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Abstract: The study sought to investigate the effect of financial 

innovation on performance of commercial banks in Ghana. The 

study used balance panel data over the period of 2009-

2018from16 registered and licensed commercial banks. Fixed 

and random effect models were applied to the data. The findings 

show that financial innovation and the age of a bank have a 

significantly positive effect on banks financial performance. 

However, inflation had a negative effect on financial 

performance. The study also revealed that asset quality and bank 

size have a negative effect on net interest margin and return on 

equity. Share of industry deposit and number of branches have a 

positive effect on net interest margin. Based on these findings, it 

was recommended that commercial bank management should 

introduce more cost-effective products or services to improve 

bank performance. Management of commercial banks should 

deploy the services of credit reference bureau to foster reduction 

in impairment allowance hence improvement in financial 

performance.  
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I. INTRODUCTION 

nnovations in the banking industry have transformed the 

financial sector resulting in novel delivery channels of 

financial products and services such as Automated Teller 

Machines (ATMs), mobile phone banking, online banking, 

and Agency banking (Gichungu, & Oloko, 2015). For 

example, e-banking has been very instrumental in improving 

the quality of service and financial performance of banks 

(Beck, Demirgüç-Kunt, & Levine, 2007). Studies have shown 

that innovations have the ability to place businesses and 

organisations on a competitive edge over their competitors 

(Weber, Gerke & Worms, 2008; Im, Bayus& Mason, 2003; 

Rogers, 1995). Indeed, financial innovation in the banking 

sector cannot be over emphasised as the level of innovative 

products and services in the banking sector could positively 

affect overall performance of the banks in the face of high 

competition. 

Frame and White (2002) grouped financial innovations under  

“new products (e.g., adjustable-rate mortgages; 

exchange-traded index funds); new services (e.g., 

on-line securities trading; Internet banking); new 

production processes (e.g., electronic record-

keeping for securities; credit scoring); or new 

organizational forms (email e.g., a new type of 

electronic exchange for trading securities; Internet-

only banks)” (p. 2). 

 It thus, encompasses new ways of reducing risks and 

provides enhanced services or products or systems that 

adequately satisfy the customer (Frame & White, 2002). 

Financial innovation is therefore essential as improvement in 

the financial sector will have substantial effect on the 

economy as it will ensure that people save and invest more to 

enhance the growth of the economy. 

In Ghana, advancement in financial innovation has been 

witnessed over the years where banks mostly confer with the 

telecommunication sector players to provide technologically 

innovative products to enhance their service delivery (Asante, 

Agyapong & Adam, 2011). Some of these innovations 

comprise mobile banking, internet banking, SMS banking 

among others, where customers can conduct banking activities 

via these channels in a convenient manner. These innovations 

in the Ghanaian banking industry are helping to improve 

financial intermediation.  

Currently, it seems every commercial bank one way or the 

other has financially innovated yet many are collapsing. The 

question is:“does financial innovation affect financial 

performance of commercial banks in Ghana?”This study aims 

at examining the relationship between financial innovation 

and bank performance with reference to commercial banks in 

Ghana. 

The rest of the paper is organized as follows: section two 

provides the literature review; section three describes the 

research methodology that includes source of data and 

analytical techniques; section four presents the empirical 

results; finally, the conclusions and recommendations are 

presented in section five. 

II. LITERATURE REVIEW 

This section is divided into two, thus the theoretical and 

empirical literature review to help us better ground our work 

and also get empirical support for our findings. 

 

 

I 
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a. Schumpeter Theory of Innovation 

Schumpeter(1928) argued that entrepreneurs can create the 

opportunity for new profits with their innovations. 

Schumpeter 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 hand. 

This separation of invention and innovation marked out the 

typical nineteenth century institutional model of innovation, in 

which independent inventors typically finds discoveries as 

potential inputs to entrepreneurial firms.  

Schumpeter’s brief discussions of historical episodes of 

innovations in the field of banking might appear to suggest a 

positive role of financial innovations in financing the 

entrepreneurial ventures that produce the primary from wave 

growth spurts (improvement in financial performance).  

b. Empirical literature  

Most studies have reported a positive relationship between 

innovation and firm performance. 

