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Abstract

The study focused on effect of banking innovations on financial performance on commercial banks in Mogadishu,
Somalia. Commercial banks will continue to use huge investments in technology based on innovations and training of
manpower to handle new technologies. The main objective of this study will establish the effects of bank innovations on the
financial performance of commercial banks in Somalia. Descriptive research design was employed in this study. The target
population for this study will be at two levels. The first target population will be at institutional level where the study targets 6
licensed commercial banks in Somalia. The second level of target population will be senior management employees of the 44
commercial banks in operation in Somalia, from which a sample size of 83 was selected. The findings revealed that bank
innovations influence income, return on assets, profitability and customer deposits of commercial banks in Somalia and tests
for significance also show that the influence will be statistically significant. Basing on the findings of the study, it was
concluded that bank innovations influence financial performance of commercial banks in Mogadishu positively. It was
therefore recommended to the management of commercial banks and the Government to continue to explore and implement
sustainable business linkages and collaborations with mobile phone service providers as well as the internet service providers
as a way of accelerating the penetration of innovations and eventually creating desire impacts in the economy.
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1. Introduction

Innovation consists of firms developing new products or new production processes to better perform their operations, in which
case the new products could be based on the new processes (Tufano, 2002; Lawrence, 2010). In the financial services industry,
innovation is viewed as the act of creating and popularizing new financial instruments, technologies, institutions and markets,
which facilitate access to information, trading and means of payment (Solons, 2016). Lerner (2015) puts forward that innovations
are not just critical for firms in the financial services industry, but also affect other companies; for instance, enabling them to raise
capital in larger amounts and at a lower cost than they could otherwise and that innovation is an important phenomenon in any
sector of a modern economy. According to Nofie (2016), innovations in the finance sector is the arrival of a new or better product
and/or a process that lowers the cost of producing existing financial services. Kamahi (2015) also notes that innovation in the
financial services sector has led to recent fundamental changes including; deregulation, increasing competition, higher cost of
developing new products and the rapid pace of technological innovation, more demanding customers and consolidation of
corporations.

Financial innovations have led to a revolution in the way the banking business is conducted as found by Yin and Zhengzheng
(2013) who demonstrates evidence that Chinese commercial banks have moved from the traditional business operation mode; the
wholesale credit operations to the retail mode as a result of technological innovations. In India, Pooja and Singh (2009) conclude
that internet banks were larger, more profitable, had higher asset quality, lower administrative expenses and were more efficient
compared to the non-internet banks. In Jordan, e-banking resulted to more satisfied customers and better long-term cost saving
strategies (Siam, 2016). Mabrouk and Mamoghli (2016) found that return on assets is positively and significantly associated with
the first mover and imitation of product innovations in the Tunisian banking industry.

In Ghana over time, technology has increased in importance in Ghanaian banks and has transformed the way banks would serve
their clients more conveniently and in the process increase profits and competitiveness while the most revolutionary electronic
innovation in Ghana and the world over has been the ATM (Joshua, 2010). In Nigeria, internet banking has resulted to improved e-
Commerce and e-Payment services with overall reduction in the amount of currency in circulation (Chiemeke, Evwiekpaefe and
Chete, 2006; Ayo, Adebiyi, Fatudimu and Ekong, 2008; Pradhah and Mishra (2008), Mario (2007), Noyer (2007) and Iris and
Grimes (2003) have pointed out that financial innovations bring risks and uncertainties, particularly with respect to the
complexities they pose to the conduct of monetary policy. They concur that central banks operate monetary policy efficiently only
in the short term and after sometime, when new instruments are introduced to the market, new challenges emerge which disrupt the
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conduct of monetary policy. Moreover, new developments in the financial system also require new regulations to ensure the
effectiveness of monetary policy is not compromised (Iris and Grimes, 2003). Financial innovation and change in monetary
procedures and control follow each other and Central banks have therefore to change their tools, targets and operating procedures
from time to time so as to cope with innovation and ensure the sustainability of the financial system (Misati, Njoroge, Kamau and
Ouma, 2010).

