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Abstract

Globally, banking sector performance has experienced significant growth in terms of earnings,
size and resilience between 2008 and 2022. Total assets reached over $124 trillion, while
return on assets (ROA) stood at 0.9%. Hence this study aim to evaluate the effect of corporate
governance and innovation capability on performance of selected deposit money banks in
Lagos State, Nigeria. The specific objectives are to; determine the effects of corporate
governance dimensions on performance of selected deposit money banks in Lagos State,
Nigeria; evaluate the effect of innovation capability dimension on performance of selected
deposit money banks in Lagos State, Nigeria; and assess the combine effect of corporate
governance and innovation capability on performance of selected deposit money banks in
Lagos State, Nigeria. This study adopts a quantitative research method, employing a cross-
sectional survey research design. The population consists of one thousand, two hundred and
twenty-eight (1,228) employees of selected deposit money banks headquarters in Lagos State,
and three hundred and six (306) sample size. The administered questionnaires represent a
79.1% response rate. The result of hypothesis one showed that corporate governance have
positive but weak statistical significant relationship with finance performance of DMBs (R =
0.205, P<0.05), hypothesis two revealed that innovation capability has positive but weak
statistically significant relationship with financial performance of DMBs (R= 0.287, p<0.05),
and hypothesis three revealed that corporate governance and innovation capability have
positive but weak statistically significant relationship with the performance of DMBS (R =
0.313, p<0.05). This study concludes that corporate governance and innovation capability
have significant effects on the performance of selected deposit money banks in Lagos State.
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This study recommends that corporate parent of the selected deposit money banks should pay
attention to corporate governance activities to ensure that it helps improve performance for
the DMBs under investigation.
Keywords: Corporate Governance, Innovation Capability, Deposit Money Banks.
Word Count 297
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Chapter One

Introduction

1.1 Background to the Study

Financial institutions mediate between households in excess, who have surplus funds to

save, and households in deficit, who lack the funds to invest. Several arguments have

been provided to support the claim that banks play a crucial role in maintaining a healthy

economy and society, suggesting that the success of the banking industry in any economy

is of importance to many parties beyond just shareholders. Stable financial performance

from the banking sector is crucial to serving the needs of these stakeholders, however

considering the poor financial performance, operational inefficiency of banking

technologies, liquidation, merger, and outright revocation of licences of many DMBs by

the Central Bank of Nigeria, this trend calls into question the role of governance structure

and innovation capability of the DMBs in Nigeria over the years.

Globally, banking sector performance has experienced significant growth in terms of

earnings, size and resilience between 2008 and 2022.Total assets reached over $124

trillion, while return on assets (ROA) stood at 0.9 percent1. Similarly, tier 1 capital ratio

as a proportion of assets rose to 6.7 percent, significantly higher than in 2008. However,

the recovery since the financial crisis has not been uniform across regions1,2. Global

banking sector outlook suggests that US banks, compared to their European, Asia-Pacific,

South America and the Middle East and Africa (MEA) counterparts, are ahead on

multiple measures. Aggressive policy interventions and forceful regulations helped propel

US banks to health more quickly2. And more recently, favourable GDP growth, tax cuts,
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and rising rates have further bolstered the state of the industry. Total assets in the United

States reached a peak of $17.5 trillion. Capital levels are up as well, with average tier 1

capital ratio standing at 13.14 percent2. Return on equity (ROE) for the industry is at a

post-crisis high of 11.83 percent. Efficiency ratios also are at their best. Similarly, on

other metrics, such as nonperforming loans and number of failed institutions, the US

banking industry is robust2.

The same cannot be said of the banking industry in other regions. For example, in Europe,

Structural deficiencies, overcapacity, low/negative interest rates, and the absence of a pan

European banking regulatory agency have all likely contributed to European banks

experiencing persistent profitability challenges. Many European banks have become

smaller, retrenching from international markets and exiting former profitable businesses.

Consider the fact that profits of the top five European banks dropped from $60 billion in

2007 to $17.5 billion in 20173. However, European banks are showing some

improvement. Return on Equity (ROE )for Western European banks in the top 1,000

world banks grew to 8.6 percent in 2017, compared with 5.5 percent in 20161,3.

In the Asia Pacific (APAC) region, the growth of Chinese banks has been the most

stunning development in the last 10 years (2008-2018). The Chinese banking industry has

surpassed that of the European Union (EU) in terms of size4. The world’s four largest

banks in 2018 are Chinese; in 2007, none of the top 10 banks in the world were Chinese

and they are also doing well in terms of profitability4. However, the concern with

economic growth and the tariff war with the United States are already affecting prospects.

Meanwhile, Japanese banks, which escaped the financial crisis, have long suffered the

effects of slow domestic growth and low/negative interest rates. Despite this overall

optimistic picture for the global banking industry, uncertainties loom on the horizon. Real
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GDP growth forecasts from the International Monetary Fund (IMF) point to a

deceleration in all regions, including China and Emerging Asia4.

Africa has emerged as the world’s second banking market in terms of growth and

profitability, according to a study by management consulting firm McKinsey and

Company in 20183. Low banking penetration and income levels, as well as economies

that are largely cash-based and viewed as a high credit risk, have long been considered

major obstacles to the development of the continent’s banking sector. However, that

growth is by no means evenly spread, either geographically or among income groups4.

Only five countries such as: South Africa, Nigeria, Egypt, Angola and Morocco currently

accounting for 68 percent of Africa’s total banking revenue. And about 60 percent of the

total retail revenue growth of nearly $18 billion expected over the next five years will be

concentrated in South Africa, Egypt, Nigeria, Morocco and Ghana. In all of this PWC

report pointed out that the performance of Banks in Africa, is affected by factors such as,

banks characteristic, competitive environment, political factors, economic indicators,

regulation and legal environment, country risk were major issues surrounding the

performance of banks in Africa5. Stressing that the issues surrounding the performance of

commercial banks is critical not only to the management of these commercial banks but

also to other stakeholders and interest groups such as the country‘s Central Bank, the

government as a whole, the bankers association as well as other financial authorities in

the region6.

In Nigeria the ripple effect of the slow economic growth, subsidy removal and Federal

government and the CBN policies inconsistencies have created tougher times for many

Nigerian business including banks and this has negatively affected the performance of the
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banking sector in the country. For example Between “2014-2022” the sector have

experienced about five bank going under (Union bank, Skye bank, Diamond Bank,

Oceanic bank, Intercontinental bank, Mainstreet banks) which led to a further merger and

acquisition3,6,7.

In addition, proshare economy report stressed that Deposit money banks (DMBs)

continue to grapple with significant Non-Performing Loans (NPLs), regulatory hurdles

and unstable economic environment 4. The huge non-performing loan portfolios have

eroded the ability of banks to effectively and efficiently function as credit institutions.

Empirical evidence suggested that nonperforming loans have adverse effects on firm

growth, bank profitability, efficiency, and often lead to bank failures5.

More so, data from the National Bureau of Statistics, revealed that the value of Non-

Performing Loans (NPLs) in the third quarter of 2018, Q3’18, increased by NGN400

billion or 21% to NGN2.3 trillion from NGN1.9 trillion in the second quarter of same

year3. This corroborates the most recent report of global rating agency, Moody’s which

warned that losses to bad loans remain high in Nigeria’s banking industry with the

potential negative consequences for bank performance8.

Majority of the issues identified above especially that of NPL, bank failures with respect

to liquidity thresholds and slow growth have been attributed to the inability of the bank

operators to conduct comprehensive risk management for loan applications, engaging in

unethical practices which cloud due process (fairness and transparency) in the

administration of banking financial activities in loan application, board structure

irregularities, and inability to a deploying innovation capability that guaranty seamless

banking operation physically and virtually9.
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To address these issues in the Nigeria’s banking sector for the better, both the industry

regulator and banking experts suggested that the banks governance structure and

innovation capability can be used as a strategy to address the many challenges. This is

because code of corporate governance put the overall management of the banking

activities at the foot-step of the leadership structure thereby ensuring compliance to the

code of best practice while innovation capability will ensure that creative means through

which banks can satisfy their stakeholders is implemented and enforced systematically.

More so, the complementary role of corporate governance and innovation capability

should ensure a comprehensive risk assessment of financial activities and operational

compliance following ethical practice, ensuring transparency and establish a board

structure that can deliver sound banking service and maximise shareholders wealth. The

new naira redesign policy of the Apex bank and the behaviour of DMBs in Nigeria

suggest that issues of corporate governance and innovation need to be revisited10.

It is widely acknowledged that good corporate governance culture and sound innovation

capability framework instituted via the board of directors is essential to sustain and

promote the interest of stakeholders and hence position the banking sector into a vibrant

financial system that enhance growth and economic prosperity for Nigerians11. Scholarly

work have been done to substantiate the functional relationship between corporate

governance and innovation capability on organisational performance in divers

sectors12,13,14. Likewise empirical submission have been made about corporate governance

and innovation capability relevance for business survival and sustainability however

scholars have recommended the need for more studies on the performance effect of

corporate governance and innovation capability in the banking sector especially after the

disruptions caused by the rampaging COVID-19 pandemic, the new naira design policy
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of the CBN, and subsidy removal. It is important to stress that the sector is battling with

problems ranging from inefficient service delivery, people’s distrust for the banking

sector, rising bad loans, and the customers’ inability to access their savings from banks

makes it difficult for the average Nigerian citizen. It is in view of this discussion that this

study intends to examine the effect of corporate governance and innovation capability on

the performance of selected banks in Lagos State, Nigeria15.

1.2 Statement of the Problem

Evidence from the total asset base of the banks revealed that banks growth was observed

to be on a continuous decline across Wema, FCMB, Polaris and Fidelity banks16,17. The

financial report of Wema bank revealed a dip in total assets from N330.87bn to a

borrowing position of N385.38bn (2017), inidcating a backward growth of the bank.

Similar scenario was observed in FCMB, where a fluctuating trend was observed from

N1,314.80bn to a negative position of N1,293.70bn (2015) and then a slight improvement

to N1,316.30bn (2020). This position is an aberration and a hug contrast from the trend in

Zenith Bank plc that has witnessed a healthy consistent growth of the firm from a

N3,143.13bn to N5,595.25bn (2017)18. This decline could possibly be attributed to the

stiff competition existing among the banks, however it is further aggravated by the

perceived lack of transparency of the board members of the affected deposit money banks.

The five year annual reports of Wema bank and First City Monument Bank (FCMB),

revealed a worrisome downward trend of profitability from 2013 to 2017. In the case of

FCMB, the bank recorded N6.03m in 2013, N5.59m (2014), N2.52m (2015) and although

a marginal increase was recorded in 2016 (N3.73m), a further drop to N1.52m was

observed in 2017. Similar trend was observed in Wema bank as profitability fluctuated
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across the years from N1.59m (2013), N2.37m (2014), -N2.27m (2015), and N2.59m

(2016) to a major loss position in N2.3m (2017). This declining trend in profitability has

been perceived to be arising from corporate government dimensions (ethical practice, risk

management and transparency) and challenges in deploying an effective innovation

capability19.

According to Scholars, it has become a common phenomenon in Nigerian banks to extend

loans and advances to family relations, friends and directors without due process17,18,19.

This clearly violates the required internal control protocols, risk management practices

and fairness, and has led to bad debts caused by inadequate recovery procedures.

Consequently, these banks have remained incapacitated in their ability to recover the

loans and advances extended to these categories of stakeholders ultimately leading to

banking distress and negatively affecting their profitability. Moreover, the recent new

naira design implementation and enforcement of the CBN showed that DMB innovation

capability in terms of electronic banking App and other financial technologies did not

leave up to expectation. This led to a lot of frustration and anguish for small business and

citizen socioeconomic wellbeing20.

Several scholars have focused on different aspects of corporate governance practices and

innovation capability and their influence on performance in different sectors in both

developed and developing countries employing majorly quantitative methods, cross-

sectional survey, and expo-facto design20,21,22. However, these studies have not focused on

how corporate governance (risk management, ethical practice, & transparency) and

innovation capability (management, product, & process) affects the performance of

deposit money banks even as scholars suggested that the gap be filled23,24. Bearing in

mind the gaps identified above in existing literature and problems acknowledged
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concerning the DMBs in Nigeria, this study intends to evaluate the effect of corporate

governance and innovation capability on performance of DMBs in Lagos State, Nigeria.

1.3 Aim and Objectives of the Study

The aim of this study is to evaluate the effect of corporate governance (risk management,

ethical practice, & transparency) and innovation capability (management, product, &

process) on performance of selected deposit money banks in Lagos State, Nigeria. The

specific objectives are to:

1. determine the effects of corporate governance dimensions on performance of

selected deposit money banks in Lagos State, Nigeria.

2. evaluate the effect of innovation capability dimension on performance of selected

deposit money banks in Lagos State, Nigeria.

3. assess the combine effect of corporate governance and innovation capability on

performance of selected deposit money banks in Lagos State, Nigeria.

1.4 Research Questions

The following research questions will be answered by this study:

1. In what way does corporate governance dimensions affect the performance of

selected deposit money banks in Lagos State, Nigeria?

2. How can innovation capability dimensions affect profitability of selected deposit

money banks in Lagos State, Nigeria?

3. What is the effect of corporate governance and innovation capability on

performance of selected deposit money banks in Lagos State, Nigeria?
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1.5 Hypotheses

The following hypotheses will guide this study;

H01: Corporate governance dimensions have no significant effect on performance of

selected deposit money banks in Lagos State, Nigeria.

H02: Innovation capability dimensions have no significant effect on performance of

selected deposit money banks in Lagos State, Nigeria.

H03: Corporate governance and innovation capability have no joint significant effect on

performance of selected deposit money banks in Lagos State, Nigeria.

1.6 Significance of the Study

The study will be particularly significant to the following stakeholders (bank leadership,

government, academia, and society) when completed:

This study will provide strategic information to the bank leadership on how well

corporate governance and internal control can enhance the maximization of shareholders

wealth. Specifically, it will show how corporate governance dimensions: risk

management, transparency and ethical practice and innovation capability with respect to

product, management, and process innovation can enhance banks performance.

Furthermore, to the body of knowledge, this study, intends to address some gaps in the

existing literature on corporate governance, innovation capability, and bank performance.

More specifically, it will test the conceptual model that evaluate the effect of corporate

governance and innovation capability on the performance of DMBs in Lagos State,
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Nigeria. Thus, contributing to recent research in this regard. It would serve as reference

material for students to learn and will create the platform for further studies in the field of

accounting and management.

The society will become a better place if these banks focus on the improvement of

performance through careful and devoted efforts towards the employment of effective

risk management, transparency, ethical practice and innovate it management, process, and

product as tools for proper improvement of performance.

1.7 Scope of the Study

This study intends to ascertain the effect of corporate governance dimensions (ethical

practice, risk management and transparency) and innovation capability (management,

process, and product) on performance measures (profitability and firm growth) of selected

DMBs in Lagos State, Nigeria. The study will cover one thousand, two hundred and

twenty-eight (1228) employees of the selected deposit money banks in Lagos State

(Zenith Bank, Guaranty Trust Bank, First Bank of Nigeria, United Bank of Africa, Access

Bank, Fidelity Bank, Wema Bank, First City Monument Bank and Polaris Bank).

The choice of conducting this research in Lagos State is because all the selected banks

have their head office in Lagos State. In addition, Lagos State is considered the hub of

banking activities in Nigeria because the city alone accounted for 50% of banking

activities in Nigeria24. The study will adopt a cross-sectional survey design and sample

size of 669 Banks employees at the top and middle management level adopting Krejcie

and Morgan formula for sample size determination for a known population.

1.8 Limitation of the Study
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The scope of this research is restricted to the DMBs in Lagos State, Nigeria. Due to the

study's cross-sectional research design nature, it is impossible to draw any conclusions

about the long-term effects of corporate governance and innovation capability on DMBs

performance. The questionnaire employed has some limitations as instrument of data

collection. The low response rate, the fact that some people filled out the questionnaire

without reading it, and the presumption that the data they provided will be utilized

negatively are all weaknesses. The researcher makes sure that the questionnaire items

were written in clear, unambiguous English to combat these issues and boost response

rates. The researcher also ensures the respondents' anonymity and confidentiality, and

obtains approval from respective DMBs official all of which increased the researcher's

accessibility to the respondents. Despite these limitations, this research does present

important conceptual, empirical, theoretical, and practical implications to the

management of DMBs in Lagos State, Nigeria.

1.9 Operational Definition of Terms

Corporate Governance: This is the procedures, customs, policies, regulations and

institutions that regulate organisations and corporations in the manner in which they

operate, manage and regulate their activities.

Ethical Practice: refers to as a systematic rules or principles governing right conduct

within the organisation.

Firm Growth: This is increasing measure in certain organizational success criteria often

achieved by boosting business top ranking or revenues, with higher product or service

revenues, or by increasing the profit margin.
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Innovation Capability: This refers to the capability to continually transform ideas and

knowledge into new processes, products and systems of the organization into utilities for

customers

Process Innovation: This described as improving or changing current procedures and

techniques used in the bank to deliver financial service.

Product Innovation: This refers to the introduction of products by banks that is new or

significantly improved with respect to its characteristics or intended uses

Management Innovation: This can be referred to new ways work can be organized and

accomplished within an organization to encourage and promote competitive advantage; it

can either be a new product, a new service, a new technology, or a new administrative

practice.

Performance: is the actual results of an organization as measured against its intended

output.

Profitability: This is the degree to which the organization is able to record profit or

financial gain from its activities over time.

Risk Management: is defined as the identification, assessment, and prioritization of risks

pertaining to the organization and its stakeholders.

Transparency: refers to public insights into important and accurate financial and

operational information.
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Chapter Two

Literature Review

This chapter provides a detailed explanation of the concepts used in this study, the

theories and the empirical findings of past research works. The chapter is classified into

three main sections, namely; conceptual, empirical, and theoretical review of literature.

This becomes necessary as it helps the researcher understand and examine what has been

done in existing studies given the variables under study.

2.1 Conceptual Studies

This section focused on the definitions, characteristics, advantages and disadvantages and

other aspects of the concepts under study by different authors and scholars in the field of

organisational performance (profitability and firm growth,) and corporate governance

dimensions (risk management, ethical practice and transparency) and innovation

capability (management, product, & process).

2.1.1 Performance

Organizations perform various activities to accomplish their objectives. These repeatable

activities and outcomes must be quantified in order to ascertain the level of performance

and for management to make informed decisions on where, if needed, within the

processes to initiate actions to improve performance. The drive to quantify these inputs

and outputs is term performance1. On the other hand, the concept of performance though
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widely applied in almost all spheres of the human activity has no consensually agreed

meaning due to its pervasiveness. Sseveral other authors looked at performance from

different angles2,3. A number of researchers maintained that organizational performance

is a multidimensional phenomenon. Notwithstanding, many scholars focuses on sections

of organizational performance that deals with goals and resources. Also, the researchers

were unanimous that performance is the ability of an organization to achieve its goals,

objectives and shared purposes4.

Performance is an outcome of plans carried out by managers and workers and also a

broad concept and its meaning changes in accordance with user’s perspective and needs5.

