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This study examines the effect of financial innovation on the 

financial performance of the Commercial Bank of Ethiopia 

(CBE) in Nekemte Town. As banking shifts toward revenue-

oriented digital strategies, identifying high-impact 

technologies is essential. A census survey of 56 branch 

managers and vice-managers from ten branches was 

analyzed using Pearson correlation and multiple regression 

(SPSS 26). Five innovation dimensions were evaluated: 

product innovation, process innovation, mobile banking, 

technology transfer, and remittance technology. Findings 

reveal that remittance technology is the strongest predictor 

of financial performance (β = 0.661, p < 0.01), followed by 

process innovation (β = 0.213) and mobile banking (β = 

0.193). The regression model explains 92.7% of performance 

variance (R² = 0.927), indicating substantial explanatory 

power. The results suggest that profitability in regional 

markets depends largely on efficient payment and fund 

transfer systems. The study recommends expanding digital 

onboarding services and exploring blockchain solutions to 

reduce transaction costs and strengthen competitive 

advantage. 
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Introduction 

Financial services institutions constitute a fundamental pillar of the modern economy 

by enabling payment systems, mobilizing savings, allocating credit, and managing financial risk. 

Commercial banks, in particular, play a central role in economic stability and growth by 

intermediating funds between surplus and deficit units [1],[2]. Although the core 

intermediation functions of the Commercial Bank of Ethiopia (CBE) have remained largely 

unchanged, the structure and operational logic of the banking industry have experienced a 

profound transformation driven by financial liberalization, intensifying global competition, 

and rapid advances in Information and Communications Technology (ICT) [3],[4]. 

In the Ethiopian context, the banking sector has recently shifted from a strategic 

emphasis on internal cost efficiency toward a revenue-oriented model that leverages digital 

distribution channels. This transition mirrors global banking trends, where digital platforms 

are increasingly used to deepen customer relationships rather than merely automate back-

office functions [5]. Bank managers are now under growing pressure to increase the “share of 

wallet,” defined as the proportion of a customer’s total financial activity captured by a single 

institution [6]. Consequently, banks have accelerated the adoption of mobile banking, platform 

automation, electronic payment systems, and innovative remittance technologies to enhance 

customer engagement and retention [7]. 

These developments are particularly salient in regional commercial hubs such as 

Nekemte Town, where economic activity is characterized by vibrant trade, agricultural income 

flows, and substantial domestic remittance volumes within the Oromia region. The growing 

penetration of mobile phones and digital literacy among younger and urbanizing populations 

has further intensified demand for convenient, technology-enabled financial services [8]. In 

such settings, digital banking innovations are not merely optional enhancements but strategic 

instruments for mobilizing deposits, expanding transaction volumes, and reducing customer 

migration to competing financial institutions. 

Despite the increasing diffusion of digital tools, the empirical relationship between 

financial innovation and bank performance in Ethiopia remains insufficiently explored. 

Existing studies predominantly focus on macro-level indicators, national financial inclusion 

metrics, or broad innovation-performance correlations that overlook internal operational 

mechanisms [9],[10]. At the branch level, particularly in secondary towns, there is a notable 

lack of evidence on how specific technologies—such as electronic remittance platforms, 

Electronic Funds Transfer (EFT), or Point of Sale (POS) systems—translate into measurable 

performance outcomes like return on assets (ROA) or return on equity (ROE) [11]. 

This research gap is critical, as branch-level performance is shaped not only by market 

demand but also by internal process efficiencies, transaction speed, and service reliability. 
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Ignoring these variables risks oversimplifying the innovation–performance nexus and 

obscuring the mechanisms through which technology creates value within bank operations 

[12],[13]. Understanding these dynamics is particularly relevant for state-owned banks such 

as CBE, which must balance commercial objectives with broader developmental mandates. 

The theoretical foundation for examining financial innovation in this context can be 

traced to Silber’s [14] constraint-induced innovation theory, which posits that firms innovate 

primarily to overcome internal or external constraints that limit profitability or operational 

effectiveness. In the case of CBE, geographical dispersion, limited branch accessibility, and 

reliance on manual processes historically constrained service delivery. The introduction of 

mobile and internet banking platforms represents a strategic response to these limitations, 

enabling the bank to extend services beyond physical branch boundaries [7],[14]. 

This perspective aligns closely with transaction cost economics, as articulated by Coase 

[15] and later expanded by Williamson [16]. From this viewpoint, financial innovations are 

adopted to reduce transaction, contracting, and information search costs. In Nekemte branches, 

the deployment of EFT and POS systems directly addresses the high costs and risks associated 

with manual cash handling, long processing times, and reconciliation errors. By streamlining 

transactions and enhancing operational efficiency, such technologies have the potential to 

improve branch-level financial performance while simultaneously enhancing customer 

satisfaction and trust [4],[16]. 

Research Methodology 

A. Research Design 

This study adopted a quantitative research approach using a combination of descriptive 

and explanatory research designs. The descriptive component was employed to systematically 

capture the current status and extent of financial innovation practices implemented across 

Commercial Bank of Ethiopia (CBE) branches in Nekemte Town. In parallel, the explanatory 

design enabled the examination of causal relationships between financial innovation and bank 

performance, thereby moving beyond mere description toward analytical inference. 