2. Research Problem

Even though the undeniable importance of financial innovation will be explaining banking performance, the impact of
innovation on performance, is still misunderstood for two main reasons, first, there is inadequate understanding about the drivers
of innovation and secondly innovations’ impact on bank’s lowly performance untested (Mabrouk rem and Mamoghli, 2010). A
study by De Young, Lang and Nolle (2007) adopt an approach to the innovation performance relationship which does not take
into account the antecedents to innovation inside and outside the banking organization, all of which could influence this
relationship. Somali commercial banks will continue to deploy huge investments in technology based innovations and training of
manpower to handle the new technologies.

The relationship between the growing investments in technology will be based bank innovations and bank financial
performance in Somalia needs to be studied. There is need to establish whether innovations have contributed to the financial
performance of commercial banks in Somalia Lerner and Tufano (2011) the study will be found out that product and service
delivery innovations contribute positively to regional Gross Domestic Product (GDP), investment and gross savings growth.
Finally many studies will be done to determine the factors that influence the financial performance, but none have critically
analyzed effects of innovation as a critical factor in the financial performance of commercial banks in Somalia. The aim of this
study will be close this gap by investigating the effects of banking innovation on financial performance of commercial banks in
Mogadishu Somalia.

3. Study Objective

The main objective of the study was to establish the effects of bank innovations on the financial performance of commercial
banks in Somalia.

4. Review of Literature
4.1 Theoretical Framework
4.1.1 Theory of Innovation

Schumpeter (2015) argued that entrepreneurs, who could be independent inventors or R&D engineers in large corporations,
created the opportunity for new profits with their innovations. In turn, groups of imitators attracted by super-profits would start a
wave of investment that would erode the profit margin for the innovation. However, before the economy could equilibrate a new
innovation or set of innovations, conceptualized by Schumpeter as Kondratiev cycles, would emerge to begin the business cycle
over again.

Schumpeter (1934) emphasized the role of entrepreneurship and the seeking out of opportunities for novel value generating
activities which would expand and transform the circular flow of income, but it did so with reference to a distinction between
invention or discovery on the one hand and innovation, commercialization and entrepreneurship on the other. This separation of
invention and innovation marked out the typical nineteenth century institutional model of innovation, in which independent
inventors typically fed discoveries as potential inputs to entrepreneurial firms.

4.1.2 Innovation Theory

Silber (2015) advanced constraint-induced financial innovation theory. His theory pointed out that the purpose of profit
maximization of financial institution is the key reason of financial innovation. There are some restrictions (including external
handicaps such as policy and internal handicaps such as organizational management) in the process of pursuing profit
maximization. Though these restrictions not only guarantee the stability of management, they reduce the efficiency of financial
institution, so financial institutions strive toward casting them off. Constraint-induced innovation theory discussed the financial
innovation from microeconomics, so it is originated and representative.

4.1.3 Transaction Cost Innovation Theory
The transaction cost innovation theory pioneered by Niehans (1983) advocated that the dominant factor of financial innovation

is the reduction of transaction cost, and in fact, financial innovation is the response of the advance in technology which caused the
transaction cost to reduce. The reduction of transaction cost can stimulate financial innovation and improvement of financial
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service. This theory studied the financial innovation from the perspective of microscopic economic structure change. It thought
that the motive of financial innovation is to reduce the transaction cost. However, the theory explained from another perspective
that the radical motive of financial innovation is the financial institutes’ purpose of earning benefit Transaction costs
Innovation theory is also relevant in this context: for instance, the use Of Internet-connected Information Technology (IT)
transaction costs as it enables efficient coordination, management and use of information. Mobile, Internet-connected IT may
further lower transaction costs as it provides also off-Site access to the firm’s internal information. Data bank consequently,
reduction of operation costs through agency banking, internet banking and mobile banking may influence growth in profitability
for the bank.