Managers must do greater than comparatively set objectives, they must generally monitor

operations to maintain feasibility and give guidance to win failing operations back on

track. Tools for this kind of management include budgeting, determining intelligent

management strategies, scrutinise areas that require improvement and determining

potential areas for collaboration. That means performance is the act of carrying into

execution an action, achievement or accomplishment using tools such as budgeting,

determining intelligent management strategies6.

Generally, the definition of performance has had a nonlinear evolution over time, existing

some significant conceptual gaps. Performance is related to an organization’s ability to

attain set goals by using resources in an efficient and effective manner with the view of

making profit at customers’ satisfaction and meeting stakeholders obligations as at when

due7. Performance is a fairly broad concept, and it’s meaning changes in accordance with

user’s perspective and needs5. The concept of performance is as well seen as a capability

to evaluate the standard and success of a company be it big or small8. Performance is a

dynamic concept and is the indicator of financial and non-financial factors which help to
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identify on which level of objectives and results are achieved. It is also the result of

modified successful management practice9.

Similarly, earlier scholars provided varying definitions of the concept. Performance is a

set of processes for establishing shared understanding about what is to be achieved and

managing and developing people in a way which increases the probability that will be

achieved in the short and long term10. Performance is an indicator that helps to evaluate

and measure how an organization succeeds in realizing business objectives to all its

stakeholders11. Performance is argued to be a concept that explains the extent to which an

organization achieves objectives12. Recent conceptualization of the concept of

performance has not deferred much. Performance is one of the major indicators that

explain the level of development of any organization and the challenges of the global

business environment have re-echoed the need for corporate organisations to have more

concerns about the success of business firms13. But an underlining take away from their

definitions is that performance is one of the most important dependent variable in both

finance and management literature. Another inferences from their study is that

performance shows how firms have been performing overtime. Likewise, performance

compares actual output or results of an organization measured against its intended output

or objectives14.

According to studies, performance encompasses three specific areas of firms’ outcomes:

(1) financial performance involving profits, return on assets, return on investment; (2)

product market performance (sales, market share); Market performance being the

behaviour of a product and (3) shareholders’ return (total shareholders’ return, value

added) and Stock market performance. Although, other scholars grouped performance

measures into individual and organizational evaluations6.
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As earlier reiterated, Performance is the ultimate dependent variable of interest for

scholars of management who seek to identify variables that produce variation in

performance. In light of this, scholars conceptualized and measured performance

differently and draws different expectations from employees, shareholders, investors and

the general public. Also, performance is one of the four different performance dimensions

- (innovative performance, production performance, market performance and financial

performance) employed in literatures to represent firms’ performance15.

There are a wide variety of performance measures in an organization, such as operational

performance, which refers to the completion of operational goals within diverse value

chain undertakings that may result to succeeding; common performance pointers, such as

growth in market share, product quality, or marketing effectiveness, measure separate

magnitudes of operational performance. Putting together organizational performances,

explain the economic outcomes resulting from the interplay among an organization’s

attributes, actions, and environment. This means different things to different

organizations because there are many parameters a company may use to measure its

growth and how well a firm does relative to the goal it has set for itself. Past research has

used many variables to measure organizational performance16. One of the classical

financial measures of performance is the return on assets (ROA), return on equity17.

Other measures are return on investment (ROI), revenue growth, stock price, liquidity and

operational efficiency. Aside the used of financial measures, which was argued to be for

decision making by scholars, other measures of performance relate to customers

satisfaction, operations and relationship with community and stakeholders. However,

some organizations measure performance with parameters such as assets, business

expansion, number of employees, profitability, among others. What this means is that
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both quantitative and qualitative input parameters are incorporated in an optimal way in

the performance evaluation models17.

The advantages of measuring performance are apparent in the literature. Notably,

performance measurement provides satisfying insights for conducting yearly reviews of

managers and employees and is also important for understanding how a company is

performing compared with its competitors18. Secondly, performance helps management

determine how effectively the organization is handling its resources. Further, functions

such as strategic objectives, organisational structure, trade performance measures,

allocation of basic material and processes, values, culture and guiding principles and

reward structure are evaluated and assess in performance studies or analysis.

Performance functions in a way that all business parts and function can be measured in a

whole and a high performing organization makes the difference between a great job and a

depressing business. Also, performance shows an outcome of plans carried out by

managers and workers5.

The core disadvantages of performance stems first from the fact that in the absence of

any operational definition of performance upon which the majority of the relevant

scholars agree, there would naturally be different interpretations and inferences opined by

various people according to their own perceptions1. In addition, elements that an author

thinks that can affect performance will also differs. Performance management is a source

of dissatisfaction at many organisations19. For example, large shares of respondents to a

recent McKinsey Global Survey on the topic say their organisations’ current systems and

practices have no effect on company performance, but the appraisals nonetheless,

potently could lead to loss of self-esteem of employees, resignation, demotivation,

increase in legal risk and biases20.
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Above all it seems pertinent to the researcher to agree that performance will involve some

form of returns to investors, expansion and growth, where growth is defined as a change

in an organization’s size over time. Performance from the researchers view with a growth

element will bring about an increase in market share and other element which brings

investors’ confidence and maintains organisations lead in the market. Situating

performance with corporate governance subsumed that performance is central to

corporate governance research and to firm performance as the measure organizational

performance founded on economic pointers. Research in this field builds on the

assumption that quality corporate governance structures influence performance of an

organization. Also, the conceptual sphere of organizational performance can be

quantified only by connecting this construct to the wider construct of organization aim

and shareholders expectations. Where, accounting and financial returns are understood as

the chronological performance of establishments that is measured through the use of

financial accounting figures as circulated in yearly reports. In this study a definition of

performance will therefore comprise both quantitative and qualitative input parameters in

an optimal way. However, an organisational performance framework that link towards

accounting measures seems to be the most convincing and persuasive definition of

performance because it establishes the concluding purpose of economic undertakings.

With that said, performance is defined as the expectations of management and

stakeholders on improvements of accounting returns such as profitability, shareholders

dividend, after allocations of resources capital, human, time, in a given period. In this

study profitability, firm growth and customer satisfaction are the performance metrics to

be considered henceforth19,20.
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2.1.1.1 Profitability

Profitability involves the capacity to make benefits from all the business operations of an

organization21. Profitability portrays the efficiency of the management in converting the

firm’s resources to profits. More so, profitability can be expressed either accounting

profits or economic profits and it is the main goal of a business venture22. The goal of

most organization is profit maximization23. There is a different between profit and

profitability. While Profit usually acts as the entrepreneur's reward for his/her investment

and it is the main motivator of an entrepreneur for doing business. Profitability measures

capacity. Also, while profit is the difference between revenue received from sales and

total costs which includes material costs, labour and so on, profitability shows the surplus

of profit over expense for a specified duration that represent earning of from various

activities24. The profitability of a banking institution can thus be defined as net profit of

the bank. A commercial bank is profitable if it has accrued more gains in financial

perspective from invested capital. Thus, the bank’s success is determined from the profits

it has made in a given financial year25.

Profitability ratios are normally used to measure earnings generated by a firm for a certain

period of time based on the firm’s sales level, capital employed, assets and earnings per

share (EPS). Profitability ratios are also used to measure the firm’s earning capacity and

considered as a firm’s growth and success indicator. Profitability ratio consists of margin

profit, basic earning power, return on asset, and return on equity. Return on Assets is a

ratio showing the ability of a company in gaining net profit by using its assets to return

stockholder equity. Profitability is generally measured using accounting ratios with the

commonly used profitability ratio being ROA and ROE. ROA is a financial ratio that is

used to measure asset’s profitability. ROA determines the amount of the profit earned per
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shilling of assets. ROE that is the return on equity is the most widely used ratios. The

advantage of this ratio is that it is comparable across the company’s peer group. This

reflects the efficiency with which the bank’s managers use bank’s investment resources or

assets in generation of income that is management efficiency as they employ the

organization’s assets into the earnings. A high ROA ratio is a clear indicator a good

performance or profitability of a banking entity. Put into order words the greater result of

ROA the greater is the company’s performance26.

There are internal and external factors that influence commercial bank’s profitability.

Internal factors are within banks control, External factors are related to legal and

economic environment and comprises of factors like interest rates, inflation, recession,

boom, regulations, market growth and market structure. The internal factors reflect the

management policies of the banks and decisions made about the sources of funds,

expenses and liquidity management27. Information on bank specific factors that influence

commercial banks profitability can be obtained from financial statements hence study will

emphases on bank’s size, capital adequacy, liquidity, credit risk and efficiency in the

bank’s operations.

The advantages of profitability to a business are fundamental. Profitability is a one

important precondition for any long-term survival and success of a firm. Many firms

strive to improve their profitability and they do spend countless hours on meetings trying

to come up with a way of reducing operating costs as well as on how to increase their

sales28. It is profitability that attracts investors and the business is likely to survive for a

long period of time29. Profitability also shows the association between the absolute

amount of income that indicates the capability of the bank to advance loans to its

customers and enhance its profit. In the competitive environment, profitability is a key
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factor for smooth running of the business and has a significant effect on performance of

the bank and economic development as well25. Profitability is also crucial for a banking

institution to maintain its ongoing activities and for shareholders to generate fair returns.

Profitability is one of main aspects of financial reporting for many firms30. Profitability is

vital to the firm’s manager as well as the owners and other stakeholders that are involved

or associated to the firm since profitability gives a clear indication of business

performance.

There are also disadvantages of profitability ratios. One, companies from different

industries cannot be compared on the basis of net profit margin. Also, gross profit margin

may not convey the story like the net profit margin. Unlike net profit margin, the gross

profit margin is not the final figure, if the sales general and administrative expenses take a

toll on the gross profit margin. Further, Companies can manipulate the return on assets

metric by reducing the assets on the balance sheet and at times, companies manipulate

return on equity by performing the buyback of equity shares. From the above definitions

and the review of different concepts of profitability, it shows that Profitability reflects the

ratio of management effectiveness based on the result of returned sold investment. Also,

when there is an improvement in the ratios it depicts an improvement of management

performance. Based on this insight, profitability is the measure of the performance of an

organizations corporate governance31.

2.1.1.2 Firm Growth

Growth is the product of an internal process in the development of an enterprise and an

increase in quality and/or expansion. This growth is the variance in outcome between (at

least) two points in time. For some authors growth is a consequence31. For the most part,
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the rivulet of literature adopts growth as the dependent variable and fundamentally has as

its major goal to illuminate capricious growth rates and/or increments of growth. Growth

is a change in size during a determined time span32. Growth may be related to new

markets, especially in the case of technology firms, with reference to diversification32.

From the contemporary descriptions of growth, it was expressed that a growth firm is a

company growing faster than its peers or the broader economy. A firm is not classified as

a growth firm if revenues or other financial metrics surge for one quarter and relax in

subsequent periods. Put succinctly, a growth firm has the ability to scale up their business

rapidly. One consequence of this rapid growth is the firm's balance sheet may come under

significant pressure as capital expenditures (CAPEX) escalate in line with business

growth33.

Although there are no hard-and-fast rules of defining growth, firms generally have

increased annual revenues by more than the industry average over a sustained period. It

goes without affirming that the study of firm growth encompasses probing different

companies. Certainly, at any particular point in time, measuring the growth of “a firm”

can be achieved rather merely, founded on whichever the designation of the company or a

precise recognising organizational number. Nevertheless, the assignment of recognizing

the exact organizational unit that increases becomes more problematic as one attempts to

trace a firm’s growth over time. For case, numerous growth studies use surveys where

there are insulated dependent variables or where companies are requested to

measure/account for their growth over a definite number of years. Growth may occur

alternatively as an integration of part of the value chain, a sort of vertical growth, or when
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a firm introduces itself within a market not related to the technology in which it works,

which would be a non-related diversification34.

High growth firms (HGFs) are generally seen as “vital” for economic growth. They can

help disseminate innovations, shake up existing markets and increase productivity. They

are an important part of jobs growth, with estimates suggesting that almost half of all new

jobs are created by high growth firms as well as having a significant impact on local

economies – cities with more high growth firms tend to grow more quickly35. Because of

this, policymakers across the world have aimed to support the development of HGFs36.

There are vast differences in the growth patterns of firms: high-growth, young businesses,

or “gazelles”, account for the vast majority of employment growth at incumbent firms. In

banks growth is essentially the result of expansion of demands for products or services

beginning from growth in sales. There are ways to achieve growth. This can be through

integration with other firms. Firms integrate through mergers, where there is a mutual

agreement, or through acquisitions, where one firm purchases shares in another firm, with

or without agreement37.

One advantage a growing firm has is the impression growth signals to observers. For

many businesses, growth signals success. For small businesses growth decreases the

possibility of closing small businesses38. It creates new opportunities, brings in more

customers and generates greater profits. Positive Firm growths are advantageous to the

society, the national economy and as well as the owners of the firm. High growth firms

are widely seen as pivotal contributors to economic prosperity, if only for the large

number of jobs that they create. According to the greatest competitive advantage of

business growth is the ability to capitalise on the economies of scale. An increase in
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production output, can bring down costs per unit and achieve savings across. Furthermore,

expansion can also give an impression of greater financial viability of the business.

Financial institutions often see larger businesses as more credible and stable than their

smaller competitors. One other advantages of growth are the diversifying into new

markets, products and services means that if one part of your business is exposed to

market changes, you can rely on other income streams39.

The downside of firm growth is that it can be affected by a lot of factors which has led to

the disappearance of high-growth firms. Growth can be a disruptive factor. For instance,

larger businesses tend to be more complex than smaller businesses and these complexities

can set the business up for difficulties. Some of the common disadvantages of business

growth are shortage of cash, compromised quality, and loss of control, increased capital

requirements – and increased staff turnover. In other words, as a business grows,

delegation because a must and the passion and expertise of people handling these

delegated tasks may not be ascertain40. Also, the business will require large workforce,

more facilities or equipment, and more investment, etc. Therefore, companies that

experience an early public offering incline to have sophisticated burdens sited upon firm

growth so as to offer profit to their fresh proprietors. While this might seem to chiefly be

pertinent for a definite kind of growth-oriented firm, fresh and lesser companies similarly

might have some discrepancy in their readiness to grow41.

This imply that there is no firm growth without an increase in factors that sustainably

leads to more increased in a firm scale of operations and revenue. Increased can be

measured in rise of scale and income. Therefore, knowing that growth is an important

phenomenon in Nigerian banks performance and the survival of organizations essentially

depends on their power to grow their organization and market in the midst of
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competitors42. It then means that firm growth establishes one of the fundamental subjects

of corporate governance research and thus it is justifiable a variable to be included

because of corporate governance in an organization.

2.1.1.3 Customer Satisfaction

A scholar stated that CS is the emotional and psychological result of individual

customer experiences. In the same vein, a scholar considered CS as the resultant

effect of evaluating the cost-benefit derived from buying and consuming a firm's

product. Customer satisfaction as the customer's fulfilment response. It is a judgment

that a product or service feature provides a pleasurable level of consumption related to

fulfillment, including elements of under or over fulfilment. In another way, customer

satisfaction refers to the extent to which customers are happy with the products or

services provided by a business43. Customer satisfaction refers to the customer's

general intention and perception based on their consumption or user experience of a

product or service44. It measures the customer's acumen and expectation regarding the

consumed product or service's performance and evaluates whether the product or

service performance has been able to satisfy the customer's expectation45. If the

product or service fails to fulfill the customer's needs or wants, the customer will

remain dissatisfied, and if the service performance is consistent with the customer's

expectations, the customer will be delighted and satisfied46.

A scholar stressed that customer satisfaction is identified by a response (cognitive or

affective) that pertains to a particular focus (a purchase experience and or associated

product) that occurs at a specific time (post-purchase, post-consumption). Customer

satisfaction is the total utility derived from the post usage of products and services.
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Customer satisfaction is proxy by service quality: reliability—responsiveness,

tangibility, assurance, and empathy. CS is viewed as an emotional response, which

results from a cognitive process of evaluating the service received against the costs of

obtaining the service 47.

A researcher shared a similar view of customer satisfaction with some scholars. These

definitions suffer similar challenges. Some scholars described CS as personal feelings

of pleasure or disappointment that result from comparing a product or service's

perceived performance (or outcome) to expectation48,49. Some scholars admitted

customer satisfaction as the most effective path to success, as customer satisfaction

affects customer loyalty and re-purchasing decision50. A scholar found that customer

satisfaction affects customer perception by comparing pre-purchase expectations with

post-purchase expectations. They confirmed that there exists a relation between

accurate customer perception and their expectations. Customer satisfaction is related

to the people who paid for products or services and use those products and services51.

Primarily, a product's price, quality, reliability, empathy, responsiveness are the main

factors that influence the CS52. Customer satisfaction produces a positive financial

result, especially in regular purchases. Another critical attribute of CS is that it

provides feedback to management about client insight on products and services

offered.

Attaining CS is a constant desire for many organisations because of its potential effect

on loyalty and, by extension, its contribution to the organisations' financial

performance. CS has been identified to enhance the relationship between customers

and the organisation53. Paying attention to customer details is crucial for business

growth; however, scholars suggested that focusing on all the customers may not be
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worth the organisation's resources and commitment because customers do not deliver

equal value to the organisation54. A scholar also pointed out that satisfied customers

tend to feel less concerned about any adverse information about the brand they

cherish. This study defines customer satisfaction as the positive outcome, personal to

the customer, expressed after evaluating the cost of a purchase with the benefits

obtainable, which facilitates a re-purchase and enhances a firm's competitive

advantage55.

2.1.2 Corporate Governance

The concept of Corporate Governance is not a new term but made popular in corporations

around eighteen Century. Corporate governance mechanisms have been identified as a

method or techniques used in determining the success and outcome of every firm

performance44. Historically the word, Governance is a term derived from Greek-Latin

word gubernare, which translates as the act of steering that was first used in a

metaphorical by Plato. The steering is an institution of the state through the creation of

enabling conditions for the enforcement of the rule of law and collective decision

making45. Governance was synonymous with the management of political/social units,

specifically government institutions. This notion has now transcended from the state

focus into a market-based application with emphasis on the management of corporations46.

Corporate governance, however, traces its origins to 1774 from Adam Smith’s

publication, “The Wealth of Nations”, but gained impetus with the seminal publication by

Bearle and Means, “The Modern Corporation and Private Property”, work that delineated

the separation of ownership and control in the modern corporation and the problems
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associated with it47. Concerns of separation were aggregated into the “agency problem” in

governing the organization. Well governed organizations tend to perform better than

poorly governed ones48.

A number of researchers agreed that corporate governance is a system by which

companies are directed and controlled and where checks and balances are guaranteed. To

put in another way there is widespread agreement that corporate governance is a set of

mechanism controlling the flow of business and virtually operating a business in a way

that guarantees that its owners or stockholders obtain a reasonable income on their assets

and at the same time meet the expectations different stakeholders54. Corporate governance

is about building credibility, ensuring transparency and accountability as well as

maintaining an effective channel of information disclosure that would foster good

corporate performance55. Corporate governance refers to the processes, customs, policies,

laws and institutions that regulates the organizations and corporations in the way they act,

administer and control their operations56. This view is strongly expressed in the literatures.