Mabrouk and Mamoghli (2010) in their study on Dynamics of 

Financial Innovation and Performance of Banking Firms in 

Tunisia, analysed the effect of the adoption of two types of 

financial innovations namely; product innovation (telephone 

banking and SMS banking) and process innovation (Magnetic 

strip card, ATM and credit card, Automatic cash dispenser, 

and electronic payment terminal) on the performance of 

banks. Their analysis included two adoption behaviours, 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 and process 

innovation also has a positive effect on profitability and 

efficiency. Banks that imitate are less profitable and less 

efficient than first movers. 

Nyambariga(2013)also studied the effect of financial 

innovation on the performance of some Kenyan commercial 

banks. Although the study established that financial 

innovations affected commercial banks performance, it is 

notable that none of the tested variables i.e. ATM, plastic 

cards, and mobile banking was significantly related to 

performance of commercial banks in Kenya. This creates a 

gap in assessing how the financial innovation could have a 

direct link with bank performance. 

In Kenya, a study was done by Cherotich, Sang, Shisia and 

Mutung’u (2015) on financial innovations and performance of 

commercial banks in Kenya.  It adopted a census where all the 

44 banks were used in the study. The study found that there is 

a strong relationship between financial innovations and 

financial performance. The study concludes that financial 

innovations positively affect financial performance. In the 

same country, Gichungu and Oloko (2015)also sought to 

analyse the link between bank innovations and financial 

performance of commercial banks in Kenya between 2009 

and 2013.  The study established that the identified bank 

innovations, precisely, mobile phone banking, online banking, 

agency banking and ATM banking all had positive impact on 

the financial performance of commercial banks in Kenya over 

the 5-year period. 

In the case of Ghana, Peter-Brown(2017) undertook a study 

which focus on establishing an association between financial 

innovation, management efficiency, liquidity management, 

interest rate, GDP and profitability. The study selected banks 

with market share above 39% as the sample for the analysis, 

using the Pearson‟s correlation analysis, it was revealed that 

thereexist a positive and significant relationship between 

financial innovation and customer volumes as well as 

profitability of banks. Making using of multiple regression 

financial innovation was significant in affect customer volume 

hence profitability.   

El Chaarani and El Abiad (2018) conducted a study to analyse 

the impact of technological innovation on the perfomance of 

Lebanese banks. Data spanning from 2010 to 2017, the result 

shows that, technological innovations such as internet 

banking, mobile banking, automated teller machines and 

investment in computer software increases bank performance 

using ROE and ROA as perfomance measurement.  

Suleymanov, Farzaliyev and  Nagiyev (2019) conducted a 

study to analyse how electronic-based banking services 

(innovation) affects bank's profitability performance. The 

performance of banks interms of ROE and ROA of 23 

developed and developing countries were use over the period 

2005 to 2013. The authors employed dynamic panel 

estimation technique, and the result indicated that electronic 

banking services improve the banks profitability performance. 

Zouari and Abdelmalek (2020) investigated whether or not 

there is a mediating effect of risk management on the 

relationship between financial innovation and bank 

performance. They collected data from the annual activity 

reports of banks listed on the Tunis Stock Exchange. The 

empirical study employed random effects model on panel data 

extracted from 10 banks, over the period ranging from 2009 to 

2017. Zouari and Abdelmalek analysis substantiated that 

financial innovation has a positive direct effect on stock 

market performance. 

c. Research Gaps 

In spite of the great attempts by Domeher et. al.(2014) and 

Peter-Brown(2017), there is still room for improving on the 

existing knowledge given the weakness of the earlier studies. 

For instance, Domeher et al., (2014) looked at the adoption of 

financial innovation by customers with less emphasis on how 

it affects the performance of banks. Peter-Brown (2017) had 

issues with sample size since less than a quarter of banks in 

Ghana was used for the analysis hence the result cannot be 

generalized for the entire industry.Again, there are issues with 

the estimation technique used by these authors. Correlation 

does not really talk about causal relation. Applying a multiple 
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regression to a panel data leaves much to be desire given the 

associated problems. Eventhogh there are other good studies 

outside Ghana, the problem of context still exist. In bid to fill 

these research gaps this study seeks to assess the effect of 

financial innovation on bank performance applying a panel 

data regression model on 16 registered and licensed 

commercial banks in Ghana across 10 years.  