4.1.4 Banking Innovation Theory

Nader (2011) analyzed the profit efficiency of the Saudi Arabia Commercial banks during the period 1998- 2007. The study
was conducted using a sample of 6 commercial banks (out of 11). The results of his study indicated that availability of phone
banking, number of ATMs and number of branches had a positive effect on profit efficiency of Saudi banks. On the contrary he
found that the number of point of sale terminals (POSs), availability of PC banking and availability of mobile banking did not
improve profit efficiency.

Agboola (2006), conducted a study on Information and Communication Technology (ICT) in banking operations in Nigeria
using the nature and degree of adoption of innovative technologies; Degree of utilization of the identified technologies; and the
impact of the adoption of ICT devices on banks, found out that technology was the main driving force of competition in the
banking industry.

Mabrouk & Mamoghli (2010) in their study on Dynamics of Financial Innovation and Performance of Banking Firms: Context
of an Emerging Banking Industry, analyzed the effect of the adoption of two types of financial innovations namely; product
innovation (telephone banking and SMS banking and so on) and process innovation (Magnetic strip card (debit, ATM and credit
card), Automatic cash dispenser; (Automatic teller machine; Electronic payment terminal and so on) on the performance of banks.
Their analysis included two adoption behaviors, first mover in adoption of the financial innovation and imitator of the first
movers. They found out that first mover initiative in product innovation improves profitability while process initiative has a
positive effect on profitability and efficiency. Banks that imitate are less profitable and less efficient than first movers.

Gakure & Ngumi (2013) studied the influence that bank innovations have on profitability of commercial banks in Somalia.
The study was carried out during the period of May to August, 2012. Three hundred and twenty five questionnaires were issued to
various randomly sampled bank employees from 20 commercial banks. They found out that bank innovations have a moderate
influence on profitability of commercial banks in Somalia Banks in Mogadishu have achieved more than a decade of boosting
their earning capability and controlling costs through adoption of innovations like the mobile banking, internet banking and
recently the agency banking.

4.2 Discussion of Key Study Variables
4.2.1 Bank Innovations in Automated Teller Machine (ATM)

Banks have invested heavily in ATM machines, due to their cost advantages on a per-transaction basis, where it's less than
teller or telephone human operator. This has led banks to attempt to change customer behavior through the addition of fees (the
"stick") and the variety of rebates (the "carrots"), to migrate customers away from high-cost delivery systems (Free, Harked and
Hunter, 2013). Also, Massoud, Saunders and Scholnick (2006) found that the level of ATM surcharge is positively related to
deposits market share of large banks, while Prager (2001) finds it negatively related to deposits market share of small banks.

Nyangosi and Arora (2011) argue that financial institutions adopted different electronic distribution channels to meet the
demands of customers. In their study to examine the adoption of information technology in Somalia banks focusing on services
provided through internet and mobile banking, they found out that inclusion of information technology in banking business was
necessary to achieve excellence goal. The study further revealed that ATM technology is the most available technology while
SMS banking was also found useful. They also found out that customers use bank websites to know the products, use internet
banking to check balance, know after sale services and buy products, an indication that internet banking is gaining popularity and
becoming vital in financial transaction events.

4.2.2 Internet Banking Innovation

Information and communication technology has become the heart of banking sector, while banking industry is the heart of
every robust economy. Internet banking system has become the main technology driven revolution in conducting financial
transactions. However, banks have made huge investments in telecommunication and electronic systems, users have also been
validated to accept electronic banking system as useful and easy to use (Adesina and Ayo, 2010). According to Loonam and
O’Loughlin (2008), ICT advancements, globalization, competition and changing social trends such as heightened customer pro
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activeness and increased preferences for convenience have caused intense restructuring of the banking industry. As internet
banking makes inroads to banking business, market participants have also started to use internet for security trading activities.
Online trading has led to an upward trend in trading frequency, trading volume, and turnover ratio.