Specifically, the study investigated the effect of five innovation-related independent 

variables on financial performance as the dependent variable. Financial performance was 

operationalized using standard accounting-based indicators derived from audited financial 

statements. The conceptual framework, illustrated in Figure 1, depicts a path model in which 

the selected technological innovation variables are hypothesized to exert direct effects on 

branch-level financial performance. This framework provided a structured basis for 

hypothesis formulation and guided the empirical analysis. 
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Fig. 1. The Relationship Between Innovation and Performance 

B. Target Population and Data Collection 

The target population consisted of 56 top-level personnel, including branch managers and 

vice-managers, drawn from ten CBE branches operating in Nekemte Town and the 

corresponding district office. Given the relatively small and accessible population, a census 

approach was adopted to ensure complete coverage of all eligible respondents and to eliminate 

potential sampling bias. 

Primary data were collected using structured questionnaires designed with five-point 

Likert-scale items to capture respondents’ perceptions of innovation adoption and operational 

effectiveness. To enhance measurement reliability, the instrument focused on clearly defined 

innovation dimensions aligned with the conceptual framework. Secondary data were obtained 

from the bank’s annual financial reports covering the period from 2020 to 2024. The 

integration of perceptual survey data with objective financial records strengthened the 

robustness of the analysis and allowed for a more comprehensive assessment of innovation-

driven performance outcomes. 

Results and Discussion 

A. Demographic Characteristics of Respondents 

The demographic analysis reveals that respondents possess profiles well aligned with the 

analytical demands of this study. The workforce is predominantly mature and professionally 

experienced, with 48% of respondents falling within the 41–50 age group. This age distribution 

suggests prolonged exposure to organizational routines and technological transitions, 

enhancing the reliability of perceptual responses related to innovation and performance [17]. 

Gender composition was relatively balanced, with male respondents accounting for 58% of the 

sample, reflecting the broader staffing pattern of the Ethiopian banking sector [10]. 
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Educational attainment was notably high, as 78% of respondents held a Bachelor’s degree, 

indicating strong analytical capacity and familiarity with financial and technological concepts. 

Importantly, 66% of respondents were drawn from the Finance department, which 

substantially strengthens the credibility of responses related to profitability, asset utilization, 

and operational efficiency. Prior research emphasizes that respondents with direct financial 

responsibilities are better positioned to assess performance impacts of innovation initiatives 

[4],[5]. Overall, the demographic profile supports the validity of the dataset and provides a 

solid foundation for interpreting the regression results. 

B. Regression Results and Model Adequacy 

The multiple regression analysis demonstrates a strong and statistically robust 

relationship between financial innovation and bank performance at the branch level. The 

estimated model (Table 1), expressed as: 

Y = 0.482 + 0.095X₁ + 0.213X₂ + 0.193X₃ + 0.005X₄ + 0.661X₅ + ε   (1) 

It explains 92.7% of the variance in financial performance (R² = 0.927), with an adjusted 

R² of 0.918 (Table 2). This exceptionally high explanatory power suggests that innovation-

related variables collectively constitute the dominant drivers of branch-level performance in 

the Nekemte market. Similar magnitudes have been reported in emerging-market banking 

studies where technology adoption directly reshapes transaction structures and revenue 

streams [7],[11]. 

Table 1. Regression Coefficients of Innovation Predictors 

Predictor Unstandardized B Std. Error Beta t Sig. 

(Constant) .482 .268 - 1.797 .079 
Product Innovation .095 .037 .106 2.546 .014 
Process Innovation .213 .096 .225 2.224 .031 
Mobile Banking .193 .084 .172 2.303 .026 
Technology Transfer .005 .010 .020 .475 .037 
Remittance Technology .661 .094 .620 7.025 .000 

 

Table 2. Model Summary 

Metric Value 

R .963 
R-Square .927 
Adjusted R-Square .918 
Std. Error of the Estimate .263 

Model diagnostics further confirm the robustness of the findings. Cronbach’s Alpha values 

exceeding 0.70 across all constructs indicate acceptable internal consistency [18]. Normal 

probability plots confirm that residuals are normally distributed, validating the assumptions 

underlying ordinary least squares estimation [19]. 
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C. Dominance of Remittance Technology 

The most striking result is the overwhelming influence of Remittance Technology (X₅), 

which recorded the largest standardized coefficient (β = 0.620) and a highly significant p-value 

(p = 0.000). This finding confirms that the ability to process domestic and international 

remittances efficiently is the single most important determinant of profitability for CBE 

branches in Nekemte. In a regional economy characterized by labor mobility and inter-regional 

income transfers, remittance services generate high transaction volumes, stable fee-based 

income, and sustained customer engagement [8]. 

This result strongly supports Silber’s [14] constraint-induced innovation theory, which 

argues that financial institutions innovate primarily to overcome structural limitations. In this 

context, remittance technology mitigates geographic and institutional frictions that historically 

constrained money transfers. From a transaction cost economics perspective, digital 

remittance platforms significantly reduce search, processing, and enforcement costs, thereby 

enhancing operational efficiency and profitability [15],[16]. Comparable findings in African 

banking contexts suggest that remittance-driven revenues are particularly impactful in semi-

urban markets with limited alternative financial instruments [9]. 

