights continuously inform regulatory 

adjustment, enabling responsible fintech innovation and sustainable SME financing outcomes. 

 

The findings from the case analysis of the Central Bank of Nigeria’s fintech regulatory sandbox 

provide important insights into how regulatory sandboxes function as adaptive governance 

mechanisms that influence fintech innovation and SME financing outcomes in developing 

economies. The discussion reveals that regulatory sandbox design shapes SME financing 

indirectly by structuring innovation pathways, moderating innovation–risk trade-offs, and 

enhancing institutional credibility rather than by directly expanding credit supply (Central bank of 

Nigeria [CBN] 2021). 

 

First, the results indicate that the regulatory sandbox has contributed to reshaping SME financing 

channels by enabling supervised experimentation with fintech solutions that address structural 

financing frictions. The sandbox framework facilitates the testing of digital lending models, 

alternative credit assessment mechanisms, and digital onboarding processes that lower transaction 

costs and reduce information asymmetry between SMEs and financial service providers. This 

finding is consistent with Financial Intermediation Theory, which posits that improvements in 

information flows and transaction efficiency enhance the ability of intermediaries to serve 

underserved market segments such as SMEs. In the Nigerian context, the sandbox’s emphasis on 

payment infrastructure, data-driven solutions, and onboarding processes suggests that its most 

immediate contribution to SME financing lies in strengthening the foundational infrastructure that 

supports SME creditworthiness rather than in rapidly increasing loan volumes. This supports 

existing empirical evidence that sustainable SME finance gains from fintech are closely linked to 

improvements in transactional and informational systems (Cornelli et al., 2022; Demirgüç-Kunt et 

al., 2024). 
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Figure 4: Sandbox-to-Market Transition Pathway for Fintech Innovations 

 

The diagram below represents the policy process through which fintech innovations move from 

entry into a regulatory sandbox, through a process of sequential stages of testing and risk 

assessment, and ultimately towards exit strategies like licensing, strategic partnerships, and 

scaling. The framework, therefore, points out the importance of supervision as a tool that facilitates 

innovation and sustainable development of financial markets for SMEs. 

 

Second, the discussion highlights the trade-offs between innovation acceleration and compliance 

rigor embedded within the sandbox framework. The findings suggest that regulatory flexibility—

through temporary exemptions, controlled testing parameters, and supervisory guidance—reduces 

regulatory uncertainty and encourages fintech participation. At the same time, safeguards related 

to transaction limits, consumer protection, and data governance constrain excessive risk-taking. 

From the perspective of Adaptive Regulation Theory, this reflects a shift toward proportional and 

learning-oriented regulation, where regulatory rules evolve through observation and feedback 

rather than static enforcement (Zetzsche et al., 2020; Arner, Barberis, & Buckley, 2022). However, 

the results also indicate that compliance requirements during the testing phase may pose entry 

barriers for smaller or less-resourced fintech firms, potentially limiting diversity in innovation. 

This underscores the need for continuous calibration of sandbox rules to balance inclusion, 

innovation, and stability. 
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Figure 5: Innovation - Risk Trade-off Matrix in Fintech Regulatory Sandbox 

 

The above matrix illustrates the trade-off between flexibility and risk in the development of a 

fintech sandbox. The horizontal axis represents the degree of flexibility, while the vertical axis 

represents the level of consumer and systemic risk. The central quadrant represents the optimal 

trade-off, which facilitates innovation in a proportionate manner, thus enabling sustainable 

development in the financing of small and medium-sized enterprises (SMEs). 

 

Third, the findings demonstrate that institutional credibility and investor confidence are critical 

transmission mechanisms linking sandbox governance to SME financing outcomes. The 

regulatory sandbox operated by the Central Bank of Nigeria functions as a signaling device that 

confers regulatory legitimacy on participating fintech firms. This legitimacy reduces uncertainty 

for investors, incumbent financial institutions, and market participants, facilitating partnerships, 

capital access, and post-sandbox scaling (Central Bank of Nigeria [CBN] 2022. This result aligns 

with Institutional Theory, which emphasizes the role of regulatory legitimacy in shaping 

organizational behavior and market confidence. 