Corporate governance is a blend of some policies, procedures, customs, laws, and

institutions affecting the way a corporation is directed and controlled with a view to

enhance business prosperity with corporate accountability and minimizing agency

conflict and protecting the interests of owners and investors57. Corporate governance is a

body of rules governing companies as to how they are managed and supervised by the

board of directors 58. It is a mechanism designed to ensure stability of the economy and

achievement of corporate goals56. Good corporate government principle concretely has

many purposes which are easy access for domestic or foreign investor, getting a cheaper

capital cost, giving better decision to improve the company’s economic performance,
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improving stakeholders belief and trust, protecting directors and commissaries law plea

and protecting the stockholder’s minority59.

Corporate governance had been defined in many ways by different researchers, authors,

institutions, and industries. Corporate governance can be applied to listed companies

where the majority of the shareholders are not in participatory everyday management

positions and other forms of corporations such as companies with few principal owners

and a large group of smaller shareholders, public corporations, partner-owned companies

and privately owned companies where the ownership has been divided through

inheritance in one or several generations60.

Corroborating this viewpoint, corporate governance is seen as a preserve of the listed and

large firms. In finance and management terminology, corporate governance is to solve

what is called the problem of the agency which exists between stockholders or

shareholders and managers61. Therefore, that is what corporate governance is intended to

resolve in making sure investors get their investment back, given that somebody else

(managers or agents) will ensure that all the decisions making process about how their

investment or their money is utilized58.Corporate governance also differs from entity to

entity and from country to country Codes of corporate governance are highly a matter of

significance for developing countries. Corporate governance codes such as Sarbanes

Oxley Act intensely propose and frequently obligates that a board should include a

noteworthy portion of non-executive directors. The mechanism of CG varies in different

countries according to their rules and regulations, even it varies from institution to

institution. Sectorial, the effect of corporate governance is same. In banks corporate

governance plays a vital role in enhancing the financial performance of any organization

including bank59. The discourse on why corporate governance matters is crucial in bank
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risk management has been a topic of discussion in the literature. The debate is that the

most preferable governance should intensify bank activities and curb bank risks through

improved mechanism of bank management. Although there are divergent views, but an

underlining submission is that there is need for monitoring and ensuring that investors get

their investment back58,44.

The concept of corporate governance itself has undergone a series of transformations. The

prominence of corporate governance, both in academia and policy makers’ agendas,

seems to increase around global events, usually associated with crises. Nevertheless,

irrespective of the transformation in concept one underlining theme holds way. Corporate

governance channelizes the vitality of ownership concentration, board structure and also

impact of stakeholders on the organizations. Many scholars are unanimous about some

advantages of corporate governance62. In most cases, they agreed that good corporate

governance arrangement gives great advantage to corporations in the form of more

favourable dealings with all stakeholders, better performance, lesser cost of capital and

larger access to financing and promotes the efficient and effective use of the capital or

resources63.

Also, sound corporate governance is a key element to increase market liquidity and

improve the company value64. Other noted advantages of corporate governance are

assurance of transparency, and full disclosure of executive action. Corporate governance

brings about better evaluation65. On the flip side, organizations with poor corporate

governance were less profitable and more susceptible to insolvency risks as they get poor

assessments and gave out petty dividends to their shareholders. Despite the many

advantages of corporate governance, it still has some disadvantages that borders on cost

and stifling of creativity as well as quick actions. Theoretically, to increase board
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accountability, will lead to an increase in directors’ incentive and welfare to monitor

affairs of management activities64. It can be contended that fear of legal accountability

and liability could deter an individual’s director from serving on the board66. Another fall

back of corporate governance is the conflict of interest owning to separation. Separation

ignites conflict of interest between the owner and management, the management side

demands the company to improve and the owner wants the wealth to improve50.

These definitions presuppose that there are key decision makers in corporations

responsible for this leadership. The corporate governance structure specifies the

distribution of rights and responsibilities among different participants in an organization –

such as the board, managers, shareholders and other stakeholders – and lays down the

rules and procedures for decision-making67. Internal audit is one of the four cornerstones

of corporate governance. The internal auditing function of internal auditors has an

important role in assisting the board of directors monitor the effectiveness of its

governance68. Internal governance of corporations, discussion on corporate governance

has shifted to the functions of the board of directors as a result organizational executive is

responsible for the business core stakeholders. In all it proves that weak corporate

governance or lack of adherence to its principles, even if it’s strongest, can lead to abuses,

fraud and under performance of a company67,68.

From the literature it is obvious that the most significant advantage of corporate

governance is the impact on firm performance and in enhancing the benefit of the group

(increase the firm performance and to harmonize the various interest groups69,70,71. The

authors have shown that adoption of proper governance mechanisms has affirmatively

impacted the performance of a firm. This is attributed to the fact that there is less risk and

higher guarantee of expected future cash-flows. In addition, better-governed companies
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have less management problems, act on and recover from shocks more quickly, achieve

faster and more reliable growth72. One of the most compelling advantages of corporate

governance was expressed by World Bank Group that acknowledge that monitoring

embodies the regular tracking of inputs, activities and outputs, while evaluation

determines the importance of objectives, the efficiency of resource use and the

sustainability of results73.

The role of the board was viewed as a positive influence on the performance of

corporations73. Also, the concept of corporate governance includes components of social

responsibility, ethical business practices, issues referring to internal and external audit

transparency, managers’ responsibility for the accuracy of information presented in

financial reports74.

The above scholars have expressed that corporate governance are responsibilities and

duties of managers and directors of business organizations towards the wellbeing of an

organization, it seems convincing to me that any other definition acknowledges

relationships among various participants (management, board of directors, shareholders).

Borrowing the concept of corporate governance of acting in the best interests of their

owners and shareholders75. The researcher agrees with the statement that corporate

governance is a system where company is directed and control. Agreed, the concept of

corporate governance has been defined in various ways by various people. It is however

important that it is defined within this context, to provide guide for understanding and

practice. To the researcher corporate governance is the structure and operations put in

place and executed by organizations owners to act in the best interest of the organization

always.
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2.1.2.1 Risk Management

Risk management involves discovering risks, assessing their effects, selecting a series of

processes, and evaluating the results. Risk management is the determination,

classification, and prioritization of risks followed by unified and efficient utilization of

resources to lessen, monitor, and manipulate the quantity and/or effect of disastrous

events76. Risks can arise from uncertainness in business markets, projection flops,

statutory liabilities, credit risk, accidents, physical causes and disasters as well as wilful

attacks from an antagonist. Risk is highly multifaceted, complex and often interlinked

making it necessary to manage, rather than fear. Risk is not only avoidable but

manageable. Risk management helps to assure that an organization identifies and

understands the risks to which it is unprotected77. Furthermore, risk management can also

be done throughout sourcing, stock piling, insurance, suppler development, contractual

obligation, collaborative initiatives and careful supplier selection76.

Risks may include operational risk, decision risks, supplier base reduction, Globalization,

acquisition mergers and alliances, inertia and just in time relationship risks. Assessing

risks is an ongoing process thus risk management involves risk identification, risk

estimation, risk analysis/assessment, risk evaluation, risk reporting and communication

and then risk monitoring /control and review77,78. Operational risk is explained as the risk

of loss resulting from inadequate or failed internal systems or from external events. This

operational risk refers to as operational expenses that reduce the profitability of banks79.

Liquidity risk occurs when the probability of a bank lacking cash when needed to

operational activities and settle the credit request of customers evident80. Inability to have

access to cash timely may lead to loss of customers and reduced earnings81. When

customers are unable to settle their debts, these defaults result in losses that can ultimately
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eat into the bank’s capital83. Risk management involves risk identification, estimation,

analysis, evaluation and control. Understand the nature of the risk ascertaining the impact

and profitability of the potential risks on the supply chain. When risk analysis process has

been completed, it is necessary to compare the estimated risk against risk criteria which

the organization has established so as to have a corrective mechanism to improve the

firm’s profitability levels82.

Inherent in risk management is its advantages. Risk management address the risks

attaching to their activities with the goal of achieving sustained benefits within each

activity and across the portfolio of all activities. It also serves as a defensive mechanism78.

In addition, risk introduces the thought of the probability of how an unpleasant situation

can be minimized. Efficient risk management seeks to increase the benefits related with a

venture commonly a reduction in the period or outlay while decreasing the risk itself. In

addition, effective risk assessment allows the organizations to better understand its risk

profile and most effectively target risk management resources that will help the banking

firms avoid or reduce risks hence improving their performance. In all the importance of

risk management to an organization is that the outcome of risk management are increased

confidence through quality assurance, allocation of resources to risk management,

disaster recovery and business continuity plans, increased reputation and coordination

with service and delivery patterns, hence customer attraction leading to more sales

volumes and market share as a measure of profitability83.

Owning to the broadening scope of risk management in banks and as well as the

processes adopted in the industry to manage risk such as risk identification, risk

measurement, risk monitoring and risk control. It is wise and in line to opine in this study
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that risk management is a strategic and operation practice carried out by an organization

such as banks to mitigate loss and take advantage of uncertainties84.

2.1.2.2 Ethical Practice

Ethics is a philosophical term derived from the Greek word "ethos" meaning character or

custom. Ethic’s generally means motivation for group of people or community for ideas85.

Ethics must be based on accepted standards of behaviour. Ethical behaviour is very

useful in all platforms of life and work. In our life it is helpful in all different relationships

like manager and employee, employee and client or even in personal life relationships.

Researchers sometimes confuse ethics with morality. Business ethics is a term often used

to refer to ethical or unethical behavior by a manager or employee of an organization86.

Ethics are based on both individual beliefs and social concepts, they vary from person to

person, from situation to situation, and from culture to culture. Social standards, for

example, tend to be broad enough to support certain differences in belief87.

Ethical compliance by business organizations is not an option or a luxury but a necessity

for the smooth functioning of any organization. For every organization in any industry,

there are laid down principles or operational requirements and prohibitions. This

comprises organizational values, legal compliance, guidelines and codes, risk

management and individual and group behaviour within the workplace88. The

understanding, internalization and application of this in and by any organization represent

compliance. These deals with the way an individual responds to issues in the workplace

and these are determined by two major cognitive processes -categorization and

particularization, based on the individual’s values. These responses are classified into
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eight namely - ethical neutrality, ethical awareness, ethical convention, ethical puzzle,

ethical problems, ethical dilemma, ethical cynicism and caprice, and ethical negotiation89.

Ethics is particular or specific in nature, while morality is general in nature. Different

professions (Law, Medicine, Engineering, Architecture, etc.) have their respective code of

ethics, which are particular to the profession. Generally, according to worlds’ practice, if

an individual commits an offence or crime, for example, in a case of murder, it is

generally known that the accused will be prosecuted and if found guilty, will be made to

face the full wrath of the law90.

There are benefits or advantages an organisation derives from good ethical practices. This

can come as improving the competitive advantage of an organization. This is because

Ethics compliant organizations also develop their brand image and such employer

branding help them to attract and retain the best people, which eventually contribute to

their sustainable competitive advantage91. More so ethics compliant organizations also

attract investors, as people repose their confidence only on those who show integrity, a

sense of responsibility and who are trustworthy. Furthermore, some research contended

that good ethics are a good business because it brings about or generates positive

externalities such as trust, commitment, and performance improvements. These have been

furthermore validated in North America where any firm’s with ethical behaviour is of

critical importance in guiding or safe guiding its smooth relationships with its

stakeholders92. What this means is that ethical behaviour has a strong ability to improve

and add significantly to the value of a company’s brand or image93.

In defining and conceptualization ethics in this study, it becomes necessary to draw

caution from how it is being defined in the academic field. In the academic arena, there
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are still grey areas in the understanding of the concept of ethical practices. That is

unresolved and unanswered academic issues on how the concepts affects performance

still lingers94,95. In most consensus reached, the knowledge about existing literature and

linkages between a company’s ethical stance and posture and its firm performance

remains limited. Thus, ethical practice is defined here as those activities of the firm that

will not be repulsive to the perception of all stakeholders and will not promote and

strengthening an organizational competitive advantage96.

2.1.2.3 Transparency

Transparency “means having nothing to hide” that allows its processes and transactions

observable to outsiders97. It also makes necessary disclosures, informs everyone affected

about its decisions. Transparency is a critical component of corporate governance because

it ensures that all of entity’s actions can be checked at any given time by an outside

observer. This makes its processes and transactions verifiable, so if a question does come

up about a step, the company can provide a clear answer. Transparency is one of the key

indicators of a good corporate governance, as it guarantees the disclosures of important

and accurate financial and operational information98. In the years past, the concept of

transparency had increasingly attracted researcher’s attention and has been the subject of

many debates in the academic field. This notion has been defined in many ways but in

the most simple and eloquent manner transparency can be understood as “lifting the veil

of secrecy”99. In the academic field, the concept of transparency has been associated with

other notions and by this the term has known a great deal of interpretations adequate to

different areas of expertise.
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Transparency constitutes an understanding of how decision making, execution,

monitoring stages and results is improving, using clear, visible and foreseeable processes,

operations and instructions100. The United Nation defines the openness, responsibility and

transparency of the government and private sector choices and their results as suitable,

clear and reliable access to data. However, the owners, investors and stakeholders

concerned have a duty and right to know what their officer or officials do101,67. For an

activity to be transparent it is regarded that information should be given regularly and in a

timely manner to aid the company in taking optimal decisions transparency therefore

affect the stakeholder directly as well as the company's business performance as a

management standpoint102. Throughout the performance evaluation scheme, every

regulation scheme can therefore be readily mismanaged and managed by the officer or

executives100.

The benefit of transparency to an organization is that it fosters responsibility and brings

positive self-control to the organisation. Transparency creates engagement and motivation

as people understand the reasons behind their work. Also, a transparent organisation

improves the moods, increase trust and improve teamwork among employees.

Furthermore, when information is shared openly, hierarchy lowers and culture improves.

Transparent organisations can respond to market changes much faster when they are agile

and build on informed, empowered, proactive and thinking individuals. There is positive

control since transparency improves self-control and less costly formal control

mechanisms are needed. Speed, efficiency and quality of decision making are other

benefits of transparency in addition, organisational change is also easier when everybody

shares the same reality via transparency. On the other hand, too much transparency can be

a competitive disadvantage in the business environment. By being too transparent with
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your company, it can create a negative public perception. Be aware that released

information could be unclear, altered, or misinterpreted, which can lose customer trust101.

In this study transparency is defined as the appropriate extent by which an organization

can allow information to create mutual trust, and teamwork and competitive advantage by

allowing outsiders or internal members into its records and access information102.

2.1.3 Innovation Capability

Innovation is a significant source of competitive advantage in changing or dynamic

business environments, and it is a new way of doing things: "a new good or a new quality

of good; a new method of production; a new market; a new source of supply; or a new

organizational structure"50. Firms' success and survival depend largely on their ability to

create value; their ability to innovate39. Innovation capability is a firm’s ability to mould

and manage multiple capabilities12. Innovation capability enables firms to integrate key

capabilities and resource to successfully stimulate innovation.

In a broad definition, innovation capability refers to the capability to continually

transform ideas and knowledge into new processes, products and systems of the

organization into utilities for customers. Innovation capability concerns how companies

could extract knowledge from routine exploration activities and innovative exploration

activities. This means that the concept is related to the ability of companies to properly

manage the internal resources of the company for innovation and at the same time seek

knowledge and skills in the external environment. Developing routines of activities that

contribute to management innovation is not simple, as it requires planning to introduce a

culture of innovation into the company. In order to innovate, companies need personnel
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who are capable of analyzing, interpreting and relating internally and with stakeholders

identifying opportunities for sharing information and innovation51.

A scholar defined innovation capability as the ability of an organization to change

knowledge on the firm into processes, systems and products that can spur the growth of

the firm. Some scholars defined innovation capability as the firm skills and abilities that

enable the application of resources in a manner that reflects the ability to continuously

transform knowledge and ideas into new products, processes and systems for the benefit

of the firm and its stakeholders103.

Innovation capability connotes the ability to mould and manage several capabilities.

Arguably, firms with innovation capability can integrate important capabilities and

resources to successfully foster innovation. Indeed, a firm’s reconfiguration capability

promotes continuous transformation and enables them to obtain new resources and

capture innovation benefits. Innovative capability concerns the firms’ capabilities in the

area of the development of new: (1) products and services, (2) production methods and

techniques, (3) ways of services providing, (4) customer service standards, or (5)

organizational forms and markets. As a result, the innovative dimension of the

capabilities can be directly referred to as innovative capabilities. Innovative capability can

be described as an important factor that facilitates an innovative firm culture, the

characteristics of internal promoting activities and the capabilities of understanding and

responding appropriately to the external environment52. Some researchers posit that

innovative capability is an internal driving energy to generate and explores radical new

ideas and concepts, to experiment with solutions for potential opportunity patterns

detected in the market’s white space and to develop them into marketable and effective

innovations, leveraging internal and external resources and competencies53.
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Innovation capability of a company is linked to the internal efforts of human,

technological and organizational resources, combined with the ability to interact with the

external environment to pursue resources, knowledge and skills to be incorporated into

the organization to create new products and processes that are perceived and valued by

stakeholders55. The increasingly fierce competition, fostered by globalization and

information technology, makes the Resource Based View an important alternative for

companies that want to innovate56. However, innovation capability does not consist only

of internal resources of the company, but also of external resources54.

Firms with high innovative capability outperform competitors and have "demonstrated

higher profitability, greater market value, superior credit ratings, and higher survival

probabilities" because competitive advantage increases with innovation48. As a result,

innovation capability determines a firm's performance in dynamic conditions. It is highly

imperative for SMEs to advance in innovative ability by capitalizing on knowledge from

external sources to build innovation capability57. Innovation of new processes and

products originates from a combination of newly acquired knowledge, renewal of

organizational strategies and processes to obtain sustained competitive advantage58.

Competitive advantage depends on a firm's abilities to effectively develop internal

knowledge and exploit external knowledge to improve the innovative capability of the

firm59.

Commonly, innovation is differentiated concerning the degree of innovation into

incremental and radical innovation29. Incremental innovative capability can be defined as

the ability “to generate innovations that refine and reinforce existing products and

services”, whereas radical innovative capability is the ability “to generate innovations that

significantly transform existing products and services”60. Some researchers use this
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differentiator to distinguish between incremental innovative capabilities, which require a

reinforcement of prevailing knowledge, and radical innovative capabilities, which require

a transformation of prevailing knowledge61. Such innovative capabilities are the key

factors influencing the firm competitive advantage creation related to the so-called “long-

term competitive benefits”, both for firms as well as the entire supply chains62. Within the

literature one may also notice the second type of the firm capabilities, which play a

crucial role in achieving the firm success as well as the firm competitive advantage.

These capabilities are referred to as strategic capabilities.