4.2.3 Electronic Funds Transfer

Electronic Funds Transfer is a system of transferring money from one bank account directly to another without any paper
money changing hands (Barnes, 2015). One of the most widely-used EFT programs is Direct Deposit, in which payroll is
deposited straight into an employee's bank account, although EFT refers to any transfer of funds initiated through an electronic
terminal, including credit card, ATM, Fed wire and point-of-sale (POS) transactions. It is used for both credit transfers, such as
payroll payments, and for debit transfers, such as mortgage payments. Transactions are processed by the bank through the
Automated Clearing House (ACH) network, the secure transfer system that connects all U.S. financial institutions. For payments,
funds are transferred electronically from one bank account to the billing company's bank, usually less than a day after the
scheduled payment date. The growing popularity of EFT for online bill payment is paving the way for a paperless universe where
checks, stamps, envelopes, and paper bills are obsolete. The benefits of EFT include reduced administrative costs, increased
efficiency, simplified bookkeeping, and greater security. However, the number of companies who send and receive bills through
the Internet is still relatively small.

4.2.4 Mobile Phone Service and Performance

Sub-Saharan Africa has some of the lowest levels of infrastructure investment in the world. Merely 29 percent of roads are
paved, barely a quarter of the population has access to electricity, and there are fewer than three landlines available per 100 people
(International Telecommunication Union, 1TU, 2009; World Bank, 2009a&b). Yet access to and use of mobile telephony in sub-
Saharan Africa has increased dramatically over the past decade. There are ten times as many mobile phones as landlines in sub-
Saharan Africa and 60 percent of the population has mobile phone coverage (ITU, 2009). Mobile phone subscriptions increased by
49 percent annually between 2002 and 2007, as compared with 17 percent per year in Europe (ITU, 2015).

The effect of mobile phones has been particularly dramatic in rural Africa, where in many places; mobile phones have
represented the first modern telecommunications infrastructure of any kind. Mobile phones have greatly reduced communication
costs, thereby allowing individuals and firms to send and to obtain information quickly and cheaply on a variety of economic,
social, and political topics. An emerging body of research shows that the reduction in communication costs associated with mobile
phones has tangible economic benefits, improving agricultural and labor market efficiency and producer and consumer welfare in
specific circumstances and countries.

As telecommunication markets mature, mobile phones in Africa are evolving from simple communication tools into service
delivery platforms (Jensen, 2007; Aker, 2008; Aker, 2010; Klonner and Nolen, 2008). This has shifted the development paradigm
surrounding mobile phones from one that simply reduces communication and coordination costs to one that could transform lives
through innovative applications and services.

4.2.5 Financial Performance of Commercial Banks

Performance measurement and reporting is now widespread across the private sector as well as public sector of many
industrialized and industrializing countries (Williams, 2003). The common tool that is used for this process, key performance
indicators KPIs), have been argued to provide intelligence in the form of useful information about a public and private agency’s
performance (Williams, 2003). Scholars like Model (2004), Moynihan (2005), Vakkuri and Meklin (2006) have maintained that
the implementation of performance measurement systems possess important symbolic value. KPIs are viewed as a good
management device and a socially constructed tool that makes sense (DeKool, 2004). The fact that KPIs tend to be quantitative
has helped to promote their image of objectiveness and rationality. The image of KPIs is further enhanced by their widespread
application across the many sectors of many countries. The importance of performance measurement is noted by Ingraham (2005)
that it is important to expect that citizen’s see and understand the results of organizational programs Profitability offers clues about
the ability of the bank to undertake risks and to expand its activity. The main indicators used in the appreciation of the bank
profitability are: Return on equity, ROE (Net income / Average Equity), Return on Asset, ROA (Net income /Total assets) and the
indicator of financial leverage or (Equity / Total Assets) (Dardac & Barbu, 2015).