III. METHODOLOGY 

a. Source of Data and Data 

This section considers the sources and type of data collected 

on the variables used in the econometric models. In quest to 

ascertain the effect of financial innovation on bank 

performance in Ghana, the study uses a panel data on 16 

registered and licensed banks in Ghana spanning from 2009 to 

2018. This was obtained from the Ghana Banking Survey 

reports. In addition, the macroeconomic data was sourced 

from World Development Indicators (WDI). The time period 

and the number of banks selected were based on data 

availability.  

b. Model specification 

The study adopts static panel data regression model where 

fixed and random effect estimation techniques are used to 

examine the study objective. Panel modeling allows for 

flexibility in modelling differences in behaviour across 

individual bank. It is also appropriate for this study because of 

its ability to take into account heterogeneity problem or 

individual bank effects in cross sectional data and give more 

informative data.The general form of the panel data model is 

specified as: 

𝑌𝑖 ,𝑡 = α + β𝑋𝑖 .𝑡 + 𝜀𝑖,𝑡                              (1) 

The subscripti denotes the cross-sectional dimension and t 

represents the time-series dimension. The variable Y 

represents the dependent variable in the model, which 

represents the performance of banks in Ghana.  𝛽 is the 
coefficient X is the independent variables in the estimation 

model, 𝛼 is taken to be constant overtime 𝑡 and specific to the 

individual cross-sectional unit i. The model is thus specified 

as follow: 

𝑁𝐼𝑀𝑖 ,𝑡 = α + 𝛽1𝐴𝑆𝑄𝑖 .𝑡 + 𝛽2𝑆𝐼𝐷𝑖 .𝑡 + 𝛽3𝐹𝐼𝑁𝑁𝑂𝑉𝐴𝑖 .𝑡
+ 𝛽4𝐵𝑆𝐼𝑍𝐸𝑖 .𝑡 + 𝛽5𝐴𝐺𝐸𝑖 .𝑡 + 𝛽5NObanks
+ 𝛽7SexCEO + 𝛽8Ownership + 𝛽9lnCPI
+ 𝛽10  lnM2 + 𝜀𝑖,𝑡 ……………… . . (2) 

𝑅𝑂𝐴𝑖 ,𝑡 = α + 𝛽1𝐴𝑆𝑄𝑖 .𝑡 + 𝛽2𝑆𝐼𝐷𝑖 .𝑡 + 𝛽3𝐹𝐼𝑁𝑁𝑂𝑉𝐴𝑖 .𝑡
+ 𝛽4𝐵𝑆𝐼𝑍𝐸𝑖 .𝑡 + 𝛽5𝐴𝐺𝐸𝑖 .𝑡 + 𝛽5NObanks
+ 𝛽7SexCEO + 𝛽8Ownership + 𝛽9lnCPI
+ 𝛽10  lnM2
+ 𝜀𝑖,𝑡 ………………………… . . (3) 

𝑅𝑂𝐸𝑖 ,𝑡 = α + 𝛽1𝐴𝑆𝑄𝑖 .𝑡 + 𝛽2𝑆𝐼𝐷𝑖 .𝑡 + 𝛽3𝐹𝐼𝑁𝑁𝑂𝑉𝐴𝑖 .𝑡
+ 𝛽4𝐵𝑆𝐼𝑍𝐸𝑖 .𝑡 + 𝛽5𝐴𝐺𝐸𝑖 .𝑡 + 𝛽5NObanks
+ 𝛽7SexCEO + 𝛽8Ownership + 𝛽9lnCPI
+ 𝛽10  lnM2 + 𝜀𝑖,𝑡 . . …………………… . . (4) 

Where α is constant, β1, β2, β3, β4,β5 β6 β7,β8,β9 andβ10 are 

coefficient of the variables, 𝜖 is the error term. 