The features of innovation capability are that product innovation capability, it enhances

process innovation capability, enhance market innovation capability, technological

advancement and it enhance strategic alliance. Other scholars have conceptualized

innovation capabilities as consisting of marketing innovation, product innovation and

process innovation capabilities63. Product innovation capability allows firms to effectively

change their resources into innovative offerings that are unique and are better in terms of

quality to exceed customers’ expectations64. Process innovation capabilities are linked to

a firm ability to improve its internal processes and reduce the cost of production which

foster superior performance47.

Some scholars further posited that innovation capability consists of product capability,

process capability, market capability, and organizational capability. A scholar stated the

advantages and disadvantages of innovation capability, which are that innovation

capability enhance firm to innovate, it creates firm value creation, it improve firm

competitive advantage and it improve firm market share while the disadvantages of

innovation capability is that innovation capability is expensive to employ innovation idea,
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it can cause competitive disadvantage, the problem of trade-off between different types

capabilities and it might cause loss of market.

The researcher defined innovation capability as a firm's ability to identify new ideas and

transform them into new/improved products, services or processes that benefit and

sustains the firm65.

The use of Innovation is well pronounced in all the activities of a whole organization,

from the conception of an idea to the introduction of a product or service to the market.

Five stages have been found to exist by some researchers as a continuous innovation

process, this includes: idea generation, research and development, implementation,

commercialization, and internalization25. Innovation is a process in which valuable ideas

are transformed into new forms of added value for the organization, customers,

employees and stakeholders. This transformation process is also a learning process for the

organization as a whole to safeguard continuity on the basis of innovation based in turn

on creativity. Creativity is often seen as a personal asset. For management innovation,

however, it is not enough that every employee as such wants to be creative. Creativity

should be perceived as a collective process to raise the level of innovation potential of the

organization. This “fine-tuning” between individual and collective transformation is

crucial for management innovation26.

Innovation has been described as a product or processes which are new to the company,

not necessarily to the world or other sectors27. Furthermore, innovation can be described

as the collation of ideas that are new to the adopting company or the process of

successfully creating something new with monumental value to the relevant unit of

adoption28. In another study, it was suggested that an idea can be described as innovative
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if it is novel for the individual who produced it, without necessarily being novel to the

society as a whole29. Thus, if innovation was defined as the first commercial introduction

of a product and process in the world, there would be very few achievements that might

be described as “innovative” in developing countries30. In developing countries,

innovation tends to happen “behind the technology frontier” which is transmitted from

developed countries. Therefore, technological innovation is something new but not

always in absolute terms. Some technologies might be innovative in developing countries

but would not be regarded as such in a developed economy. Therefore, the definition of

innovation can be regarded as an activity that involves substantial novelty for the

adopting company or country, but is not necessarily new to the world.

Innovation capability can be seen as a key indicator for creating confidence and growth in

an organization. The firm’s capability to innovate is the most crucial factor for

competitive advantage in high turbulent market105. Innovations include products,

processes and technologies used to manufacture products or render services directly

related to the basic work activity of an organization. Technological innovation involves a

set of activities that contribute to the increase in the capacity to produce new goods and

services (product innovations) or to implement new forms of production (process

innovations)106. Innovation capability has majorly been categorized into four contrasting

types: product capability, process capability, market capability, and management

capability32. This conceptual review on innovation capability will follow in the direction

of the three (product capability, process capability, &management capability) of the four

classic typology of innovation capability given their contextual relevance in this study.

2.1.3.1 Process Innovation
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A process innovation is the implementation of a new or significantly improved production

or delivery method. This includes significant changes in techniques, equipment and/or

software (e.g. installation of new or improved manufacturing technology, such as

automation equipment or real-time sensors that can adjust processes, computer-aided

product development). Process Innovation can be described as improving or changing

current procedures and techniques used in the production of products. Any improvement

to current banking procedure, delivery, packaging, marketing, project management can be

considered a process innovation. Process innovation means improving the production and

logistic methods significantly or bringing significant improvements in the supporting

activities such as purchasing, accounting, maintenance and computing. Process

innovation includes bringing significant improvement in the equipment, technology and

software of the production or delivery method. Firms bring novelties in the production

and delivery method to bring efficiency in the business. The new method must be at least

new to the organization and organization had never been implemented before. The firm

can develop new process either by itself or with the help of another firm33. Firms bring

process innovation to produce innovative products and amendments are also brought in

the processes to produce the new products. To decrease the production cost, firms go for

process innovation. The process innovation is reflected in the cost of the product34. Firms

adopt new process to compete with other firms; they have to bring the process innovation

to satisfy their customers.

2.1.3.2 Product Innovation

Another type of innovation is product innovation. This is the introduction of a good or

service that is new or significantly improved with respect to its characteristics or intended

uses. This includes significant improvements in technical specifications, components and
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materials, incorporated software, user friendliness or other functional characteristics.

However, product innovation forms the core of innovative organization and offers

incredible competitive advantage in new as well as established markets. Although related

to process innovation, product innovation is much more of a process than a single

implementation or improvement. Product innovation is often a shot in the dark with the

hope of hitting the right market with the right product at the right price. Product

innovation means introducing the new products/services or brining significant

improvement in the existing products/services. For product innovation, the product must

either be a new product or significantly improved with respect to its features, intended use,

software, user-friendly or components and material. The first digital camera and

microprocessors are the examples of the product innovation107.

The aim of product innovation is to attract new customers. Firms introduce new products

or modify the existing products according to needs of the customers. Shorter product life

cycle of the products forces the firms to bring innovation in the products. In the

competitive environment firms bring product innovation to compete in the market.

Product innovation is customer’s need oriented. In highly competitive innovation face the

low competition at the time of introduction and that is why it earns high profit35. In

another study, some researchers stated that firms bring product innovation to compete

with other firms in the markets. Firms bring product innovation to satisfy their customers.

Product innovation is reflected by the functional performance108. Product innovation is

one of the key factors that contribute to success of an organization. New product

development and product innovation is an important strategy for increasing the market

share and performance of business. New product development has positive impact on the

performance of the firm.
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2.1.3.3Management Innovation

In addition, management innovation can be described as the adoption of an idea or

behaviour that is new to the organization109. Management innovation refers to new ways

work can be organized and accomplished within an organization to encourage and

promote competitive advantage; it can either be a new product, a new service, a new

technology, or a new administrative practice110. Further, management innovation can be

understood as a process by which the firm creates and defines problems and then actively

develops new knowledge to solve them. Management innovation encompasses product

innovation, process innovation, and marketing innovation. Further, each form of

management innovation has a unique and shared variance when viewed among the other

forms of innovation. In another notion “management innovation” refers to the creation or

adoption of an idea or behavior that is new to the organization. Furthermore, management

innovation consists in the implementation of new organizational methods that can be

changes in business practices, in workplace organization or in the firm’s external relations.

Consequently, a typology of management innovation, divides it in four types: (1)

structural management innovation, which may change the divisional structure of

organizational functions, hierarchical levels and information flow; (2) procedural

management innovation, which may modify the process and operation routines within the

firms; (3) intra-management innovation, that takes place within an organization; (4) inter-

organizational aspects of innovation, which refer to new organizational structures and

processes that exist beyond the borders of the firm. In summary, management innovation

encourages employees or organizational agents to think creatively about organizational
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challenges and strive for solutions that can be deemed as new to the organization and

even new to the industry or business community at large111.

Innovation more often, occurs in response to a problem or opportunity that arises either

inside or outside of an organization. Management researchers identified four internal and

three external impetuses for innovation112. Internal prompts include unexpected

occurrences, incongruities, process needs, and industry or market changes. Internal

Impetuses: unexpected occurrences include mishaps, such as a failed product introduction.

It is often through such unexpected failures (or successes) that new ideas are born from

new information brought to light. For instance, a failed product can give an organization

new information about marketing that allowed it to achieve stellar gains with succeeding

products. This type of incongruity might cause some innovators to develop the product in

a less expensive method that will be more conducive to changing market demands113.

Process needs: Innovations inspired by process needs are those created to support some

other product or process. For example, advertising was introduced to make mass-

produced newspapers possible. Newspaper publishers devised ads to cover the expense of

printing the newspapers on the new equipment that made such printing possible. Industry

and market changes, the fourth internal impetus to innovate, often result in the rise (and

decline) of successful innovators. External Impetuses: External impetuses to innovate

include demographic changes, shifts in perception, and new knowledge are: Demographic

changes affect all aspects of business. For instance, an influx of immigrants into a

particular geographic area will create new market niches for organizations or companies.

Likewise, an increase in the level of education of indigent of that geographic area will

result in a dearth of qualified workers for some low-paying jobs, causing many

organizations or companies to develop new (innovative) automation techniques. When a
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new technology emerges, innovative companies can profit by exploiting it in new

applications and markets114.

The innovation literature is indeed usually a broad approach, but becomes limited if

applied to financial service innovation. In the case of banking services, particularly due to

the considerable role of customer interaction and the intangibility characteristics, a bias

towards technological innovations is even more inadequate115. The larger role of

technology in the banking sector makes innovation capabilities more important for the

success of companies in the sector. However, the customary lower levels of investment in

research and development in the banking sector than in other industries point to the

possibility that the innovation process in the banking field may have different

preconditions and require different technological innovation capabilities116.

Also, innovativeness and newness of the innovation may be related to differences in

innovation capabilities. For example, highly innovative products in the financial sector

have a lower prospect of earning back investments, as the response time (the time before

imitations appear) is rather short due to the competition by other service providers like

microfinance institutions that often imitate under “own-label. Research findings reveal

that only 4.7 percent of sales come from radical innovations in the banking industry,

while this ranges between 6.4 and 11.6 percent in technology-based industries. The

banking sector has a relative difficulty to earn back the investments from product

innovations, due to the dominant position of the banks in making an innovation successful,

while engaging relatively little in co-innovation (when compared to other industries). The

share of turnover from new products to the market is lower in the banking industry, with

6 percent in the latter and 9 percent in total industry, and 8 percent of turnover is from

products new to the company in the bank compared to 12 percent in the total industry117.
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Due to the lack of co-investment in the innovation, the advantages from this kind of

innovation do not always end up with the actor who has made the investment. This is

exacerbated by the difficulty to protect the intellectual property rights in the banking

industry. Accordingly, there is more focus on process innovation in the banking industry,

with sixty-nine (69) percent of innovators in the banking industry focus on process

innovation, compared to fifty-seven (57) percent in chemical end and machine industries,

and 61 percent in the electro-technical industry118.

In addition, innovative companies indicate that uncertainty about the demand is one of the

most important impeding factors for innovation119. These aspects make the innovation

process in the banking sector complex, time-consuming and risky. The capabilities of

firms to deal with the challenges of innovation, assuring adequate resources and fast

adaptation to the conditions in the business environment, are considered to be critical for

successful innovation120. Furthermore, the lack of an effective technological innovation

development process as a barrier to innovation management. A recent study concluded

that the single biggest growth inhibitor for banks was mismanagement of the innovation

process120. According to some researchers, the personality of the individuals involved in

the initial phases of the technological innovation process is as important as the innovation

process itself. Only when the team “chemistry” is optimal, can the team be truly

innovative and create “flow”. In another study, some researchers argue that the deeper

underlying cause of the problems with bank performance is to be found in the command-

and-control mental model that has prevailed in managerial thought for years121. This

model continues to persist despite the fact that today’s business environment is

staggeringly complex, rapidly changing and unpredictable. Yet challenging, questioning,
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and provoking are activities teams should be engaging in, in highly turbulent

environments.

2.2 Theoretical Framework

This section covers theories reviewed for the study, theoretical framework, identification

and measures of variables, and the theoretical model of the study. The theories reviewed

include Agency Theory and the dynamic capability theory. The review covers the

assumptions, critics, supporters and researcher’s perspectives of theory relationship to the

study.

2.2.1. Agency Theory

This theory was developed by Berle and Means in 1932 and expounded by Jensen and

Meckling in 1976. Agency theory provided insightful in how to comprehend the

interactions between an agent and principal. According to this theory, the agent should act

in the best interest of his principal in all business deal pertaining to the agreement. This is

critical because, the activities of the agent have direct consequence for his principal.

Hence, the agent is supposed to safeguard the best interests of the principal without

considering his personal interest as more important122.

Agency theory assumes that both the principal and the agent have self-interest as the

major motivating-force guiding their performance in the relationship. This assumption of

self-interest implies that conflict becomes inherent in the relationship. Yet, agents are

thought to function in the sole interest of their principals. Nevertheless, there are

numerous situations where the chief executive officers of banking firms have grossly

mismanaged the funds of the shareholders by diverting it for personal use. Others have

gone ahead to participate in businesses that are outside the scope of the intentions of the
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principal113. Furthermore, agency theory assumes that the corporation is a “nexus of

contracts” between these individuals (the principals) and managers (the agents), with the

objective of eventually restraining or guiding conflicting interests. There are numerous

differing clusters within a business that contributes to agency theory, but the most

prominent conflicts are typically between managers and owners. Managers can

occasionally act in ways that will personally make them profitable by selecting

accounting approaches that will upsurge income and therefore upsurge their reparation114.

The flaws of agency theory in explaining corporate governance mechanisms, in general,

are noted when argument was raised against the analysis that claims that private

bargaining or contract sufficiently restraints management misbehavior. Another strong

criticism offered against agency theory is that it depends on a supposition of self-

interested agents who focus on enriching their personal coffers. The challenge is

consequently, to find a way that agents can set aside their self-interest. Another

alternative is for agents to be able to maximize the principal’s wealth and personal wealth

at the same time. Thus, a standard of agency duty and action is needed, not because

agents are generally self-centred, but for the reason that the likelihood for variances

between the principal’s and the agent’s interests occurs115.

Agency theory has continuously gained the support of recent studies and was

acknowledged as the major and dominant theory in many corporate governance

research101,67. Several authors support the theory amongst numerous others. These authors

advocate that agency theory is an effective framework that explains the relevance of

corporate governance to a firms’ sustainability117.
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Agency theory is supported because it does not ignore the possibility of differences in the

interest of the agent and the principal. Instead, the agency theory acknowledges the

possibility for conflict of interest between agent and principal and consequently seeks to

find ways through which this conflict can be mediated. The agency also enjoys supports

because it explains the different levels of obedience118. It also enjoys support because

with the identification of potential conflicts comes the opportunity to enforce laws that

are able to prevent such from happening. When agents are found guilty, they can always

plead that they were following the mandates of the principal122.

This theory is relevant to the present study because corporate governance is the bridge

between managing the conflict between the agent and the principal. The corporate

governance framework is able to check and regulate the activities of the agents by

creating laws backed up with management authority that places the agent in a position

that makes conflict of interest more difficult for the agent119. This has been done by

modifying the guidelines under which the agent discharges the principal’s duties. The

principal, by engaging the agent to represent the principal's interests, must transcend a

lack of data about the agent's discharge of his duties. Corporate governance ensures that

agents have access to inducements that can motivate the agent function in alignment with

the principal's interests.

Agency theory is relevant to this study because it is highly useful in designing

inducements suitable for inspiring the agent to act in alignment with the principal. This

study is also relevant because, through corporate governance, the organizational

incentives boosting the wrong behaviour can be eradicated while guidelines depressing

moral hazard implemented. Agency theory is relevant to this study because it aids the
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identification of the issue that can cause conflict of interest between and the principal and

the agent120.

Agency theory offers a theoretical explanation that is beneficial for this research in the

function of corporate governance and performance variables. Research on agency theory

shows that agency loss is minimized when two particular statements are true. The first is

that the principal and the agent share common interests. Essentially, this means that both

the principal and the agent desire the same outcome. The second is that the principal is

knowledgeable about the consequences of the agent’s activities113. In other words, the

principal knows whether their agent’s actions serve in the principal’s best interest. If

either of these statements is false, it follows that agency loss is, therefore, likely to arise.

2.2.2 Dynamic Capability Theory

The dynamic capability theory is rooted in the RBV nonetheless accentuated the need

for firms to possess knowledge, skill, and abilities (KSA) to survive and prosper in a

changing environment (an idea that constituted the criticisms of RBV), the concept of

dynamic capability was conceived in the working paper by Teece, Pisano, and Shuen

in 1990. It was published initially by Teece and Pisano in 1994123. The scholars had

worked on the earlier published work to provide a robust explanation for the

interaction of its assumptions and to respond to critics. According to a study

capability represents an entity's ability to integrate, build, and reconfigure internal and

external competencies to address the fast-changing environment124.

Dynamic capabilities accentuate two critical facets of the development of new forms

of competitive advantage: the dynamics and capability124. The word 'dynamics' means

the attribute of change in the environment requiring strategic responses, and
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'capability' suggests the role of strategic management (through KSA) in dealing with

required modifications through internal organisational adaptation125. Thus, dynamic

capabilities are those that enable organisations to instinctively respond to changing

business landscape either within its industry or macro-environment126.

Teece built the dynamic capability theory on three assumptions, namely, adaptive,

absorptive, and innovative capabilities, as these are considered as essential industry-

level dynamic capabilities127. Adaptive capability refers to the ability of a firm to

rapidly coordinate and reconfigure resources in response to sudden environmental

changes while maintaining the previous level of performance128. It corresponded to

the ability of an organisation to identify as well as seize the opportunities emerging in

the market129. Absorptive capability refers to the ability of a firm to identify, acquire,

and apply external knowledge in its favor.

Absorptiveness is a function of a firm's existing stock of knowledgwhich can be

relayed into products and processes of a firm. Absorptiveness depicts the integration

of external information into the knowledge base of the firm, which is premised on

knowledge acquisition, transformation, assimilation, and exploitation130. Innovative

capability refers to the firm's ability to introduce new products and services or to enter

new markets by aligning strategic orientation with organisational processes131. It

denotes the ability of a firm to exhibit innovative behaviours while always translating

knowledge into new products and processes132.

Dynamic capability framework’s emergence as the new standard in the field of

strategic management is due to its increasing significance in the explanation of

competitive advantages better compared with the RBV133. These capabilities enable
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organisations to meet the challenges posed by the environmental dynamism, which

otherwise would threaten and make the existing skills obsolete. An important

implication of this theory is that an organisation would need to simultaneously

augment its ability to exploit new resources as well as its ability to renew existing

capabilities and resources134. This will in turn equip an organisation to react to

changing market conditions, thereby leading towards a competitive advantage in the

market.

Even though researchers recognised that the dynamic capabilities of the firm might

positively contribute to firm performance, there is no strong empirically grounded

evidence in the research literature that supports this idea135. Moreover, a scholar

argued that several drawbacks of dynamic capabilities could be identified. These

include the failure to incorporate dynamic capabilities into the internal processes

within the firm. More so, the complexity of the use of dynamic capabilities and the

need for extensive large-scale management may lead to unnecessary changes.

Furthermore, some researchers argue that dynamic capabilities do not manifest the

characteristics of heterogeneity and thus cannot be a source of competitive advantage

and that the role of dynamic capabilities is limited and indirect136.

Despite these limitations and criticisms of the dynamic capability theory, some

scholars believed that dynamic capabilities are the keys to competitive advantage

particularly in a changing environment137. To further show support and relevance of

the theory; in a meta-analysis of dynamic capability literature, established that despite

the approach emanating from the field of strategy, the underlining assumptions of the

dynamic capability now represents a vibrant theoretical underpinning for several

scholarly works in other area of studies such as entrepreneurship, marketing
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management, Telecommunication service providers, and Banking industry128,129,130.