 

Consistent with empirical evidence from other jurisdictions, sandbox participation appears to 

enhance fintech firms’ credibility by signaling compliance readiness and regulatory acceptance, 

thereby indirectly supporting the expansion of SME-oriented financial services (Bromberg et al., 

2021; Cornelli et al., 2024). Finally, the discussion reveals that regulatory learning and supervisory 

adaptation are central outcomes of the sandbox framework. The iterative interaction between 

regulators and fintech firms generates insights into emerging risks related to consumer protection, 

data privacy, and prudential stability. These insights feed back into regulatory refinement, 

licensing decisions, and broader policy development. This feedback-driven process reinforces the 

view of regulatory sandboxes as institutional learning systems rather than one-off innovation 

programs. In the Nigerian context, where fintech innovation has developed rapidly alongside 

evolving regulatory capacity, this learning function is particularly important for aligning 

innovation with financial stability and inclusion objectives. 

 

 

Figure 6: Comparative Fintech Regulatory Sandbox Models in Nigeria, the UK, Singapore, and 

Kenya 
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This figure presents a comparison of Nigeria, Kenya, Singapore, and the United Kingdom in terms 

of their fintech regulatory sandbox models in relation to four policy dimensions: regulatory depth, 

institutional capacity, inclusion focus, and supervisory intensity. Such a comparison indicates that 

Nigeria has a context-sensitive and inclusion-focused model of a regulatory sandbox in 

comparison to other countries that are more advanced in terms of institutional depth. 

 

The discussion supports the argument that fintech regulatory sandboxes influence SME financing 

primarily through indirect and institutional channels. By shaping innovation behavior, managing 

innovation–risk trade-offs, and enhancing regulatory credibility, sandboxes create an enabling 

environment for responsible fintech innovation that can support inclusive and sustainable SME 

financing. These results reinforce the relevance of adaptive regulatory governance in developing 

economies, where regulatory frameworks must evolve alongside innovation to address context-

specific challenges and opportunities. 

 

 

5.0 Summary, Recommendations and Conclusion 

 

This study examined the impact of fintech regulatory sandboxes on SME financing through a 

qualitative case analysis of the Central Bank of Nigeria’s fintech regulatory sandbox framework. 

The findings demonstrate that regulatory sandboxes function as adaptive governance mechanisms 

that shape SME financing outcomes indirectly by structuring fintech innovation pathways, 

moderating innovation–risk trade-offs, and enhancing institutional credibility. Rather than acting 

as deregulatory spaces, the sandbox framework enables controlled experimentation with digital 

lending, alternative credit scoring, and embedded finance solutions while generating regulatory 

learning that informs supervisory practices and policy refinement. The study further shows that 

the most significant contribution of the sandbox to SME financing lies in strengthening 

transactional infrastructure, data quality, and onboarding systems that underpin SME 

creditworthiness, rather than in immediate expansion of credit volumes. 

 

Based on these findings, several policy-relevant recommendations emerge. For regulators, the 

study highlights the importance of refining sandbox design to maintain proportional regulatory 

flexibility while strengthening safeguards related to consumer protection, data governance, and 

prudential oversight. Continuous feedback mechanisms and stronger inter-agency coordination are 

essential to ensure that regulatory learning from sandbox participation translates into coherent 

financial sector policy. Regulators should also consider differentiated entry and compliance 

requirements to avoid excluding smaller or early-stage fintech firms that may offer innovative 

solutions for underserved SMEs. 

 

For fintech firms, the results underscore the importance of adopting compliance-by-design 

approaches that integrate regulatory expectations into product development from the outset. Such 

approaches not only reduce regulatory friction but also enhance market credibility and facilitate 

partnerships with incumbent financial institutions. Within the broader SME finance ecosystem, 

policymakers and development stakeholders should support the responsible scaling of sandbox-



Nigerian Journal of Banking and Financial Issues (NJBFI) 

Vol 12, No.1, March, 2026 

 

  
Department of Finance, Ekiti State University, Ado-Ekiti 

Page 299 

 

tested innovations by strengthening digital infrastructure, promoting data interoperability, and 

encouraging partnerships between fintech firms, banks, and SME support institutions. 

 

In conclusion, this study contributes to fintech regulation and SME finance literature by 

demonstrating that regulatory sandboxes are not temporary policy experiments but evolving 

institutional tools that align innovation with financial stability and inclusion objectives. By 

integrating insights from Financial Intermediation Theory and Adaptive Regulation Theory, the 

study shows how regulatory legitimacy and learning mechanisms influence fintech behavior and 

SME financing outcomes in developing economies. 

 

The Nigerian case illustrates that effective sandbox governance requires adaptation to local 

institutional capacity, inclusion priorities, and risk conditions rather than the replication of 

advanced-economy regulatory models. Overall, the study reinforces the argument that adaptive, 

learning-oriented regulatory frameworks are essential for harnessing fintech innovation in support 

of inclusive and sustainable SME financing. 
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