Tabular descriptions of the variables used in the study, their 

source, units of measurement and expected signs shown in 

Tables 1. 

 

Table 1: Operationalization of variables 

Variables Symbol Definition Source Expected Signs 

Return on Equity ROE Net income to equity Banking Survey report  

Return on Asset ROA Net Income to Total Assets Banking Survey report  

Net income to 
equity 

NIM Net income divided by average operating asset Banking Survey report  

Financial 

Innovation 
FINNOVA Inverse of cost to income ratio Banking Survey report + 

Asset quality ASQ 
Impairment allowance divided by gross loans 

and advances 
Banking Survey report +/- 

Share of Industry 

Deposit 
SID 

Ratio of bank deposit to total deposits in the 

industry 
Banking Survey report +/- 

Bank Size BSIZE Natural log of total asset Banking Survey report + 

Age of the Bank AGE Number of years the bank has been in Ghana Banking Survey report + 

Number of 

branches the bank 
NObanks Number of branches the bank has Banking Survey report + 

Sex of the Chief 
executive officer 

SexCEO Sex of the Chief executive officer Banking Survey report +/- 

Ownership Ownership Whether the bank is domestic or foreign bank Banking Survey report - 

Inflation LnCPI Log of consumer price index 
World Development 

Indicators 
- 

Broad money 
supply 

LnM2+ Broad money supply 
World Development 

Indicators 
+ 

Source: Author’s own construction
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IV. RESULTS AND DISCUSSIONS 

As shown in Table 2, Return on Asset, Return on Equity and 

Net income to equity were the proxies used to measure bank 

performance in this study and their averages are 3.244, 16.968 

and 9.672 respectively. From the signs of the mean values, we 

can conclude that commercial banks in Ghana are generally 

making profit. The figures also suggest that commercial banks 

in Ghana spend relatively less on equity but more on total 

asset. The average total asset being GHC 2261.765million 

with a minimum of GHC 19 million and a maximum of GHC 

9721 million.Return on Equity is more varied compared to the 

other performance indicators use in the analysis. To be more 

specific, Return on Equity has a minimum of -452.50, a 

maximum of 51.1 and a standard deviation larger than all the 

other performances indicators.  

Table 2: Descriptive statistics 

Variable Observation Mean Std. Dev. Min Max 

Return on 

Asset 
160 3.244 4.646 - 4.000 55.600 

Return on 

Equity 
160 16.968 39.733 

- 

452.500 
51.100 

Net Interest 
Margin 

160 9.672 3.080 3.400 19.400 

Financial 

Innovation 
160 1.953 0.585 0.990 5.000 

Asset Quality 160 5.615 4.625 - 4.500 22.100 

Share of 
Industry 

Deposit 

160 5.201 3.247 0.100 14.200 

Bank Size 160 7.313 1.037 2.944 9.182 

Total Asset 160 2261.765 1959.772 19.00 9721.00 

Age of the 

bank 
160 32.500 32.284 1.000 122.000 

Number of 

banks 
160 44.456 39.598 1.000 214.000 

Inflation 160 4.993 0.349 4.503 5.542 

Money Supply 160 3.79e+10 2.24e+10 1.03e+10 7.75e+10 

Source: Author’s own calculation based on 2009-2018 Ghana Banking 

Survey 

Note: ROE = Return on Equity, NIM = Net Interest Margin, ASQ = Asset 

Quality, SID = Share of Industry Deposit, FINNOVA = Level of Financial 
Innovation, BSIZE = Bank Size. CPI = log of Consumer Price Index, Money 

supply = log of Money Supply. 

Financial innovation which is the variable of interest has a 

mean value of 1.953, maximum value of 5 and minimum 

value of 0.990099 which is also showing less variability 

comparing the means value to the variability measurements of 

other variables. This suggest that at least a commercial bank 

in Ghana makes an additional income of GHC 0.99 for 

spending GHC 1 to introduce a new products or services into 

the bank. On the average each bank makes twice the amount it 

used in introducing a new product, process, organisation or 

marketing strategy into the bank. Given the small variability 

property of the financial innovation as shown in Table 2, there 

is less change for a bank in Ghana to make a little above half 

(more than twice) the investment into innovation.  