More so, dynamic capability played a vital role in an organisation as it underscored

the accumulation of skills embedded in a firm, and it is directly associated with its

financial performance.

Overall, regardless of the limitations and criticisms of dynamic capability theory, the

overwhelming support of the theory in recent empirical literature in several field of

studies confirmed its general adaptability for varying research contexts131,132. More so,

its relevance to this study stemed from its capability to explain how a firm can cope

with a dynamic environment and sustain superior performance. Furthermore, the

dynamic capability theory provided a theoretical explanation for the continuous

improvement in the firm-level capability such as, innovation capability drives

competitive advantage. The bottom line is that a firm that intends to survive and

flourish in a fast-changing environment would rely heavily on its capacity to

consistently adapt, sense, and innovate its internal resources to align with its

environment133. This study is therefore underpinned by the agency theory and the

dynamic capability theory given that while the agency addressed issues of corporate

governance, the dynamic capability addressed the innovation capability linkage with

achieving higher level of organisation performance.

2.3 Review of Empirical Studies

This subsection centers on the position of previous studies carried out in another context

which relates to the objectives of this study.

2.3.1 Corporate Governance and Performance
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The effect of risk management (a measure of corporate governance) on firm growth of

deposit money banks in Nigeria. The study revealed that banks risk management (credit

and liquidity risk) have positive and significant effect on the firm growth of Nigerian

deposit money banks134. In a study that focused on another measure of corporate

governance (fairness), it was found that a fairness and firm growth are positively

correlated135. The impact of corporate governance was assessed on firm competitiveness

focusing on mid-sized firms in South Africa. The study revealed that the implementation

of corporate governance in these mid-sized firms significantly and positively affected

their competitiveness and performance136.

On the relevance of corporate governance board structure independence, the board

independence is positively related to firm performance and stock growth137. Likewise,

corporate governance explained significant contribution to firm efficiency as a measure of

growth138. Equally, corporate governance structure and financial performance of the

companies listed on the Nairobi stock exchange are positive correlate139. This finding

corroborated another submission which found significant positive relationship between

corporate governance and firm performance140.

The interactions between corporate governance, board diversity and firm value was

examined. The results showed that corporate governance positively influences firm value

which is an evidence of firm growth141. A conceptual paper conducted found theoretical

and empirical relevance for corporate governance effect on firm performance (measured

as profitability, market share, firm growth, operational efficiency and maximization of

shareholders’ wealth)142. Also, it was found that bank’s performance and market value

fall as the level of management ownership rises143.
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Furthermore, there was a positive and significant relationship between corporate

governance and firm market performance144. Also, there was a positive and significant

relationship between board structure and firm performance in Europe145. Similarly, it was

found that board structure and ownership have significant and positive influence on firm

growth146. On the contrary, in a study on corporate governance measure (transparency),

with focus on firms listed on the Nairobi securities, the result revealed a negative

relationship between transparency (disclosure) practices and firm growth across the entire

firm under investigation147. Similarly, it was found that there is no relationship between

corporate governance and firm growth148.

It was revealed that there is a significant positive relationship between corporate

governance and firm profitability. Further analysis showed that corporate governance has

significant effect on firm profitability149. Similarly, it was found that corporate

governance (risk management) explained significant effect on profitability150. In another

similar study, which examined the interactions of ownership structure, corporate

governance, risk management and performance of Nigerian Banks. The results showed

that after excluding the interactions of ownership structure and risk management, then

corporate governance has positive and significant effect on bank performance on both

financial and non-financial measures151. In the same vein, the relationship between board

of director mechanisms and perceived performance of listed firms in Nigeria when

examined showed that board of director composition and accountability were positively

associated with perceived firm financial performance152. In a study on corporate

governance and firm performance in Latin America using a meta-analysis, the authors

found that CG best practices are associated with better Latin American firm performance.

The relationship between GC and firm performance possesses certain peculiarities in the
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case of Latin American countries and the literature on the region is certainly not as

abundant and mature. The result implies that results are moderated by the characteristics

of boards of directors, the ownership, and control structure and various simultaneous CG

mechanisms, through broad indices and special CG trading segments. The author further

discovered that the relationship between GC and firm performance possesses certain

peculiarities in the case of Latin American countries106.

On the contrary, in an examination carried out on whether a relationship existed between

corporate governance and profitability of companies listed on the Palestinian Stock

Exchange. The result revealed that corporate governance and corporate profitability are

negatively associated153. A scholar investigated Turkish firms and found that corporate

governance and firm profitability are negatively correlated. In addition, the effect of risk

management (a measure of corporate governance) on financial performance was

examined and found negative interaction between risk management and profitability, at

the same time firms’ risk responding strategies have no impact on the financial

performance for firms under investigation154.

Similarly, in an investigation on the effect of corporate governance on financial

performance focusing on Pakistan banks. The results showed that the board size and

institutional ownership are insignificantly related with financial performance measures

such as ROA, ROE and EPS59. Likewise, in a study which explored the sustainable

company values through corporate governance and profitability. The study showed that

corporate government does not have significant influence on the company values as well

as profitability50.

2.3.2 Innovation Capability and Organizational Performance
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Study aimed at investigating the effect of Innovation capability and Firm performance

among Nigeria Small and Medium Enterprises in all sectors. Data was collected using

self-administered structured questionnaire from 280 SME’s in North-western Nigeria.

The data was analysed with Partial Least Squares Structural Equation Modelling

(PLSSEM) technique. The findings revealed that innovation capability has significance

positive relationship with firm performance. In addition, the findings also revealed that

innovation capability is a significant SMEs success factor hence, stressing the importance

of organizations innovation capability in rising the performance of SMEs. More so, the

finding is in line with the assertion of a scholar who posited that innovation capability can

influence firm performance. The necessary prerequisites for driving firm performance

defends on well-designed, developed, and implemented innovations which play the

important roles in bringing new ideas, improvement, reduction in cost of production and

increase performance97.

A scholar used data collected from 264 large and medium sized Croatian companies with

more than 100 employees, to examine innovative capabilities, firm performance and

foreign ownership. The results proved that companies with more developed innovative

capabilities achieve higher performance levels, but that there is no difference in

innovative capabilities between large and medium-sized companies. On the other hand,

medium-sized companies have slightly higher levels of sales growth and increase in

market share. Also, companies in foreign ownership are better at development of new

products and new production methods, and they have higher levels of sales growth,

market share and increase in market share98.

A scholar examined the relationships between different types of Innovation and firm

Performance and the Mediating Effect of Radical and Incremental Innovations on these
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Relationships. Survey data was collected from 334 SME manufacturing companies in

Kano state. The study found positive significant relationships between administrative

innovation, process innovation & product innovation and firm performance (profitability,

sales growth, market share, satisfaction and firm competitiveness). Abiodun’s finding is

consistent with prior researches99.

A scholar examined Effective sense-and-respond strategies: Mediating roles of

exploratory and exploitative innovation among 150 firms in Vietnam Manufacturing &

Service industries. The scholar opined that exploratory and exploitative innovations are

salient modi-operandi through which the effects of technology-sensing and market-

sensing capabilities affect firm financial performance. Examining the new product

innovation-performance relationship: Optimizing the role of individual-level creativity

and attention-to-detail focusing on 150 Indian manufacturing firms in Tech & Chemicals.

Study revealed that individuals need to engage at high levels of creativity and attention-

to-detail when seeking to impact the firms' pursuit of new product innovation as a

contributor to financial performance100.

A scholar, which focused on Influence of innovation capability and customer experience,

collecting data form 606 customers of retail firms, discovered that both technical

innovation capability and non-technical innovation capability modifies the effect of

complex demographics on loyalty and reputation. Some scholars examined innovation

and business success: The mediating role of customer participation. The main purpose of

this study is to advance the marketing literature by untangling the relationships among

innovation capability, customer participation, service quality, and firm performance

(Sales, market share & profitability). Result show that customer participation does not

directly influence firm performance. This finding is in line with a theoretical contention
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that customer participation may result in opposite effects on speed to market101.

Specifically, customer participation activities have no or even negative impact on firm

performance because bringing customers into collaboration activities may reduce the

efficiency and increase the timelines102.

Studied Synergy effects of innovation on firm performance among 856 firms. Result

revealed that exploration and exploitation orientations have positive impacts on product

innovation and process innovation respectively which have positive impacts on the firm's

performance. Product differentiation: a tool of Competitive advantage and optimal

Organizational performance (a study of Unilever Nigeria Plc). Collecting data from 323

respondents based in Ota, Ogun state were selected based on the simple random sampling

technique. Finding indicates that there is a significant relationship between new product

innovation of an organization and its customer satisfaction. Similarly, indicate that there

is a significant relationship between unique product features of an organization and its

customer satisfaction. There is a significant relationship between higher product quality

and the sales growth of an organization108.

Some scholars examined innovation Capability and Firm Performance Relationship: a

Study of PLS-Structural Equation Modelling, comprising of 280 SMEs owners/managers

in North-western part of Nigeria. The outcome of the structural model shows that there is

significant positive relationship between innovation capability and firm performance

(market share, profit, sales growth, customer acquisition). Some scholars examines the

role of innovation on performance of firms on the Nigerian Stock Exchange. The central

objective of the paper was to look at the relationship between innovativeness and firm

performance in Nigeria. 60 firms were purposively selected out of a targeted population

of 176 firms listed in the Nigerian Stock Exchange with financial returns as at August,
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2014. Innovation was found to have negative relationships with both returns on assets,

and returns on equity. This result suggests that, in Nigeria, like in Kenya, innovation has

been widely adopted and practiced, but it was yet to have positive relationship with

returns on assets and returns on equity in Nigeria110,111.

The finding of scholars posit that innovation capabilities affect service quality through

customer participation. This new insight implies that firms that place their efforts on

applying their knowledge and skills to implement innovation activities should engage in

customer participation activities. This finding reinforces scholar’s recommendation that

from a strategic viewpoint, firms may want to encourage participation in production by

customers who have a strong relationship with the firm. This study's findings also show

that customer participation enhances service quality. These results support the view that

being a firm–customer linking asset, customer anticipation is a contingency variable that

firms can embrace in managing innovation activities92. In particular, innovation

capabilities are a necessary but not a sufficient condition for superiority in performance

and the potential value of innovation capabilities is realized through effective customer

participation112.

A scholar examined the interaction between organizational learning, innovativeness and

Financial Performance of 350 Small and Medium Enterprises in Nigeria. Study revealed

that organizational innovativeness has no relationship with financial performance. Some

scholars examined the relationship between innovation and firm performance: An

empirical evidence from Turkish automotive supplier industry among 240 Automobile

supplier in Turkey. Study discovered that out of the four types of innovation, only product

and process innovation positively and significantly affect firm performance98.
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Some scholars examined Effects of sales force market orientation on creativity,

innovation implementation, and sales performance among 153 sales managers. Results

indicated that the effect of sales force creativity on performance is fully mediated by

innovation implementation, which can be bolstered by an innovative organizational

culture. A researcher examined the Effective sense-and-respond strategies: Mediating

roles of exploratory and exploitative innovation. Studying 150 CEO & General Manager

of B2B firms in Vietnam both in Manufacturing & Service industry. Result reveals that

exploratory and exploitative innovations are salient modi-operandi through which the

effects of technology-sensing and market-sensing capabilities affect firm performance78.

Some scholars examined the Effects of Innovation on Performance of Manufacturing

SMEs in Nigeria, The study sampled a total of 305 SMEs in textile/leather/apparel and

footwear subsector; wood/furniture and woodworks subsector; and domestic/industrial

plastic and rubber subsector in Southwestern Nigeria. The hierarchical regression analysis

results revealed that process innovation and organizational innovation positively impacts

firm performance significantly. However, product innovation and market innovation did

not have significant impact on firm performance (Sales revenue). This is consistent with

researcher’s findings as their study revealed that marketing innovation had insignificant

positive impact on performance82.

The success of any organization can be measured by the performance of workers in such

an establishment93. This gives such an establishment the ability to put in their very best in

a way that it will benefit their organization towards meeting the set goals and objectives.

The relationship between innovation capability and organizational performance has been

theoretically and practically investigated. Organizational performance is regarded as a

vital sign of the organizations showing how well activities within a process or the outputs
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of a process achieve a specific goal94. It is a process of assessing progress towards

achieving predetermined goals, including information on the efficiency by which

resources are transformed into goods and services, the quality of these outputs and

outcomes, and the effectiveness of organizational objectives. Based on the research that

was carried out, emphasis is been laid on meeting the goals and objectives of the

organization. It serves as the fulfilment of intended mission of an organization which is

obtained through good management, persistent efforts and superior governance in order to

achieve goals making use of multiple performance which includes responsiveness,

flexibility, cost, productivity, asset efficiency utilization and reliability95.

Theoretical and Practical studies undertaken of these writers suggests that the innovation

process involves the transformation of valuable knowledge into added value for the

organization. A related study researched into the technological innovation and Nigerian

banks performance: the assessment of employee’s and customer’s responses, a

questionnaire survey with a sample of 1,912 respondents104. The result revealed that

technological innovation influenced banks performance, customer’s satisfaction and

improvement in banks profitability. Further studies are suggested to be carried out in

other sectors of the economy. This study identified past researchers that has investigated

the moderating effect of knowledge retention on the relationship between innovation

capability and organizational performance as well as analyzed the various results which

emanate from other studies118.

In a similar research work carried out on innovation capabilities and small and medium

enterprises performance, an exploratory study, this study employed a qualitative research

method using an in-depth interview with eight owners/managers of Chinese

manufacturing SMEs. In its findings, it was revealed that product and marketing
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innovation capability have a significant impact on SMEs financial performance while

process and organizational innovation capabilities positively influence SMEs operational

performance. The study pointed out that the major determinants of innovation capability

involved availability of sufficient organizational resources, entrepreneurial orientation,

knowledge development and external networks. The result shows the contextual

moderating factors on the relationship between innovation capability and SMEs’

performance involved in internal factors119.

An empirical study on the relationship between innovation capability and performance.

The moderating effect of measurement was researched to know whether performance

measurement moderates the relationship between innovation capability and firm

performance. This study was conducted through a web-based survey in small and medium

sized enterprises (SMEs) with a total of 311 responses received from a sample of 2400.

Result shows consistent with predictions, the link between innovation capability and firm

performance is significant in the presence of performance measurement. Performance

measurement can thus be used as a tool for improving the performance of SMEs through

innovation capability. The study suggested that the need for firms to be capable to

produce innovation is crucial for its success120.
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2.4 Conceptual Model

Figure 2.1: Conceptual Model

Source: Researcher’s Conceptual Model, 2023

The figure 2.1 above represents the illustration model of the study describing the

interaction between the independent variables (corporate governance and innovation

capability) and dependent variable (performance) used in the study. The independent

variable corporate governance is measured by risk management, ethical practice, and

transparency. While innovation capability is measured as management, product and

process innovation and this align literature. The dependent variable performance includes

sub-measures such as firm profitability, growth, and customer satisfaction. H0 represents

the various null hypotheses to be tested in this study. Hypothesis one (Ho1) tested the

effect of corporate governance dimensions on performance, hypothesis two (Ho2) tested

Independent Variable
CG/IC DMB’s Performance

 Firm Profitability
 Firm growth
 Customer satisfaction

Corporate Governance (CG)

 Ethical practice
 Risk management
 Transparency

 Management innovation
 Product innovation
 Process innovation

H01

H02

H0

3

Innovation Capability (IC)
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the effect of innovation capability dimension on performance; hypothesis three (Ho3)

tested the combined effect of corporate governance and innovation capability on

performance of selected DMBs in Lagos State, Nigeria.

2.5 Summary of Gaps in Literature Reviewed

It is widely acknowledged that good corporate governance culture and sound innovation

capability framework instituted via the board of directors is essential to sustain and

promote the interest of stakeholders and hence position the banking sector into a vibrant

financial system that enhance growth and economic prosperity for Nigerians18.

Scholarly work have been done to substantiate the functional relationship between

corporate governance and innovation capability on organisational performance in divers

sectors14,15,16. Likewise empirical submission have been made about corporate governance

and innovation capability relevance for business survival and sustainability however

scholars have recommended the need for more studies on the performance effect of

corporate governance and innovation capability in the banking sector especially after the

disruptions caused by the rampaging COVID-19 pandemic, the new naira design policy

of the CBN, and subsidy removal.

Several scholars have focused on different aspects of corporate governance practices and

innovation capability and their influence on performance in different sectors in both

developed and developing countries employing majorly quantitative methods, cross-

sectional survey, and expo-facto design20,21,22. However, these studies have not focused on

how corporate governance (risk management, ethical practice, & transparency) and

innovation capability (management, product, & process) affects the performance of

deposit money banks even as scholars suggested that the gap be filled23,24. Bearing in
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mind the gaps identified above in existing literature and problems acknowledged

concerning the DMBs in Nigeria, this study intends to evaluate the effect of corporate

governance and innovation capability on performance of DMBs in Lagos State, Nigeria.
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Chapter Three

Methodology

This chapter classifies the research strategies to be adopted to examine the objectives

stated, research questions raised, and test hypotheses formulated in this study. The

methods to be employed will follow: the research design for this study, the study

population, computation of sample size, sampling technique adopted, methods employed

to collect data, research instrument, validity and reliability of the research instrument and

method of data analysis.

3.1 Research Design

A cross-sectional survey research design will be employed in this study to evaluate the

effect of corporate governance and innovation capability on performance of selected

deposit money banks in Lagos State, Nigeria. The cross-sectional survey design enables

researchers to collect data from respondents at a point in time to establish the aim of their

study. More so, it is less cumbersome than a longitudinal survey design and several

scholars have found it appropriate for studies of similar nature1,2.

3.2 Population of the Study

The population of this study is one thousand, two hundred and twenty-eight (1,228)

employees of selected deposit money banks (Zenith Bank, Guaranty Trust Bank, First



99

Bank of Nigeria, United Bank of Africa, Access Bank, Fidelity Bank, Wema Bank, First

City Monument Bank and Polaris Bank) headquarters in Lagos State. Lagos state is

chosen because it houses the selected banks head offices as well as being the commercial

hub of the country. The banks selected cut across all the categories of the deposit money

banks (first tier bank, second tier and third tier) in Nigeria and this suggests a fairly

representation of the industry, more so, the selected banks account for more than 80% of

market share of the industry in Nigeria3.

Table 3.1: Population of the Selected Banks

S/N Money Deposit Banks Management Staff Strength

1 Zenith Bank Plc 241

2 Guaranty Trust Bank Plc 202

3 Access Bank Plc 95

4 United Bank of Africa Plc 211

5 First Bank Plc 125

6 Fidelity Bank Plc 103

7 First City Monument Bank Plc 97

8 Wema Bank Plc 83

9 Polaris Bank Ltd 71

TOTAL 1228

Source: Central Bank of Nigeria Publication, (2023)
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3.3 Sample and Sampling Techniques

The sample size was computed using the sample size determination table provided by 4.