The indicators are submitted to observation along a period of time in order to detect the tendencies of profitability. The
analysis of the modification of the various indicators in time shows the changes of the policies and strategies of banks and/or of its
business environment (Greuning & Bratanovic, 2014). A commonly used measure of bank performance is the level of bank profits
(Ceylan, Emre and Asl, 2017). Bank profitability can be measured by the return on a bank’s assets (ROA), a ratio of a bank’s
profits to its total assets. The income statements of commercial banks report profits before and after taxes. Another good measure
on bank performance is the ratio of pre-tax profits to equity (ROE) rather than total assets since banks with higher equity ratio
should also have a higher return on assets (Ceylan, Emerald and Asl, 2017).
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From reviewed relevant literature, it has come out strongly from several writers like; Dew (2017), Lerner (2006), Iftekhar,
Schmiedel and Song (2013), Nadia, Anthony and Scholnick (2003), Nofie (2017), Hirtle and Stiroh (2017), Agboola (2016),
Malhotra and Singh, (2013), Hernando and Nieto (2016), DeYoung (2015), and Acharya and Kagan (2004) that innovations have
positive impact on performance indicators. They have agreed on the transformational effects of innovations on bank performance
and operational efficiency. However other scholars like; Nadia, Anthony and Scholnick (2013), McAndrews (2013), Nader
(2017), Akram and Allam (2017) and Prager (2017) found out that innovations have negative effects on performance indicators.
These mixed results and alternative views from different countries and writers are mainly as a result of lack of comprehensive
analysis of multiple innovations and performance indicators. This study intends to take a departure from past studies and
incorporate several innovations and their effect on multiple bank performance indicators. There is also concentration of
innovation-performance studied on profitability and mostly in developed and emerging economies leaving a paucity of innovation
performance literature for Africa and Kenya specifically. This literature gap is addressed by this comprehensive study.

5. Research Methodology

Descriptive research design was employed in this study. According to Mugenda and Mugenda (2003) descriptive research
design is a scientific method which involves observing and describing the behavior of a subject without influencing it in any way.
Many scientific disciplines, especially social science and psychology, use this method to obtain a general overview of the subject.

The target population for this study will be at two levels. The first target population will be at institutional level where the
study targets 6 licensed commercial banks in Somalia. The second level of target population will be senior management
employees of the 44 commercial banks in operation in Somalia. The main reason for choosing senior management employees is
because they are responsible for performance of their respective banks and have higher level of appreciation on how innovations
influence financial performance. They are also responsible for managing performance of their units through the departmental
budgets and action plans.

Table 1 Target Population and Sample Size

Type of Bank Target Population Sample Size
Salam Somali bank 20 16
Dahabshiil International Bank 20 16
Amal Bank 19 15
Premier Bank 19 15
International Bank of Somalia 14 11
Trust African Bank 13 10
Total 105 83

Sample size determination is the act of choosing the number of observations or replicates to include in a statistical sample.
The sample size is an important feature of any empirical study in which the goal is to make inferences about a population from
a sample (Bryman & Bell, 2015). The total sample size for this study was obtained using the formulae developed by Cooper and
Schinder, (2013) together with (Kothari, 2014). The sample size was 83.

n=N/1+N(a)?

Where:
n=the sample size,
N=the sample frame (population)
a= the margin of error (0.05%).

n =105/ 1+105(0.05)* =83
6. Data Analysis and Results
6.1 Descriptive Statistics

6.1.1 Automatic Teller Machine Innovation

The study sought to establish the effects of price Bank innovation on financial performance in commercial banks in
Mogadishu. From the findings indicated in table 2 most of the respondents agreed that that the ATMs have low maintenance cost
leading to high levels of profitability over their economics life time mean of 1.10, the respondents agreed ATMs Service have
attractive more Retail depositor for The Bank mean of 1.92 and a mean of 1.90 ATMs enable Customers to access their deposits
with ease with drawls same as mean of 1.57 ATMs have had a positive effect of increasing commission fee based income
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Table 2 Automatic Teller Machine Innovations

N Mean Std. Deviation

ATMs have low maintenance cost leading to high levels 50 1.10 .300
of profitability over their economics life time

ATMs Service have attractive more Retail depositor for 50 1.92 .337
The Bank

ATMs enable Customers to access their deposits with ease 50 1.90 1.136
withdrawals

ATMs have had a positive effect of increasing 50 1.57 .500

commission fee based income

4.6.2Mobile Banking Innovation

The study sought to establish the effects of banking innovation on financial performance of commercial banks in Mogadishu
Somalia From the findings indicated in table 3. Respondents agreed that The Mobile banking has had positive effect of increasing
income of 1.49, the Respondents agreed Mobile banking influence reduction of operational cost hence better rerun on asset for the
bank by the mean of 2 and a mean of 1.04 Income from mobile banking have had a positive impact on Bank Income margin Same
as mean of 1.51 Investment in Mobile Banking is Mostly Motivated by Profit to the Bank.