From Table 2, the quality of loan book over the period is 5.62 

percent for all the commercial banks in Ghana. The Asset 

Quality recorded over the period can deviate from the mean 

by 4.63 percent. This gap gives an indication that impairment 

allowance changing at a faster rate.  

The mean value of 5.2 for Share of Industry Deposit in Table 

2 means that on the average banks deposits have increased by 

5.2 percent over the period, with a minimum return of 0.10 

percent and maximum return of 14.2 percent. The standard 

deviation of 3.25 means that the share of industry deposits for 

banks can deviate from the mean score by 3.25 percent. The 

gap between the mean and the maximum return gives an 

indication that deposit mobilisation was not stagnant across 

the study period. In order to generate a much greater mean 

return in future, management of banks should make banking 

easier and flexible by investing on innovative product and 

service that are necessary to improve the deposit mobilisation 

of banks. The use of promotional campaign could also drive 

in more deposits. 

The commercial banks operate in an environment with an 

average inflation rate of 4.993. During the period of study, the 

economy experienced a minimum inflation rate of 4.503 and a 

maximum rate of 5.542. This can have a serious effect of bank 

financial performance.  

The result of the correlation matrix (Table 4) show that, 

Return on Asset is positively and significantly correlated with 

finnacial innovation, Return on Equity and Net Interest 

Margin but negatively correlated with ownership. Return on 

Equity is positive and significantly correlated with Net 

Interest Margin, Share of Industry Deposit, financial 

innovation, bank size and Age of the bank but negatively 

correlated with Asset Quality. Also, Net Interest Margin is 

positively and significantly correlated with Share of Industry 

Deposit, financial innovation, Age of the bank, Number of 

bank branches and Money supply while it is negatively 

correlated with sex of CEO. These correlation findings 

appears to be consistent the results of previous studies.
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Table 3: Correlation Matrix 

Variables ROA ROE NIM ASQ SID FINNOVA 
Bank 
size 

Age of 
bank 

Number 

of 

branches 

Sex of 
CEO 

Ownershi
p 

Inflation 
Broad 
money 

ROA 1             

ROE 0.26*** 1            

NIM 0.31*** 0.30*** 1           

ASQ -0.12 -0.17** 0 1          

SID 0.06 0.19** 0.29*** -0.08 1         

FINNOVA 0.36*** 0.32*** 0.40*** -0.13* 0.13* 1        

Bank size 0.13 0.27*** 0.40*** -0.15 0.62*** 0.34*** 1       

Age of the 
bank 

0.07 0.13* 0.29*** 0.07 0.46*** 0.16** 0.36*** 1      

Number of 

bank 

banches 

0.001 0.10 0.42*** 0.09 0.68*** -0.14* 0.50*** 0.39*** 1     

Sex of CEO -0.12 -0.12 -0.21** 0.07 -0.09 -0.40*** -0.25*** -0.34*** 0.02 1    

Ownership -0.20*** -0.04 -0.07 0.10 -0.09 -0.32*** -0.06 -0.07 0.27** 0.23*** 1   

Inflation 0.02 0.09 0.10 -0.17 0.07 0.22** 0.70*** 0.09 0.15* -0.26*** 0.01 1  

Broad 
money 

0.05 0.12 0.18** -0.11 0.07 0.25*** 0.72*** 0.09 0.16** -0.26*** 0.01 0.99*** 1 

Source: Author’s own calculation based on 2009-2018 Ghana Banking Survey 

According to Kennedy (2008), there is multicollinearity if the 

correlation coefficient is more than 0.7. It can therefore be 

concluded that the multicollinearity problem does exist in 

between money supply and inflation, and also between money 

supply and bank size. In order to solve this problem, money 

supply (intuitively, this variable does not have a direct effect 

on bank performance as bank size and inflation do) was not 

included in the regression equation. 