At a 95% confidence level, 0.5% margin of error, and the population of 1228, the

appropriate sample size on the table is 306 (see table below). Hence, 306 copies of

questionnaire will be administered to the selected bank executives and senior

management staff.

Table3:2: Sample Size Table

The study will adopt stratified sampling which is an example of probability sampling

technique to select the sample from the population. First, the sample size was
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proportioned to know the exact number to draw from each bank based on their population.

This is followed by a stratified sampling technique. This is because the technique enables

researchers to capture key characteristics in the sample that appropriately reflect the unit

of analysis under study. Lastly, the simple random technique will be employed to pick

from each Strata (Executives and senior managers) in each selected bank on the

proportion calculated. Thus, to determine the proportion for each of the selected bank, the

following formula is adopted:

H =
y
N

∗ (n)

Where:

H = Proportionate sample Size;

y = Total number of element for each stratum;

N = Total population size of the study;

n = Sample size derived for the study.

Table 3.3 Proportionate Research Sampling

S

/

N

Banks Proportion

ate sample

size

Executive

Manageme

nt

Senior

Manageme

nt

1 Zenith Bank Plc 60 20 40

2 Guaranty Trust Bank Plc 50 16 34

3 Fidelity Bank Plc 26 9 17



102

4 First City Monument Bank

Plc

24 8 16

5 United Bank of Africa Plc 52 17 35

6 Access Bank Plc 24 8 16

7 First Bank Plc 31 10 21

8 Wema Bank Plc 21 7 14

9 Polaris Bank Plc 38 13 25

Source: Central Bank of Nigeria Publication, (2023)

3.4 Description of the Research Instruments

The study will employ the questionnaire as the instrument of data collection. The

questionnaire is adapted from existing literature. The adapted questionnaire allows for

adjustment of question items utilized in other studies to enable an objective measurement

and numerical analysis of data collected through surveys and confirmed suitable as

utilised by prior studies6. The questionnaire sources have been collected from extant

literatures as 6,7,8. The use of a structured questionnaire for this study is because, the

questionnaire allows the researcher to collect personal views of respondents on current

issues and it can reach a large pool of respondents within a short period.
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For the adapted scale, the questionnaire is a standardized scale that has been used by

authors on similar subject matter of this research in different contexts. The questionnaire

comprises two sections A and B. Section A comprised demographic variables of the

respondents, while section B comprised question items for both corporate governance,

innovation capability, and organisational performance. Furthermore, a six-point Likert-

type scale will be used for the questionnaire items in line with 8; with response options

ranging from: very high extent (6) to very low extent (1). The advantage of the six-point

Likert-scale type is that, it allows for better expression of the extent of respondent’s views

with no room for ambiguity.

3.5 Validity of the Research Instrument

To validate the research instrument a pilot study was conducted to spot research errors,

anomalies as well as to ensure consistency, relevance and proper understanding of the

research instrument. It was targeted at 10% of respondents who corresponded to the study

sample as recommended by 9. Hence, the pilot study was carried out on selected executive

and senior management staff of Keystone Bank, Eco Bank, and Stanbic Chartered Bank

in Ibadan. The selection of these banks is because they share similar characteristics with

the banks selected for the study.

The fallout from the pilot study included, too many question items, lengthen questions

and somewhat cumbersome for respondents that participated, as it took an average of 10

minutes per respondent. Also, the response options were modified to reflect choices that

revealed the extent to which respondents reacted to each question, as such Very High

Extent, High Extent, Moderately High Extent, Moderately Low Extent, Low Extent, and

Very Low Extent was preferred. Upon completion of the pilot study, the validity and
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reliability of the research instrument was confirmed after a series of statistical tests were

administered on the data collected.

Face, content and construct validity test were carried out on this study to help confirm the

validity of the research instrument. For face and content validity, the research instrument

was certified by the researcher’s supervisor and experts in the field of corporate

governance to ensure validity of the questionnaire. Afterwards, irrelevant questions were

deleted, leaving only questions that were directly relevant and improving the

administration time to make for willingness to participate in the study. For content

validity, the Kaiser Meyer Olkin (KMO) and Bartlett test of sphericity was used to

confirm that each question could elicit the required data within the Nigerian environment

after the adaptation of the questions. Table 3.4 confirmed validity of the construct as the

variable items had a threshold higher than 0.5 for KMO and lower than 0.05 for the

Bartlett outputs.
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Table 3:4 Construct Validity

Variables KMO Bartlett

Test

AVE No of

Items

Composite

Reliability

Corporate

governance

0.627 0.000 0.753 15 0.873

Innovation

capability

0.628 0.038 0.761 15 0.856

Firm performance 0.659 0.000 0.812 16 0.943

Source: Researcher’s Computation (2023)

From Table 3.4, it can be seen that the Kaiser Meyer Olkin validity values are above 0.5

which is adjudged to be a good measure of the sampling adequacy. The closer they are to

1 the better but they are good and acceptable since they are above 0.6. With this, we can

accept that the measures support the validity of the constructs. Bartlett’s test is valid when

the level of significance is less than 0.059. The analysis of validity of the instruments

showed a high level of significance at 0.000, which is less than 0.05.

3.6 Reliability of the Research Instrument

The reliability of the instrument was further ascertained by subjecting the data from the

pilot study to the internal test of consistency. This was done by confirming that the

Cronbach Alpha’s coefficient above 0.7. The research instrument is reliable for the study

because the Cronbach’s alpha coefficient for the variables ranges from 0.713 to 0.877,

and are above the threshold of 0.7. The results are as reflected in Table 3.5
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Table 3.5 Cronbach’s Alpha Co-efficient Values of the Study Variables

Variables Cronbach’s Alpha Co-

efficient

No of

Items

Rema

rk

Corporate governance 0.729 15 Relia

ble

Innovation capability 0.873 15 Relia

ble

Firm performance 0.814 16 Relia

ble

Source: Researcher’s Computation (2023)

3.7 Method of Data Collection

Primary data collection sources will be utilized for this study. The advantage of using a

primary data source is because it allows the researcher to collect accurate data from the

appropriate sources, and it provides the opportunity to understand the respondents’

better10. The primary data will be collected using a well-structured questionnaire adapted

from existing literature. A letter of introduction will be gotten from the department in an

effort to seek permission from each respective bank representatives, in order to intimate

the management of nature and significance of the study to their business and to seek

clearance to conduct the study at a stipulated time. The essence of this procedure is

because the approval of the human resource manager facilitates the questionnaire

administration and retrieval within reasonable time.
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The questionnaire will be administered to 306 Executives and senior managers from the

selected banks at the business premise in Lagos State. The copies of questionnaire will be

distributed both in person and by trained research assistants, with specific instructions on

the administration process which involved, administering copies of questionnaires to

regular staff and retrieving of the questionnaires from the respondents. Respondents will

be met in their offices, they will be briefed about the study and the questionnaire will be

administered afterword.

3.8 Methods of Data Analyses

Descriptive and inferential statistics will be used to analyse the data collected. The

rationale for using descriptive and inferential statistics is to enable the study to come up

with empirical position about the issues under investigation. Descriptive statistics will be

used to analyse all the variables in the study and to provide answers to the research

question. It will be presented in terms of percentages, and mean. On the other hand, the

inferential statistics will be used to analyse the hypotheses of the study using multiple

regression for hypothesis one, two, and three. The multiple regression analytical tool is

preferred because they allow for two or more independent variables to be measured

against one dependent variable. The analysis was conducted on the Statistical Product for

Science Solutions (SPSS) version 25 and the threshold of 0.05 level of significant was the

basis for the acceptance or the rejection of the null hypotheses tested. This broad

statistical technique to be used for the inferential statistic is Ordinary Least Square.
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Chapter Four

Results and Discussion of Findings

This chapter offers the empirical results from the data analysis conducted, interpretation

of the findings, and discussions of the study results. The aim of this study is to examine

the effect of corporate governance and innovation capability on performance of selected

DMBs in Lagos State, Nigeria. To achieve the objective of the study, the research was

conducted through questionnaire which was used to obtain the required information.

Information regarding respondents’ demographic, response rate, response to each variable

and test of hypotheses are presented in this chapter. Data analysis was conducted using

the Statistical Product and Service Solutions (SPSS version 24.0). The chapter ends with

the discussion of findings.

4.1 Demographic Data Analysis

A total of three hundred and six (306) copies of questionnaire were administered, and two

hundred and ninety-one (21) copies were returned. After sorting the questionnaires 244

copies were certified as duly filled and considered usable while 47 questionnaires are not

properly filled hence unused. The useable questionnaire represented 79.1% response rate.

The high response rate was recorded as the researcher administered the instruments with

the help of research assistants who put concerted efforts to regularly visit the respondents

to prompt the respondents to fill the questionnaire. The response results are presented in

Table 4.1 and the demographic data for the respondents are presented in Table 4.2.
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Table 4.1: Response Rate

Response Rate: Employee of Money Deposit

Banks

Frequency Per cent

(%)

Returned and used 244 79.9%

Questionnaire not used 62 20.1%

No of distributed Questionnaire 306 100%

Source: Field Survey Data (2023)

Table 4.2: Demographic Characteristics of Respondents

Variables Category Frequen

cy

Percenta

ge

Gender Male 121 49.6%

Female 123 50.4%

Age 20-30yrs 38 15.6%

31-40yrs 99 40.6%

41-50yrs 72 29.5%

51-60yrs 28 11.5%

61 and above 7 2.9%

Educational Level Bsc/HND 131 53.7%

MA/MBA/Msc 87 35.7%

M.Phil/PhD 24 9.8%

Year of Experience Below 10yrs 86 35.2%

11-20yrs 91 37.3%

21-30yrs 44 18.0%

31-40yrs 23 9.4%

Job level Top management 50 20.5%

Middle management 101 41.4%

Lower Management 92 37.7%
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Source: Field Survey Results (2023)

This section consists of background and respondent’s information that describes basic

characteristics such as age of the respondent, gender of the respondent, marital status,

experience, level of education, highest educational level, and current management level.

To this effect, the results are presented in Table 4.2.

Table 4.2 presents the demographic and personal profile of respondents used for this

study. Profile of gender indicated that 121 respondents representing 49.6% were male

while 123 respondents representing 50.4% were females, indicating that most of the

respondents were female. The age profile revealed that 38 respondents representing

15.6% were between ages 20-30 years, 99 respondents representing 40.6%, were between

31-40 years, 72 respondents representing 29.5%, were between 41-50 years, 28

respondents representing 11.5% were between 51-60 years and 7 respondents

representing 2.9% were 61 and above.

Furthermore, 131 respondents representing 53.7% indicated to have had B.Sc./HND, 87

representing 35.7% had MA/MBA/MSc and 24 respondents representing 9.8% had

M.Phil./PhD. As regards years of experience, 86 respondents representing 35.2% were

below 10 years, 91 respondents representing 37.3% were between 11-20 years, 44

respondents representing 18.0% were between 21-30 years and 23 respondents

representing 9.4% were between 31-40 years. Finally, with Job level; 50 respondents

representing 20.5% were top management, 101 respondents representing 41.4% were

middle management and 92 respondents representing 37.7% were lower management.
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4.2 Presentation of Data

This section involves presenting data collected for each of the variable of this study in

terms of the descriptive statistics

Table 4.3: Descriptive Analysis of Responses on Risk Management

Risk

Management

Level of Agreement (n=244) Average

VHE HE MHE MLE LE VLE Mean

Risk

Assessment

45.5% 37.3% 9.4% 3.7% 1.2% 1.2% 5.12

Understands

its risks

37.3% 46.7% 11.5% 1.6% 0.4% 0.8% 5.10

Minimization

of risk

30.7% 48.4% 14.3% 3.7% 0.4% 0.8% 4.96

Mitigate Risk 26.6% 47.5% 17.6% 4.9% 1.2% 0.4% 4.86

Avoid Risk 40.6% 38.9% 10.2% 5.3% 2.0% 1.2% 5.00

Grand Mean 5.008

Source: Field Survey Data (2023)

Table 4.3, shows that 45.5% of the respondents rated the risk assessment of the

organization at a very high extent, 37.3% indicated high extent, 9.4% moderately high

extent, 3.7% indicated moderately low extent, 1.2% indicated low extent while 1.2%

indicated very low extent. On average, the respondents indicated that the risk assessment

of the organization is high with a mean of 5.12.The results also indicated that 37.3% of

the respondents’ organization understands its risk at a very high extent, 46.7% indicated
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high extent, 11.5% moderately high extent, 1.6% indicated moderately low extent, 0.4%

indicated low extent while 0.8% indicated very low extent. On average, the respondents

indicated that the organization understand its risk with a high mean of 5.10. Also 30.7%

of the respondents’ organization minimize risks at a very high extent, 48.4% indicated

high extent, 14.3% moderately high extent, 3.7% indicated moderately low extent, 0.4%

indicated low extent while 0.8% indicated very low extent. On average, the respondents

indicated that the organization minimize risk with a high mean of 4.96.

The results also indicated that 26.6% of the respondents’ organization mitigate risk at a

very high extent, 47.5% indicated high extent, 17.6% moderately high extent, 4.9%

indicated moderately low extent, 1.2% indicated low extent while 0.4% indicated very

low extent. On average, the respondents indicated that the organization mitigate risk is

high with a mean of 4.86. Last on the results table, 40.6% of the respondents’

organization avoid risk at a very high extent, 38.9% indicated high extent, 10.2%

moderately high extent, 5.3% indicated moderately low extent, 2.0% indicated low extent

while 1.2% indicated very low extent. On average, the respondents indicated that they

understand its risk is high with a mean of 5.00. The grand mean for risk management is

5.008 which indicates that on average, respondents agreed with most of the statements on

the as it relates to how the organization manages risk.

Table 4.4: Descriptive Analysis of Responses on Ethical Practices

Ethical

Practices

Level of Agreement (n=244) Average

VHE HE MHE MLE LE VLE Mean

Legal

Compliance

43.9% 45.9% 6.1% 1.6% 0.4% 0.4% 5.23

Sanction 31.1% 55.7% 9.0% 1.6% 0.4% 0.4% 5.08
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Unethical

practice

Ethical

Awareness

30.7% 48.4% 14.8% 2.9% 1.2% 0.4% 4.97

Reward for

Professional

conduct

27.9% 45.5% 19.3% 3.3% 1.6% 0.8% 4.86

Display of

Professionalism

32.4% 51.6% 10.7% 2.5% 0.8% 0.4% 5.05

Grand Mean 5.038

Source: Field Survey Data (2023)

Table 4.4, shows that 43.9% of the respondents rated the legal compliance of the

organization at a very high extent, 45.9% indicated high extent, 6.1% moderately high

extent, 1.6% indicated moderately low extent, 0.4% indicated low extent while 0.4%

indicated very low extent. On average, the respondents indicated that the legal

compliance of the organization is high with a mean of 5.23. The results also indicated that

31.1% of the respondents’ organization sanction unethical practice at a very high extent,

55.7% indicated high extent, 9.0% moderately high extent, 1.6% indicated moderately

low extent, 0.4% indicated low extent while 0.4% indicated very low extent. On average,

the respondents indicated that the organization sanctions unethical practice with a high

mean of 5.08. Also 30.7% of the respondents’ organization’s ethical awareness at a very

high extent, 48.4% indicated high extent, 14.8% moderately high extent, 2.9% indicated

moderately low extent, 1.2% indicated low extent while 0.4% indicated very low extent.

On average, the respondents indicated that the organization’s ethical awareness is high

with a mean of 4.97.

The results also indicated that 27.9% of the respondents’ organization reward for

professional conduct at a very high extent, 45.5% indicated high extent, 19.3%
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moderately high extent, 3.3% indicated moderately low extent, 1.6% indicated low extent

while 0.8% indicated very low extent. On average, the respondents indicated that the

organization reward professional conduct is high with a mean of 4.86. Last on the results

table, 32.4% of the respondents’ organization display professionalism at a very high

extent, 51.6% indicated high extent, 10.7% moderately high extent, 2.5% indicated

moderately low extent, 0.8% indicated low extent while 0.4% indicated very low extent.

On average, the respondents indicated that their organization’s display professionalism is

high with a mean of 5.05.

The grand mean for ethical practices is 5.038 which indicates that on average,

respondents agreed with most of the statements on the scale as it relates to the ethical

practices of their organization.

Table 4.5: Descriptive Analysis of Responses on Transparency

Transparency

Level of Agreement (n=244) Average

VHE HE MHE MLE LE VLE Mean

Establishes

due Process

39.8% 48.0% 8.6% 1.6% 0.4% 0% 5.18

Adhere to

Regulation

34.0% 54.9% 7.8% 1.2% 0% 0.4% 5.14

Open

organizational

system

26.2% 48.8% 19.7% 3.3% 0.4% 0% 4.91

Performance

appraisal

35.7% 43.9% 13.5% 4.9% 0.4% 0% 5.03

Reward-

Objective

alignment

22.1% 51.2% 19.3% 4.9% 0.4% 0.4% 4.82

Grand Mean 5.016

Source: Field Survey Data (2023)
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Table 4.5, shows that 39.8% of the respondents rated that the organization establishes due

process at a very high extent, 48.0% indicated high extent, 8.6% moderately high extent,

1.6% indicated moderately low extent very and 0.4% indicated low extent. On average,

the respondents indicated that organization establishes due process is high with a mean of

5.18. The results also indicated that 34.0% of the respondents’ organization adhere to

regulation at a very high extent, 54.9% indicated high extent, 7.8% moderately high

extent, 1.2% indicated moderately low extent and 0.4% indicated very low extent. On

average, the respondents indicated that the organization adhere to regulation with a high

mean of 5.14. Also 26.2% of the respondents’ organization’s open system at a very high

extent, 48.8% indicated high extent, 19.7% moderately high extent, 3.3% indicated

moderately low extent and 0.4% indicated low extent. On average, the respondents

indicated that the organization’s open system is high with a mean of 4.91.

The results also indicated that 35,7% of the respondents’ organization performance

appraisal at a very high extent, 43.9% indicated high extent, 13.5% moderately high

extent, 4.9% indicated moderately low extent and 0.4% indicated low extent. On average,

the respondents indicated that the organization performance appraisal is high with a mean

of 5.03. Last on the results table, 22.1% of the respondents’ organizations reward-

objective alignment at a very high extent, 51.2% indicated high extent, 19.3% moderately

high extent, 4.9% indicated moderately low extent, 0.4% indicated low extent while 0.4%

indicated very low extent. On average, the respondents indicated that their organization’s

reward-objective alignment is high with a mean of 4.82. The grand mean for transparency

is 5.016 which indicates that on average, respondents agreed with most of the statements

on the high scale as it relates to the transparency of their organization.
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Table 4.3 Descriptive Analysis of Responses on Innovation Capability

Product

Innovation:

Level of Agreement (n=244)

VH

E

HE MH

E

ML

E

LE VL

E

Mea

n

Provide

clients with

services that

offer unique

benefits

superior to

those of

competitors

17.5

%

79.3

%

0.0

%

0.0

%

3.2

%

0.0

%

3.14

Actively

carries out its

work on

developing

existing new

products.