Table 3 Mobile Banking Innovation

N Mean Std. Deviation
Mobile banking has had positive effect of increasing 50 1.49 .505
income
Mobile banking influence reduction of operational cost 50 2.00 .000
hence better rerun on asset for the bank
Income from mobile banking Have Had Positive 50 1.04 196
impact on Bank Income margin
Investment in Mobile Banking is Mostly Motivated 50 151 .505

by Profit to Bank

4.6.3. Internet Banking Innovation

Numbers of questions were asked to determine effect of banking innovation on financial performance of commercial banks in
Mogadishu Somalia. Respondents agreed that Internet Banking has a Positive Effect of Increasing Income as mean of 1.90
Internet has expended The income Generating potential of Bank a mean of 1.51. And also agree a mean of 1.78 Internet Banking
Influence Reduction of Potential Costs and enhance better Return on Asset for the Bank. Respondents agreed. And I also agree a
mean of 1.02; Incomes from the Internet have positive impact on the Bank.

Table 4 Internet Banking Innovation

N Mean Std. Deviation
Internet Banking has a Positive Effect of Increasing 50 1.90 .300
Income
Internet has expended The income Generating potential 50 1.51 1.206
of Bank
Internet Banking Influence Reduction of Potential Costs 50 1.78 .808
and enhance better Return on Asset for the Bank
Incomes from the Internet have positive impact on the 50 1.02 .140
Bank

4.6.4 Electronic Fund Transfer Innovation

The study sought to establish the effect of banking innovation on financial performance of commercial banks in Mogadishu
Somalia. From the findings indicated in table 5 the respondents agreed Electronic Fund Transfer has positive effect on increasing
income With a mean of 2.31 being obtained. These results are consistent with the findings Electronic Fund Transfer has expended
the income generating potential of the Bank. 1.90. The respondent also Electronic Fund Transfer influence Reduction of
Operational cost 1.51. Incomes from Electronic Fund Transfer have positive impact of the Bank Income Margin of 1.73.
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Table 5 Electronic Fund Transfer Innovation

N Mean Std. Deviation

Electronic Fund Transfer has positive effect of 50 2.31 .905
increasing income

Electronic Fund Transfer has expended the income 50 1.90 .361
generating potential of the Bank

Electronic Fund Transfer influence Reduction of 50 151 .505
Operational cost

Incomes from Electronic Fund Transfer have positive 50 1.73 .827

impact of the Bank Income Margin

4.6.5 Financial Performance

A number of questions were asked to determine Bank innovations gets sound profit from their activities in Mogadishu
Somalia. Respondents agreed The Bank gets sound profit from the activities of EFT, ATM, Mobile Banking and Internet Banking
of 1.49. The respondents agreed The Bank has enough market shares that can ease it to be the leading institutions of this field a
mean of 1.92. And similarly a mean of 1.53 It is difficult to measure the profitability of The Bank. Respondents also agreed. A
mean of1.78 The return on equity for the Bank is satisfactory to the stakeholders. Moreover, academics often use special
definitions tailored to fit the individual research purposes (Langfield-Smith, 1997).

Table 6 Financial Performance

N Mean Std. Deviation
The Bank gets sound profit from the activities of 50 1.49 505
EFT,ATM, Mobile Banking and Internet Banking
The Bank has enough market share that can ease it to be 50 1.92 1.129
the leading institutions of this field
It is difficult to measure the profitability of The Bank 50 1.53 504
The return on equity for the Bank is satisfactory to the 50 1.78 1.172

stakeholders

6.2 Inferential Statistics
6.2.1 Correlation Analysis

Pearson Bivariate correlation coefficient was used to compute the correlation between the dependent variable (Financial
Performance) and the independent variables (Automated Teller Machine Innovation, Mobile Banking Innovation, Internet
Banking Innovation and Electronic Fund Transfer Innovation). According to Sekaran, (2015), this relationship is assumed to be
linear and the correlation coefficient ranges from -1.0 (perfect negative correlation) to +1.0 (perfect positive relationship). The
correlation coefficient was calculated to determine the strength of the relationship between dependent and independent variables
(Kothari and Gang, 2014).