Table 4: Effect of financial innovation on bank performance in Ghana 

Variables Net Interest Margin Return on Equity Return on Asset 

 Fixed Random Fixed Random Fixed Random 

Asset quality -0.0803** -0.0283 -1.565** -1.282* -0.129 -0.102 

 (0.0404) (0.0404) (0.754) (0.673) (0.0842) (0.0786) 

Share of Industry 
Deposit 

-0.602*** 
(0.176) 

-0.617*** 
(0.119) 

-3.878 
(3.290) 

-1.637 
(1.905) 

-0.144 
(0.367) 

-0.361 
(0.233) 

Financial Innovation 
1.998*** 

(0.428) 

2.244*** 

(0.389) 

11.33 

(7.993) 

18.11*** 

(6.354) 

1.728* 

(0.892) 

2.689*** 

(0.757) 

Bank Size 0.957* 1.895*** 4.980 14.83** -0.208 0.938 

 (0.529) (0.435) (9.881) (7.082) (1.102) (0.848) 

Age of the bank 3.341*** 0.00362 22.91** 0.0319 3.724*** -0.000563 

 (0.575) (0.00769) (10.75) (0.118) (1.199) (0.0151) 

No. of branches 0.0500*** 0.0552*** -0.0636 0.0633 -0.00769 0.0233 

 (0.0178) (0.00833) (0.333) (0.130) (0.0371) (0.0164) 

Sex of CEO -1.046 -0.645 9.103 0.721 -0.124 0.165 

 (0.958) (0.797) (17.90) (13.00) (1.997) (1.553) 

Ownership -2.435 -0.772 2.792 4.886 -5.611 -1.484 

 (2.095) (0.481) (39.15) (7.429) (4.367) (0.945) 

Inflation -30.14*** -4.662*** -190.0** -29.87* -30.61*** -3.075 

 (4.454) (0.983) (83.21) (16.12) (9.283) (1.915) 

Constant 43.90*** 16.39*** 184.9* 31.59 37.27*** 8.333 

 (5.820) (3.454) (108.7) (57.06) (12.13) (6.719) 
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Observation 160 160 160 160 160 160 

Number of Groups 16 16 16 16 16 16 

Hausman test (𝓧𝟐) 41.98 7.75 16.95 

Prob>chi2 0.0000 0.5599 0.0307 

Wald chi2(10)  133.89***  29.27***  26.34*** 

F (9,135) 14.24***  1.95*    

Sigma_u 110.198 0.3916 747.8100 4.5236 122.9239 0.8624 

Sigma_e 1.9826 1.9826 37.0441 37.0441 4.1326 4.1326 

Rho 0.9998 0.03755418 0.9976 0.0147 0.998871 0.0417 

R-sq 0.4870 0.8483 0.1150 0.7180 0.1501 0.5365 

Standard errors in parentheses * p< 0.1, ** p< 0.05, *** p< 0.01 

Source: Author’s own calculation based on 2009-2018 Ghana Banking Survey 

As shown in Table 4, under Net Interest Margin and Return 

on Asset, fixed effect was chosen and interpreted because the 

Hausman test result is in favour of it. Using Return on Equity 

as a measure for bank performance, random effect model was 

selected hence all discussion based on the random effect 

model.    

From Table 4, Asset quality has a negative effect on Net 

Interest Margin and Return on Equity which is statistically 

significant at 5 and 10 percent level of significance 

respectively. This implies that, for every one percent increase 

in asset quality, Net Interest Margin and Return on Equity will 

be lowered by 8.03 percent and 128.2 percent respectively, all 

things being equal. This study confirms the result of Khalid 

(2012) who stated that asset quality has a negative effect on 

banks performance. Given that bad quality assets can prompt 

a downgrade bank rating and that it becomes more attractive 

to the informal sector to increase deposit as well as take up 

loans. The highly rated banks scare off these group of clients 

and hence reduction in profit. On the contrary, Marshall 

(1999) observed that one of the key features that the best 

community banks hold is good quality assets.  

Also, from Table 4, Share of Industry Deposit, has a negative 

relationship with bank performance, but significant only in the 

case of Net Interest Margin. This indicates that an increase in 

Share of Industry Deposit leads to a decrease in the level bank 

performance in Ghana. To be specific, for every 1 percent 

increase in Share of Industry Deposit, Net Interest Margin 

decrease by 60.2 percent. The reason is that, deposit in itself 

does not give interest unless the deposit is translated into loan. 