54.8

%

37.9

%

0.0

%

0.0

%

7.3

%

0.0

%

3.48

Enhance the

range of our

products

released

annually

21.8

%

75.0

%

0.0

%

0.0

%

3.2

%

0.0

%

3.19

Deliver new

products that

are

technological

ly driven

29.0

%

66.7

%

0.0

%

0.0

%

4.3

%

0.0

%

3.25

See new 39.0 54.6 0.0 0.0 6.5 0.0 3.33
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product

development

as a critical

success factor

% % % % % %

Grand mean

for Product

Innovation

0.0

%

0.0

%

3.28

Process

Innovation:

Reduce the

developing

time of new

products

34.4

%

60.5

%

0.0

%

0.0

%

5.1

%

0.0

%

3.29

Actively

adjust its

business

processes

23.1

%

74.7

%

0.0

%

0.0

%

2.2

%

0.0

%

3.21

Develop an

in-house

solution to

improve

business

services

36.8

%

58.9

%

0.0

%

0.0

%

4.3

%

0.0

%

3.33

flexible in

offering

product

according to

market

demand

7.5% 89.2

%

0.0

%

0.0

%

3.2

%

0.0

%

3.04

Use creative 38.4 55.1 0.0 0.0 6.5 0.0 3.32
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means to

deliver

products to

our

customers

% % % % % %

Grand Mean

for Process

Innovation

0.0

%

0.0

%

3.24

Organizatio

nal

Innovation:

Adopts

innovative

work designs

26.3

%

69.4

%

0.0

%

0.0

%

4.3

%

0.0

%

3.22

Use

technology to

drive

organizationa

l process

23.1

%

71.8

%

0.0

%

0.0

%

5.1

%

0.0

%

3.18

Perform

better than

our

competitors

in the manner

of developing

new

managerial

works

28.2

%

70.7

%

0.0

%

0.0

%

1.1

%

0.0

%

3.27

Successfully

commercializ

e new

38.7

%

57.3

%

0.0

%

0.0

%

4.0

%

0.0

%

3.35
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management

processing

Constantly

train staff on

new

management

processes

33.1

%

64.0

%

0.0

%

0.0

%

3.0

%

0.0

%

3.30

Grand Mean

for

Organization

al Innovation

0.0

%

0.0

%

3.26

4

Grand mean

for Market

Innovation

3.32

4

Decision rule 1.00 – 1.49= strongly disagree, 1.50 – 2.49= disagree, 2.50 – 3.49 = agree,

3.50-4.00= strongly agree.

Note: SA-Strongly Agree, A-Agree, D-Disagree, SD-Strongly Disagree

Source: Field Survey Results (2023)

According to results in Table 4.3, 17.5% of the respondents strongly agree that provide

clients with services that offer unique benefits superior to those of competitors, 79.3%

agree and 3.2% disagree. On the average, the respondents indicated that provide clients

with services that offer unique benefits superior to those of competitors has a mean of

3.14. Results also showed that 54.8% of the respondents strongly agree that actively

carries out its work on developing existing new products, 37.9% agree and 7.3%

disagree, On the average, the respondents indicated that actively carries out its work on

developing existing new products has a mean of 3.48.
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Results also showed that 21.8% of the respondents strongly agree that enhance the range

of our products released annually, 75.0% agree and 3.2% disagree. On the average, the

respondents indicated that enhance the range of our products released annually has a

mean of 3.19. Results also showed that 29.0% of the respondents strongly agree that

deliver new products that are technologically driven, 66.7% agree and 4.3% disagree.

On the average, the respondents indicated that deliver new products that are

technologically driven has a mean of 3.25. Results also showed that 39.0% of the

respondents strongly agree that see new product development as a critical success factor,

54.6% agree and 6.5% disagree. On the average, the respondents indicated that see new

product development as a critical success factor has a mean of 3.33 and Product

Innovation has a grand mean of 3.28.

Results in Table 4.3, 34.4% of the respondents strongly agree that reduce the developing

time of new products, 60.5% agree and 5.1% disagree. On the average, the respondents

indicated that reduce the developing time of new products has a mean of 3.29. Results

also showed that 23.1% of the respondents strongly agree that actively adjust its

business processes, 74.7% agree and 2.2% disagree. On the average, the respondents

indicated that actively adjust its business processes has a mean of 3.21.



122

Results showed that 36.8% of the respondents strongly agree that develop an in-house

solution to improve business services, 58.9% agree and 4.3% disagree. On the average,

the respondents indicated that develop an in-house solution to improve business services

has a mean of 3.33. Results showed that 7.5% of the respondents strongly agree that

flexible in offering product according to market demand, 89.2% agree and 3.2%

disagree. On the average, the respondents indicated that flexible in offering product

according to market demand has a mean of 3.04. Results also showed that 38.4% of the

respondents strongly agree that use creative means to deliver products to our customers,

55.1% agree and 6.5% disagree. On the average, the respondents indicated that use

creative means to deliver products to our customers has a mean of 3.32 and Process

Innovation has grand mean of 3.24.

Results in Table 4.3, 26.3% of the respondents stated strongly agree that adopts

innovative work design, 69.4% agree and 4.3% disagree. On the average, the

respondents stated that adopts innovative work design has a mean of 3.22. Results also

stated that 23.1% of the respondents strongly agree that use technology to drive

organizational process, 71.8% agree and 5.1% disagree. On the average, the respondents

stated that use technology to drive organizational process has a mean of 3.18. Results

also stated that 28.2% of the respondents strongly agree that perform better than our

competitors in the manner of developing new managerial works, 70.7% agree and 1.1%
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disagree. On the average, the respondents stated that perform better than our competitors

in the manner of developing new managerial works has a mean of 3.27. Results also

stated that 38.7% of the respondents strongly agree that successfully commercialize new

management processing 57.3% agree and 4.0% disagree. On the average, the

respondents stated that successfully commercialize new management processing has a

mean of 3.35. Results also stated that 33.1% of the respondents strongly agree that

constantly train staff on new management processes, 64.0% agree and 3.0% disagree.

On the average, the respondents stated that constantly train staff on new management

processes has a mean of 3.30 and Organizational Innovation has grand mean of 3.264.

Results in Table 4.3, 19.1% stated strongly agree that my business make changes in its

product appearance to sooth market preference, 79.0% agree and 1.9% disagree. On the

average, the respondents stated that my business make changes in its product appearance

to sooth market preference has a mean of 3.17. Results also stated that 43.3% of the

respondents strongly agree that my business constantly looks for new ways to deliver

our products to customer in a unique way, 53.5% agree and 3.2% disagree. On the

average, the respondents stated that my business constantly looks for new ways to

deliver our products to our customer in unique way has a mean of 3.40.

Results also stated that 33.3% of the respondents strongly agree that my business

implements new marketing methods to promote our products performance, 59.4% agree

and 7.3% disagree. On the average, the respondents stated that my business implements

new marketing methods to promote our products performance has a mean of 3.26.

Results also stated that 28.5% of the respondents strongly agree that my business makes

improvements in the manner obtain customer satisfaction, 70.45 agree and 1.1%

strongly disagree. On the average, the respondents stated that my business makes
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improvements in the manner obtain customer satisfaction has a mean of 3.26. Results

also stated that 56.2% of the respondents strongly agree that my business offers

opportunity for acquiring customer idea, 41.9% agree, 0.8% disagree and 1.1% strongly

disagree. On the average, the respondents stated that my business offers opportunity for

acquiring customer idea has a mean of 3.53 and Market Innovation has a grand mean of

3.324.

Table 4.7: Descriptive Analysis of Responses on Profitability

Profitability Level of Agreement (n=244) Average

VHE HE MHE MLE LE VLE Mean

Increase

between

2015 and

2016

26.6% 51.2% 18.0% 2.9% 0.4% 0% 4.98

Increase

between

2016 and

2017

17.6% 55.3% 21.7% 2.9% 0.8% 0.8% 4.80

Increase

between

2017 and

2018

17.2% 42.6% 33.6% 4.5% 0.8% 0.4% 4.66

Increase

between

2018 and

2019

23.4% 43.0% 25.8% 3.7% 1.6% 1.6% 4.75

Increase

between

2019 and

2020

18.9% 44.3% 25.0% 4.1% 2.9% 3.7% 4.56
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Grand Mean 4.750

Source: Field Survey Data (2023)

Table 4.7, shows that 26.6% of the respondents agreed that profit increased between 2015

and 2016 at a very high extent, 51.2% indicated high extent, 18.0% moderately high

extent,
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2.9% indicated moderately low extent and 0.4% indicated low extent. On average, the

respondents agreed that profit increased between 2015 and 2016 is high with a mean of

4.98. The results also indicated that 17.6% of the respondents agreed that profit increased

between 2016 and 2017 at a very high extent, 55.3% indicated high extent, 21.7%

moderately high extent, 2.9% indicated moderately low extent, 0.8% indicated low extent

and 0.8% indicated very low extent. On average, the respondents agreed that profit

increased between 2016 and 2017 with a high mean of 4.80. Also 17.2% of the

respondents agreed that profit increased between 2017 and 2018 at a very high extent,

42.6% indicated high extent, 33.6% moderately high extent, 4.5% indicated moderately

low extent, 0.8% indicated low extent while 0.4% indicated very low extent. On average,

the respondents agreed that profit increased between 2017 and 2018 is high with a mean

of 4.66.

The results also indicated that 23.4% of the respondents agreed that profit increased

between 2018 and 2019 at a very high extent, 43.0% indicated high extent, 25.8%

moderately high extent, 3.7% indicated moderately low extent, 1.6% indicated low extent

while 1.6% indicated very low extent. On average, the respondents agreed that profit

increased between 2018 and 2019 is high with a mean of 4.75. Last on the results table,

18.9% of the respondents agreed that profit increased between 2019 and 2020 at a very

high extent, 44.3% indicated high extent, 25.0% moderately high extent, 4.1% indicated

moderately low extent, 2.9% indicated low extent while 3.7% indicated very low extent.

On average, the respondents agreed that profit increased between 2019 and 2020 is high

with a mean of 4.56. The grand mean for profitability is 4.750 which indicates that on

average, respondents agreed with most of the statements on the high scale as it relates to

the profitability of their organization.
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Table 4.8: Descriptive Analysis of Responses on Firm Growth

Firm Growth Level of Agreement (n=244) Average

VHE HE MHE MLE LE VLE Mean

Increase in Customer base 29.9% 55.7% 10.2% 2.0% 0.4% 0.8% 5.07

Acquire new customers 20.9% 55.7% 18.9% 1.2% 2.5% 0% 4.88

Branch Expansion 18.4% 41.4% 23.0% 12.3% 0.4% 3.7% 4.51

Increase customer service

usage

16.4% 50.0% 26.2% 4.1% 1.6% 0.8% 4.70

New product development 18.4% 48.0% 22.1% 7.4% 2.5% 0.8% 4.67

Grand Mean 4.766

Source: Field Survey Data (2023)

Table 4.7, shows that 29.9% of the respondents agreed that the firm had an increase in

customer base at a very high extent, 55.7% indicated high extent, 10.2% moderately high

extent, 2.0% indicated moderately low extent, 0.4% indicated low extent and 0.8%

indicated very low extent. On average, the respondents agreed that the firm had an

increase in customer base is high with a mean of 5.07. The results also indicated that

20.9% of the respondents agreed that the firm had acquired new customers at a very high

extent, 55.7% indicated high extent, 18.9% moderately high extent, 1.2% indicated

moderately low extent and 2.5% indicated low extent. On average, the respondents agreed

that the firm had acquired new customers is high with a mean of 4.88. Also 18.4% of the

respondents agreed that the firm had branch expansion at a very high extent, 41.4%

indicated high extent,
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23.0% moderately high extent, 12.3% indicated moderately low extent, 0.4%

indicated low extent while 3.7% indicated very low extent. On average, the

respondents agreed that the firm had branch expansion is high with a mean of 4.51.

The results also indicated that 16.4% of the respondents agreed that the firm had an

increase in customer service usage at a very high extent, 50.0% indicated high extent,

26.2% moderately high extent, 4.1% indicated moderately low extent, 1.6% indicated low

extent while 0.8% indicated very low extent. On average, the respondents agreed that the

firm had an increase in customer service usage is high with a mean of 4.70. Last on the

results table, 18.4% of the respondents agreed that the firm had a new product

development at a very high extent, 48.0% indicated high extent, 22.1% moderately high

extent, 7.4% indicated moderately low extent, 2.5% indicated low extent while 0.8%

indicated very low extent. On average, the respondents agreed that the firm had a new

product development is high with a mean of 4.67. The grand mean for firm growth is

4.766 which indicates that on average, respondents agreed with most of the statements on

the high scale as it relates to the firm growth of their organization.

Table 4.18: Descriptive Analysis of Responses on Customer Satisfaction

Customer
Satisfaction

VHE HE PHE PLE LE VLE Mean

Address customer

compliant swiftly

(21.7
%)

(42.9%) (28.3%) (7.1%) - - 4.79

Guaranty customer

feedback assurance

(17.9
%)

(57.3%) (21.2%) (3.5%) - - 4.90

Offer unique value

proposition for all

customers

(18.1
%)

(46.2%) (25.0%) (10.6%) - - 4.72
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Delivering

excellence banking

experience

(17.9
%)

(35.8%) (46.2%) - - - 4.72

Prioritize customer

satisfaction

(21.7
%)

(28.5%) (31.9%) (14.4%) (3.5%) - 4.50

Provide seamless

virtual banking

service

(50.0
%)

(25.2%) (21.2%) (3.5%) - - 5.22

Grand Mean 4.69
Source: Field Survey Data (2022)

According to results in Table 4.7. 25.2% of respondents rated very high extent that there

is product differentiation, 46.2% rated high extent, 7.3% rated partially high extent, and

21.2% rated partially low extent. On average, the respondents indicated that there is

product differentiation has a mean of 4.75 and standard deviation is 1.057. Results also

indicated that 10.8% of respondents rated very high extent that there is product features,

42.9% high extent, 17.7% partially high extent, 10.8% partially low extent, 10.6% low

extent, and 7.1% very low extent. On average, the respondents indicated that there is

product features has a mean of 4.11 and standard deviation is 1.423. Results also

indicated that 21.9% of the respondents rated very high extent that there perception of

equity and fairness, 21.2% high extent, 42.7% partially high extent, and 14.2% partially

low extent. On average, the respondents indicated that there is perception of equity and

fairness has a mean of 4.51 and standard deviation is 0.987.

Results also indicated that 21.7% of the respondents rated very high extent that there is

product/service quality, 42.9% high extent, 28.3% partially high extent, and 7.1%

partially low extent. On average, the respondents indicated that there is product/service

quality has
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a mean of 4.79 and standard deviation is 0.861. Results also indicated that 17.9% of the

respondents rated very high extent that there is product customization, 57.3% high extent,

21.2% partially high extent, and 3.5% partially low extent. On average, the respondents

indicated that there is product customization has a mean of 4.90 and standard deviation is

0.724. Results also indicated that 18.1% of respondents rated very high extent that there is

product reliability, 46.2% high extent, 25.0% partially high extent, and 10.6% partially

low extent. On average, respondents indicated that there is product reliability has a mean

of 4.72 and standard deviation is 0.883. Results also indicated that 17.9% of the

respondents rated very high extent that there is customer complaint response, 35.8% high

extent, and 46.2% partially high extent. On average, the respondents indicated that there

is customer complaint response has a mean of 4.72 and standard deviation is 0.750.

Results also indicated that 21.7% of respondents rated very high extent that there is

customer feedback assurance, 28.5% high extent, 31.9% partially high extent, 14.4%

partially low extent, and 3.5% low extent. On average, respondents indicated that there is

customer feedback assurance has a mean of 4.50 and standard deviation is 1.089. Results

also indicated that 50.0% of the respondents rated very high extent that there is customer

empathy, 25.2% high extent, 21.2% partially high extent, and 3.5% partially low extent.

On average, the respondents indicated that there is customer empathy has a mean of 5.22

and standard deviation is 0.899. The grand mean for customer satisfaction is 4.69 which

indicates that on average, respondents agreed with most of the statements on the high

scale as it relates to how customer satisfaction is an appropriate measure of

Organisational performance with the overall standard deviation of 0.964. This implies

that the responses were clustered around the mean.

4.2.2 Hypothesis Testing

Restatement of Hypothesis One

H01: Corporate governance dimensions have no significant effect on financial

performance of selected deposit money banks in Lagos State, Nigeria.

In order to test null hypothesis one, multiple regression analysis was used. In the analysis,

the values of financial performance were regressed on the values of each of the values of

corporate governance. The data for corporate governance (independent variable) was
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generated by summing responses of all items for ethical practice, risk management, and

transparency while that of financial performance (dependent) was generated by adding

responses of all items used to measure the variable. The regression test results are

presented in Tables 4.9.

Table 4.9: Summary of regression analysis for the effect of corporate governance on

financial performance of selected deposit money banks in Lagos State

Model Beta t Sig. R R2 Adj.

R2

Anova

Sig

F(df)

(Constant)1 3.935 12.598 .000 .205a .042 .030 0.016
3.509(3,240)

Ethical Practice -.021 -.191 .849

Risk

Management
.174 1.969 .049

Transparency .009 .091 .928

a. Predictors: (Constant), Corporate Governance

b. Dependent Variable: Financial performance

Source: Researcher’s Field Survey Results (2023)

Table 4.9 presents the results of multiple regression analysis for the effect of corporate

governance on financial performance of DMBs in Lagos State, Nigeria. Table 4.9

presents a model summary which establishes how the model equation fits into the data.

The Adj. R2 was used to establish the predictive power of the study’s model. From the

results, corporate governance (ethical practice, risk management, and transparency) have

positive but weak statistically significant relationship with financial performance of

DMBs (R = 0.205, p<0.05).
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The Adjusted coefficient of determination (Adj. R2) of 0.030 shows that corporate

governance dimensions explained 3% of the variation in financial performance of DMBs

under study while the remaining 97% variation in financial performance is explained by

other exogenous variable different from corporate governance dimensions examined.

This result suggests that corporate governance dimensions influence 3% of financial

performance of DMBs in Lagos State, Nigeria. Table 4.9 presents the results of ANOVA

(overall model significance) of regression test which revealed that the combined

corporate governance dimensions have a significant effect on financial performance of

DMBS in Lagos State, Nigeria. This can be explained by the F-value (3.509) and low p-

value (0.016) which is statistically significant at 95% confidence interval. Hence, the

result posited that corporate governance adopted by DMBs in Lagos State influenced

their financial performance.

Furthermore, the results of regression coefficients which revealed that a positive

significant relative effect was reported for risk management while ethical practice and

transparency shows insignificant relative effect. Further, the results reveal that at 95%

confidence level, risk management (β = 0.174, p= 0.049) of the DMBs in Lagos State

were statistically significant as the p-values were less than 0.05 and the t-values greater

than 1.96. The result also indicates that taking all other independent variables at zero, a

unit change in risk management will lead to a 0.174 increase in financial performance for

DMBs given that all other factors are held constant. Based on these results, this study

can conclude that corporate governance dimensions significantly influence the financial

performance of DMBs in Lagos State, Nigeria. On the strength of this result (Adj R2=
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0.030, F(3,240)3.509, p= 0.016), this study rejects the null hypothesis two (H01) which

states that corporate

governance have no significant effects on financial performance of DMBs in Lagos State,

Nigeria.