In trying to show the relationship between the study variables and their findings, the study used the Karl Pearson’s coefficient
of correlation (r). This is as shown in Table 7. According to the findings, it was clear that there was a positive correlation between
the independent variables, Automated Teller Machine Innovation, Mobile Banking Innovation, Internet Banking Innovation and
Electronic Fund Transfer Innovation and the dependent variable Financial Performance. The analysis indicates the coefficient of
correlation, r equal to 0.397, 0.487, 0.291 and 0.595 Automated Teller Machine Innovation, Mobile Banking Innovation, Internet
Banking Innovation and Electronic Fund Transfer Innovation respectively. This indicates positive relationship between the
independent variable namely Automated Teller Machine Innovation, Mobile Banking Innovation, Internet Banking Innovation
and Electronic Fund Transfer Innovation and the dependent variable Financial Performance.
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Table 7 Pearson Correlation

Automated Electronic
Teller Mobile Internet Fund
Financial Machine Banking Banking Transfer
Performance Innovation Innovation Innovation Innovation
Financial 1
Performance
50
Automated Teller 3977 1
Machine Innovation 001
50 50
Mobile Banking 487" 272" 1
Innovation 000 031
50 50 50
Internet Banking 291" 326" 441 1
Innovation 021 .009 .000
50 50 50 50
Electronic Fund 595" 312" 394" 257" 1
Transfer Innovation 000 013 001 042
50 50 50 50 50

**_ Correlation is significant at the 0.01 level (2-tailed).
*, Correlation is significant at the 0.05 level (2-tailed).

6.6.2 Coefficient of Determination (R2)

To assess the research model, a confirmatory factors analysis was conducted. The four factors were then subjected to linear
regression analysis in order to measure the success of the model and predict causal relationship between independent variables
(Automated Teller Machine Innovation, Mobile Banking Innovation, Internet Banking Innovation and Electronic Fund Transfer
Innovation), and the dependent variable (Financial Performance).

Table 8 Coefficient of Determination (R2)

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .782% .612 .585 2.12432

a. Dependent variable: Financial Performance

b. Predictors: (Constant), Automated Teller Machine Innovation, Mobile Banking Innovation, Internet Banking
Innovation and Electronic Fund Transfer Innovation

The model explains 61.2% of the variance (Adjusted R Square = 0.585) on Financial Performance. Clearly, there are factors
other than the four proposed in this model which can be used to predict girl child education participation. However, this is still a
good model as Cooper and Schinder, (2013) pointed out that as much as lower value R square 0.10-0.20 is acceptable in social
science research. This means that 61.2% of the relationship is explained by the identified four factors namely Automated Teller
Machine Innovation, Mobile Banking Innovation, Internet Banking Innovation and Electronic Fund Transfer Innovation. The rest
38.8% is explained by other factors in the Financial Performance not studied in this research. In summary the four factors studied
namely Automated Teller Machine Innovation, Mobile Banking Innovation, Internet Banking Innovation and Electronic Fund
Transfer Innovation while the rest 38.8% is explained or determined by other factors.