The more deposit you receive the more interest obligations 

you need to fulfil to your depositors. Therefore, a bank with 

large share of deposit is likely to have low interest margin. 

This finding gain support from Vithyea (2014). 

The most important question considered in this study is the 

effect of financial innovation on bank performance. For both 

theoretical and empirical, financial innovation improves banks 

perfomance. From Table 4, financial innovation has a positive 

and significant relationship with all the bank performance 

indicators. For example in Net Interest Margin model, it was 

discovered that, for every 1 percent increase in financial 

innovation, bank performance increase by 1.998 percent. 

Also, 1 percent increase in financial innovation will increase 

Return on Equity and Return on Asset by 18.11 percent and 

1.728 percent respectively. The possible explanation could be 

that innovation inceases revenue but decrease cost hence 

increase in profit. However, this evidence gain support from 

Ngumi (2014),Kamau and Oluoch (2016) and Gündoğdu and 

Taşkin (2017). 

Again, in Table 4, the bank size has a positive effect on Net 

Interest Margin and Return on Equity at  significant level of 

10 and 5 percent respectively but not significant in Return on 

Asset model. The possible explanation is that, as the size of 

the banks increases, it results in cost advantage and economics 

of scale together with improved management will contribute 

further to increase efficiency which would result into higher 

profitability. This is conformity with earlier studies that 

realized a significantly positive association between bank size 

and profitability (Adusei, 2015; Flamini, Schumacher  & 

McDonald, 2009;Kosmidou & Zopounidis, 2008). 

Furthermore, from Table 4, Age of the bank positive and 

significantly affect Net Interest Margin, Return on Equity and 

Return on Asset. For every additional year gained by the 

banks, financial performance increase by 3.341, 22.91 and 

3.724 percent respectively. 

From Table 4, there exist a positive and significant 

relationship between Net Interest Margin and number of 

branches. For every unit increase in the number of branches of 

banks, banks performance increase by 0.0500 percent. From 

the result, we can conclude that, there was a positive 

relationship between number of bank branch and Net Interest 

Margin of banks in Ghana. This result fall in line with the 

findings ofMusyoka (2011) and Konar and De Jonghe, (2014) 

whose studies conclude that there exist a positive relationship 

between the number of bank branches and Net Interset 

Marigin. 

In addition,for all the three bank performance indicators, there 

exist a nagative relationship between inflation and bank 
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performance. This shows that, inflation has a negative impact 

on bank performance. The posible expalnation is that, it is 

difficult for banks to predict the actual inflation and 

adjusttheir interest rates adequately to capture it, hence 

increase in banks cost which adversely affect banks 

performance. This conform with the finding of Wamucii 

(2010)but opposite the finding of Tarus, Chekol, and 

Mutwol(2012) andChioma, Adanma and Clementina (2014).  

V. CONCLUSION AND RECOMMENDATIONS 

The study aimed at examining the effect of financial 

innovation on financial performance of commercial banks in 

Ghana. In order to achieve this objective, fixed and random 

effect model were applied to a 10-year balance panel data to 

test that hypothesis that financial innovation does not affect 

banks performance. 

The study found that financial innovation, bank size, age of 

the bank, and number of branches positively affects financial 

performance of commercial bank in Ghana. However, asset 

quality, share of industry deposit and inflation were found to 

affect financial performance of bank negatively. 

Based on the outcome of the study, the following 

recommendations were outline: 

1. Commercial bank management should introduce 

more cost-effective products or services which have 

lower cost to income ratio (thus, more financial 

innovation).  

2. Commercial bank management should ensure that 

the bank establish more branches to improve upon 

their profitability. 

3. Management of commercial banks should reduce 

impairment allowance which leads to reduction in 

asset quality hence improve financial performance. 

This can be achieved through improvement on the 

credit appraisal process and recovery strategies of the 

bank. The use of credit reference bureau must be 

fully utilized. 

4. Government should put in place prudent measures to 

curb inflation in order to prevent the erosion of bank 

profits. 
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