D. Effects of Process and Product Innovation 

Process innovation emerged as a significant predictor of performance (β = 0.213, p = 0.031), 

underscoring the role of operational efficiency in revenue generation. Innovations such as 

reduced waiting times, business process reengineering (BPR), and workflow automation 

increase transaction throughput and customer satisfaction, particularly in high-traffic town 

branches [13]. Rather than merely reducing costs, process innovation enhances income 

potential by enabling branches to serve a larger customer base more quickly and reliably. 

Product innovation also demonstrated a positive and statistically significant effect (β = 

0.106, p = 0.014). Although its impact was smaller than that of process or remittance 

innovation, this finding indicates that diversified financial products contribute to incremental 

performance gains. Product differentiation allows banks to capture niche customer segments 

and deepen financial relationships, reinforcing the “share of wallet” strategy emphasized in 

contemporary banking literature [5],[6]. 

E. Mobile Banking and Technology Transfer 

Mobile banking showed a meaningful positive impact on performance (β = 0.172, p = 

0.026), reflecting growing customer reliance on digital self-service platforms. This result aligns 

with prior studies highlighting mobile banking as a catalyst for financial inclusion and 

transaction growth in developing economies [7],[8]. 

In contrast, technology transfer (X₄) exhibited a statistically weak and economically 

negligible effect (β = 0.020). This suggests that simply importing or adopting technologies 



JMSD Vol. 5, No. 01, April 2026, pp. 83-91 

 Financial Innovation and Its Effect on Financial Performance  (Chali)                89 

without adequate contextual adaptation, training, or integration may not yield immediate 

performance benefits. This finding echoes resource-based arguments that competitive 

advantage arises not from technology acquisition alone, but from its effective internal 

deployment and complementary capabilities [4],[20]. 

F. Synthesis and Implications 

Collectively, the results demonstrate that not all innovations contribute equally to bank 

performance. In the Nekemte context, revenue-generating technologies—particularly 

remittance systems—far outweigh supportive or background innovations in their measurable 

financial impact. Remittance platforms directly expand fee-based income streams, increase 

transaction volumes, and strengthen customer retention, thereby creating immediate and 

observable returns on investment. In contrast, supportive innovations such as internal process 

automation or incremental service digitization tend to enhance operational efficiency without 

necessarily translating into short-term profitability gains. This distinction reinforces the 

argument that innovation effectiveness is contingent upon market structure, customer demand, 

and institutional readiness in emerging economies [10], [11]. 

Furthermore, the findings align with contemporary banking innovation studies 

emphasizing strategic alignment between technology adoption and revenue architecture [21], 

[22]. In developing financial ecosystems, banks often operate under resource constraints, 

making selective innovation prioritization essential for sustainable growth [23]. Remittance 

technologies, in particular, serve as financial inclusion enablers while simultaneously 

generating stable non-interest income, thus strengthening competitive positioning [24]. The 

Nekemte case therefore illustrates how context-sensitive innovation strategies can outperform 

uniform digital transformation models frequently advocated in global banking discourse. By 

demonstrating that high-impact financial technologies yield disproportionate performance 

effects, this study extends existing scholarship on innovation-performance linkage in 

emerging-market banking environments and underscores the need for pragmatic, revenue-

oriented digital investment frameworks [25]. 

Conclusions and Recommendations 

This study concludes that financial innovation has evolved from a strategic option into 

a fundamental survival requirement for Commercial Bank of Ethiopia branches operating in 

Nekemte Town. The exceptionally high coefficient of determination (R² = 0.927) indicates that 

nearly 93% of the variation in branch-level financial performance is explained by the 

innovation variables examined, underscoring the centrality of technological transformation in 

contemporary banking operations. Among the innovation dimensions analyzed, remittance 

technology emerged as the most influential determinant of profitability, reflecting the 

structural importance of domestic and international money transfers within the regional 
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economy. Mobile banking also demonstrated a strong positive effect, confirming its role as a 

critical channel for transaction efficiency, customer engagement, and revenue diversification 

in a digitally evolving market environment. 

Based on these findings, several strategic recommendations are proposed. First, CBE 

should prioritize the strengthening of its remittance infrastructure by introducing real-time 

international transfer tracking systems. Such enhancements would increase transparency, 

reduce perceived transaction risk, and reinforce customer trust, particularly among 

remittance-dependent households. Second, the bank should accelerate the transition toward 

fully digital customer onboarding processes to minimize congestion and operational strain at 

physical branches in Nekemte. Digital onboarding would not only improve service efficiency 

but also expand outreach to younger and geographically dispersed customers. Finally, CBE is 

encouraged to leverage advanced data analytics to personalize mobile banking interfaces and 

service offerings. By utilizing customer transaction data to tailor dashboards and product 

recommendations, the bank can effectively increase its share of wallet, deepen customer 

relationships, and sustain competitive advantage in an increasingly technology-driven banking 

landscape. 
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