6.6.3 Analysis of Variance (ANOVA)

The study used ANOVA to establish the significance of the regression model. In testing the significance level, the statistical
significance was considered significant if the p-value was less or equal to 0.05. The significance of the regression model is as per
Table 9 below with P-value of 0.00 which is less than 0.05. This indicates that the regression model is statistically significant in
predicting Financial Performance. Basing the confidence level at 95% the analysis indicates high reliability of the results obtained.
The overall Anova results indicates that the model was significant at F = 22.825, p = 0.000.
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Table 9 ANOVA
Model Sum of Squares df Mean F Sig.
Square
Regression 412.008 4 103.002 22.825 .000°
1 Residual 261.738 45 4513
Total 673.746 49

a. Dependent Variable: Financial Performance

b. Predictors: (Constant), Automated Teller Machine Innovation, Mobile Banking Innovation,
Internet Banking Innovation and Electronic Fund Transfer Innovation
6.6.4 Regression Analysis

Table 10 Regression Coefficient

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 5.501 2.439 2.255 .028
Aut(_)mated Teller Machine 578 111 530 5187 000
Innovation
1 Mobile Banking Innovation 673 149 461 4.502 .000
Internet Banking Innovation 313 145 210 2.163 .035
Electronic Fund Transfer 201 108 194 2 862 002

Innovation
a. Dependent Variable: Financial Performance

The regression equation was:

Y =0.578X; + 0.673X, + 0.201X,
Where;

Y = the dependent variable (Financial Performance)
X1 = Automated Teller Machine Innovation

Xz = Mobile Banking Innovation

X,= Electronic Fund Transfer Innovation

The findings presented also shows that taking all other independent variables at zero, a unit increase in Automated Teller
Machine Innovation will lead to a 0.578 increase in the scores of Financial Performance; a unit increase in Mobile Banking
Innovation will lead to a 0.673 increase in Financial Performance; a unit increase in Electronic Fund Transfer Innovation will lead
to a 0.201 increase in the score of Financial Performance. This therefore implies that all the four variables have a positive
relationship with Mobile Banking contributing most to the dependent variable.

From the table we can see that the predictor variables of Financial Performance as a result of Automated Teller Machine
Innovation, Mobile Banking Innovation, Internet Banking Innovation and Electronic Fund Transfer Innovation got variable
coefficients statistically significant since their p-values are less than the common alpha level of 0.05.

7. Conclusions and Recommendations
7.1 Conclusions

Conclusions were arrived at the influence of independent variables (Automatic teller machine, mobile banking internet banking
Electronic fund transfer), and dependent variable of financial performance of commercial banks in Mogadishu, Somalia based on
the findings of the study. The conclusions were based on the objectives of the study that effects of banking innovation drivers had a
significant influence on financial performance of commercial banks. The results established that banking innovation drivers were
found to significantly and positively influence financial performance. When all the stated variables were tested in the regression
model, Automated Teller Machine Innovation, Mobile Banking Innovation and Electronic Fund Transfer Innovation, were found to
have a significant relationship with financial performance of commercial banks. Automatic teller machine was the driver which
had the highest effect on financial performance of commercial banks. The findings of the study established that commercial banks
were operating under a highly competitive environment between them. However, this moderate result revealed that there were all
variables which were influencing the financial performance of commercial banks in Somalia.

7.2 Recommendations
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Based on the findings of the study, the researcher recommended that the commercial banks adopt Bank innovation strategy.
The empirical evidence from this study infers that effect of banking innovation has significant effect on financial performance of
commercial banks The results of this study thus provides a valuable reference for top commercial banks in Mogadishu in terms of
implementing banking innovation as this would help them achieve competiveness and improve their performance.

i.  Itwas found that management policies influenced Automatic teller machine. It is recommended to the commercial banks
management to ensure that the Banks have put in place policies and procedures to be adhered to during trade credit.

ii.  There is need for the commercial banks in Mogadishu to increase their control to collections fees as it was founded that
mobile banking positively affects the financial performance of commercial banks in Mogadishu.

iii.  Management should instill discipline upon itself by ensuring good financial performance, promote technological
progress and increase its paid up capital regardless of the statutory requirements so that the continued existence of the
organization’s is not jeopardized after undergoing cash management.

iv.  Management should not only undertake banking innovation in order to improve operation and sustain failing Institutions
but also improve their competitiveness and financial performance.

v. Management should come up with a sound strategy towards mobile banking and internet banking; electronic fund
transfer so as to prevent the problem of mismatching investments and also the quality of liquidity should be enhanced.
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