Restatement of Hypothesis Two

H02: Innovation capability have no significant effect on financial performance of selected

deposit money banks in Lagos State, Nigeria.

In order to test null hypothesis two, simple linear regression analysis was used. In the

analysis, the values of innovation capability were regressed on the values of financial

performance. The data for innovation capability (independent variable) was generated by

summing responses of all items used to measure it while that of financial performance

(dependent) was generated by adding responses of all items used to measure the variable.

The regression test results are presented in Tables 4.10.

Table 4.10: Summary of regression analysis for the effect of innovation capability on

financial performance of selected deposit money banks in Lagos State

Model Beta t Sig. R R2 Adj.
R2

Anova
Sig

F(df)

(Constant)1 2.981 7.790 .000 .287a .082 .079 0.000 21.734
(1,242)

Product
innovation .213 2.620 .000
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Process
innovation .198 4.196 .000

Management
innovation

.344 4.662 .000

a. Predictors: (Constant), Innovation capability

b. Dependent Variable: Financial performance

Source: Researcher’s Field Survey Results (2023)

Table 4.10 presents the results of simple linear regression analysis for the effect of

innovation capability on financial performance of DMBs in Lagos State, Nigeria. Table

4.10 presents a model summary which establishes how the model equation fits into the

data. The R2 was used to establish the predictive power of the study’s model. From the

results, innovation capability has positive but weak statistically significant relationship

with financial performance of DMBs (R = 0.287, p<0.05). The coefficient of

determination (R2) of 0.082 shows that innovation capability explained 8.2% of the

variation in financial performance of DMBs under study while the remaining 91.8%

variation in financial performance is explained by other exogenous variable different

from innovation capability examined. This result suggests that innovation capability

influence 8.2% of financial performance of DMBs in Lagos State, Nigeria. Table 4.10

presents the results of ANOVA (overall model significance) of regression test which

revealed that innovation capability has a significant effect on financial performance of

DMBS in Lagos State, Nigeria. This can be explained by the F-value (21.734) and low p-

value (0.000) which is statistically significant at 95% confidence interval. Hence, the

result posited that innovation capability adopted by DMBs in Lagos State influenced their

financial performance.
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Furthermore, the results of regression coefficients revealed management innovation had

a beta (β) value of 0.344 which suggest that a unit change in management innovation

will lead to a 0.344 increase in financial performance for DMBs given that all other

factors are held constant. Also, the results of regression coefficients revealed product

innovation had a beta (β) value of 0.213 which suggest that a unit change in product

innovation will lead to a 0.213 increase in financial performance for DMBs given that all

other factors are held constant. Lastly, the results of regression coefficients revealed

process innovation had a beta (β) value of 0.198 which suggest that a unit change in

process innovation will lead to

a 0.198 increase in financial performance for DMBs given that all other factors are held

constant. In all, management innovation has the highest relative influence on financial

performance of DMBs in Lagos State, followed by product innovation capability and the

least is process innovation capability. Based on these results, this study can conclude that

innovation capability significantly influences the financial performance of DMBs in

Lagos State, Nigeria. On the strength of this result (R2= 0.082, F(1,242)21.734, p= 0.000),

this study rejects the null hypothesis two (H02) which states that innovation capability

have no significant effects on financial performance of DMBs in Lagos State, Nigeria.

Restatement of Hypothesis Three

H03: Corporate governance and innovation capability have no joint significant effect on

performance of selected deposit money banks in Lagos State, Nigeria.

In order to test null hypothesis one, multiple regression analysis was used. In the analysis,

the values of performance were regressed on the values of each of the values of corporate

governance and innovation capability. The data for corporate governance (independent

variable) was generated by summing responses of all items for ethical practice, risk

management, and transparency, innovation capability (independent variable) items for
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product, process and management innovation was summed up and that of financial

performance (dependent) was generated by adding responses of all items used to measure

the variable. The regression test results are presented in Tables 4.11.

Table 4.11: Summary of regression analysis for the effect of corporate governance

and innovation capability on performance of selected deposit money banks in Lagos

State

Model Beta t Sig. R R2 Adj.

R2

Anova

Sig

F(df)

(Constant)1
2.769 6.992 .000 .313a .098 .090 .000b

2,241(13.066)

Corporate

Governance

.098 1.981 .045

Innovation capability .291 4.258 .000

a. Predictors: (Constant), Corporate Governance, Innovation capability

b. Dependent Variable: Performance

Source: Researcher’s Field Survey Results (2021)

Table 4.11 presents the results of multiple regression analysis for the effect of

corporate governance and innovation capability on performance of DMBs in Lagos

State, Nigeria. Table 4.11 presents a model summary which establishes how the model

equation fits into the data. The Adj. R2 was used to establish the predictive power of

the study’s model. From the results, corporate governance and innovation capability
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have positive but weak statistically significant relationship with the performance of

DMBs (R = 0. .313, p<0.05). The Adjusted coefficient of determination (Adj. R2) of

0.090 shows that corporate governance and innovation capability explained 9% of the

variation in performance of DMBs under study while the remaining 91% variation in

performance is explained by other exogenous variable different from those examined

in this study. This result suggests that corporate governance and innovation capability

influence 9% of performance of DMBs in Lagos State, Nigeria. Table 4.11 presents the

results of ANOVA (overall model
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significance) of regression test which revealed that the combined corporate governance

and innovation capability have a significant effect on performance of DMBS in Lagos

State, Nigeria. This can be explained by the F-value (13.066) and low p-value (0.000)

which is statistically significant at 95% confidence interval. Hence, the result posited that

corporate governance and innovation capability adopted by DMBs in Lagos State

influenced their performance.

Furthermore, the results of regression coefficients which revealed that a positive

significant relative effect was reported for corporate governance and innovation capability.

Further, the results reveal that at 95% confidence level, corporate governance (β = 0.098,

p= 0.045) of the DMBs in Lagos State were statistically significant as the p-values were

less than 0.05 and the t-values greater than 1.96. Likewise, the results reveal that at 95%

confidence level, innovation capability (β = 0.291, p= 0.000) of the DMBs in Lagos State

were statistically significant as the p-values were less than 0.05 and the t-values greater

than 1.96. The result also indicates that taking all other independent variables at zero, a

unit change in corporate governance will lead to a 0.098 increase in performance for

DMBs given that all other factors are held constant. Also, the result indicates that taking

all other independent variables at zero, a unit change in innovation capability will lead to

a 0.291 increase in performance for DMBs given that all other factors are held constant.

Overall, from the results, innovation capability had the highest relative effect on the

performance of DMBs in Lagos State, Nigeria with a coefficient of 0.291 and t value of

2.791, followed by corporate governance coefficient of 0.098, and t value of 1.981. Based

on these results, this study can conclude that corporate governance and innovation

capability significantly influences the performance of DMBs in Lagos State, Nigeria. On

the strength of this result (Adj R2= 0.090, F (13.066) 2,241, p= 0.000), this study rejects

the null hypothesis three (H03) which states that corporate governance and innovation
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capability have no significant joint effects on performance of DMBs in Lagos State,

Nigeria.

4.3 Discussion of Findings

The results of regression analysis for the effect of corporate governance and innovation

capability on performance of DMBs in Lagos State, Nigeria revealed that corporate

governance and innovation capability has a positive and significant effect performance of

DMBs under investigation. Conceptually, the relevance of corporate governance is to

ensure that the going-concern status of the organisation is guaranteed. In addition,

innovation capability can help organisation offer improved products and services that

enhance customer experience, customer satisfaction, increase patronage and the

sustainability of customer lifetime value. The implication this narrative suggest that

corporate governance and innovation capability are internal factors that can enhance the

performance of organisation.

Empirically, the finding of the study found support in extant literature. For example, a

study conducted to establish the relationship between innovation capabilitys and

corporate governance in commercial banks in Kenya, posited that most of the banks had

incorporated the various parameters which are used for gauging innovation capabilitys

and corporate governance. Hence, both internal organisational factors were strongly

related and their combined multiplier effect of organisational performance was

significant1. Fazli et al.2 found that corporate governance as a positive effect on the

shareholders dividend for family-owned businesses Fazli et al.2 findings corroborated 3, 4.

The study established that corporate governance explained the positive significant

variation in shareholder return and the overall performance of mid-sized enterprises in

Nigeria. Grace 5 examined corporate governance and performance of financial institutions
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in Kenya. The results indicated that corporate governance has a statistically significant

influence on the performance of financial institutions. Also, Rao and Desta6 examined

corporate governance and financial performance: A study with reference to commercial

banks in Ethiopia. As with many studies on governance Krishnan and Amin7equally

revealed that there is positive relationship between corporate governance and firm

performance.

This study found support in submission of extant literature on the potential outcome of

firms that have ownership and can deploy innovation capability. For example, recent

literature aimed at investigating the effect of Innovation capability and Firm performance

among Nigeria Small and Medium Enterprises in all sectors. The findings revealed that

innovation capability has significance positive relationship with firm performance. In

addition, the findings also revealed that innovation capability is a significant SMEs

success factor hence, stressing the importance of organizations innovation capability in

rising the performance of SMEs. More so, the finding is in line with the assertion of a

scholar who posited that innovation capability can influence firm performance. The

necessary prerequisites for driving firm performance defends on well-designed,

developed, and implemented innovations which play the important roles in bringing new

ideas, improvement, reduction in cost of production and increase performance97.

A scholar used data collected from 264 large and medium sized Croatian companies with

more than 100 employees, to examine innovative capabilities, firm performance and

foreign ownership. The results proved that companies with more developed innovative

capabilities achieve higher performance levels, but that there is no difference in

innovative capabilities between large and medium-sized companies. On the other hand,
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medium-sized companies have slightly higher levels of sales growth and increase in

market share. Also, companies in foreign ownership are better at development of new

products and new production methods, and they have higher levels of sales growth,

market share and increase in market share98.

A scholar examined the relationships between different types of Innovation and firm

Performance and the Mediating Effect of Radical and Incremental Innovations on these

Relationships. Survey data was collected from 334 SME manufacturing companies in

Kano state. The study found positive significant relationships between administrative

innovation, process innovation & product innovation and firm performance (profitability,

sales growth, market share, satisfaction and firm competitiveness). Abiodun’s findings is

consistent with prior researches99. A scholar examined Effective sense-and-respond

strategies: Mediating roles of exploratory and exploitative innovation among 150 firms in

Vietnam Manufacturing & Service industries. The scholar opined that exploratory and

exploitative innovations are salient modi-operandi through which the effects of

technology-sensing and market-sensing capabilities affect firm financial performance.

Examining the new product innovation-performance relationship: Optimizing the role of

individual-level creativity and attention-to-detail focusing on 150 Indian manufacturing

firms in Tech & Chemicals. Study revealed that individuals need to engage at high levels

of creativity and attention-to-detail when seeking to impact the firms' pursuit of new

product innovation as a contributor to financial performance100.

A scholar, which focused on Influence of innovation capability and customer experience,

collecting data form 606 customers of retail firms, discovered that both technical

innovation capability and non-technical innovation capability modifies the effect of

complex demographics on loyalty and reputation. Some scholars examined innovation
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and business success: The mediating role of customer participation. The main purpose of

this study is to advance the marketing literature by untangling the relationships among

innovation capability, customer participation, service quality, and firm performance

(Sales, market share & profitability). Result show that customer participation does not

directly influence firm performance. This finding is in line with a theoretical contention

that customer participation may result in opposite effects on speed to market101.

Specifically, customer participation activities have no or even negative impact on firm

performance because bringing customers into collaboration activities may reduce the

efficiency and increase the timelines102.

Studied Synergy effects of innovation on firm performance among 856 firms. Result

revealed that exploration and exploitation orientations have positive impacts on product

innovation and process innovation respectively which have positive impacts on the firm's

performance. Product differentiation: a tool of Competitive advantage and optimal

Organizational performance (a study of Unilever Nigeria Plc). Collecting data from 323

respondents based in Ota, Ogun state were selected based on the simple random sampling

technique. Finding indicates that there is a significant relationship between new product

innovation of an organization and its customer satisfaction. Similarly, indicate that there

is a significant relationship between unique product features of an organization and its

customer satisfaction. There is a significant relationship between higher product quality

and the sales growth of an organization

Some scholars examined innovation Capability and Firm Performance Relationship: a

Study of PLS-Structural Equation Modelling, comprising of 280 SMEs owners/managers

in North-western part of Nigeria. The outcome of the structural model shows that there is
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significant positive relationship between innovation capability and firm performance

(market share, profit, sales growth, customer acquisition). Some scholars examines the

role of innovation on performance of firms on the Nigerian Stock Exchange. The central

objective of the paper was to look at the relationship between innovativeness and firm

performance in Nigeria. 60 firms were purposively selected out of a targeted population

of 176 firms listed in the Nigerian Stock Exchange with financial returns as at August,

2014. Innovation was found to have negative relationships with both returns on assets,

and returns on equity. This result suggests that, in Nigeria, like in Kenya, innovation has

been widely adopted and practiced, but it was yet to have positive relationship with

returns on assets and returns on equity in Nigeria.

The finding of scholars posit that innovation capabilities affect service quality through

customer participation. This new insight implies that firms that place their efforts on

applying their knowledge and skills to implement innovation activities should engage in

customer participation activities. This finding reinforces scholar’s recommendation that

from a strategic viewpoint, firms may want to encourage participation in production by

customers who have a strong relationship with the firm. This study's findings also show

that customer participation enhances service quality. These results support the view that

being a firm–customer linking asset, customer anticipation is a contingency variable

that firms can embrace in managing innovation activities92. In particular, innovation

capabilities are a necessary but not a sufficient condition for superiority in performance

and the potential value of innovation capabilities is realized through effective customer

participation
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However, contrary finding was observed in extant literature. For example, Bhattrai et al.

showed a contrary result compared to 2,3,4,5. According to the scholars who examined the

effect of corporate governance on financial performance of bank in Nepal. The study

showed that the board size and shareholder dividend have negative impacts the financial

performance of commercial banks in Nepal. Similar to Bhattrai et al.9, Olalekan, Lateef,

Irom, and Bulus10 evaluated the interactions of corporate governance dimensions board

size and risk management on performance of listed deposit money banks in Nigeria. Their

findings revealed that liquidity risk is negative and has insignificant effect on ROE and

EPS of the study banks in Nigeria. The results indicate that board structure; size, gender

diversity and ownership type have no significant impact on financial performance of

Ethiopian commercial banks.

From the theoretical stand point Agency theory and the dynamic capability theories were

strengthened. Agency theory established that an effective principal-agent relationship has

the potential of enhancing the overall organisational performance given the agents

responsibility to the principal. Dynamic capability on the other hand stressed the need for

innovation to contend with changing market environment to stay competitive. Therefore,

on the strength of the support found in conceptual, empirical and theoretical submissions

in extant literature with this present study’s result, the study posits that corporate

governance and innovation capability have positive and statistically significant effect on

performance of DMBs in Lagos State, Nigeria.
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Chapter Five

Conclusion

This chapter discusses the summary of the study, conclusions, recommendations of the

study and suggestion for future studies.

5.1 Summary

The aim objective of the study is to evaluate the effect of corporate governance and

innovation capability on performance of selected deposit money banks in Lagos State,

Nigeria. The study has five chapters to in an effort to achieve its main objective. The

introductory chapter presented a detailed background to the study which widely

acknowledged that good corporate governance and innovation capability framework

instituted in corporate organisation is essential to sustain and promote the interest of

stakeholders and hence position the banking sector into a vibrant financial system that

enhance growth and economic prosperity for Nigerians. Scholarly work has been done to

substantiate the functional relationship between corporate governance and innovation

capability on organisational performance in divers’ sectors. Likewise empirical

submission has been made about corporate governance and innovation capability

relevance for business survival and sustainability however scholars have recommended
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the need for more studies on the performance effect of corporate governance and

innovation capability in the banking sector especially after the the disruptions caused by

the rampaging COVID-19 pandemic and raising operating cost caused by global supply

disruption.

It is important to stress that the sector is battling with problems ranging from inefficient

service delivery, people’s distrust for the banking sector, rising bad loans, and extreme

poverty which makes it difficult for the average Nigerian to deposit money in banks. It is

against this backdrop of events that this study intends to evaluate the effect of corporate

governance and innovation capability on the performance of selected banks in Lagos

State, Nigeria.

In the second chapter, literature review of previous relevant studies to the concept of

corporate governance, innovation capability, and performance were reviewed. Corporate

governance dimension in this study included risk management, ethical practices

transparency. Innovation capability was measured by product, process, and management

innovation. Organisational performance was measured using firm growth and firm

profitability. The empirical review was done to capture the interaction between corporate

governance and firm growth and corporate governance, innovation capability and

organisational performance. Specifically, the empirical review which was done based on

the specific objectives of this study provided varying result regarding the effect of

corporate governance, innovation capability and performance in selected Deposit Money

Banks in Lagos State, Nigeria. The theoretical review considered two theories (agency

and dynamic capability theories) which are of specific relevance to this study.

On the methodology chapter,a cross-sectional survey research design was used for this

study to empirically evaluate the interactions between corporate governance, innovation
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capability and performance of selected deposit money banks in Lagos State, Nigeria. The

study employed the use of an adapted questionnaires to collected data from the

respondents after they were scientifically certified to be valid and reliable for the intended

purpose through the conduct of a pilot study. Both the descriptive and inferential statistics

were adopted. Specifically, the descriptive enhanced the analysis for all the study

variables and it provided answer to the specific research questions of the study. On the

other hand, the inferential statistics enabled the test of the three null hypotheses

formulated in the introductory chapter; hypothesis one-three been relative-effect analysis

Overall, the researcher ensured absolute obedience to ethical consideration.

The data analysis established the analytical technique adopted, interpretation of results

and discussion of the research findings. In all, three research questions, objectives and

hypotheses were formulated and tested. The data analysis was out carried in line with the

study’s specific objectives and hypotheses from which the patterns were investigated,

interpreted, and conclusions drawn. Both descriptive and inferential statistics were

adopted to analyze the data. The descriptive aspect of analysis was used to interpret the

respondents’ opinion to the three research questions. Frequency distribution tables and

percentage presentation approaches were employed in the analysis and interpretation of

data collected using the Statistical Product and Service Solutions (SPSS) version 24.0

versions for the analysis. In addition, the research objectives one, and three, were

analysed through multiple regression analysis to substantiate the effects of corporate

governance, innovation capability and performance in selected DMBs in Lagos State,

Nigeria. Simple regression analysis was used to substantiate the second hypothesis.

The data generated were sorted, coded, and analysed to establish the statistical

significance of corporate governance, innovation capability, and performance in selected
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DMBs in Lagos State, Nigeria, and final acceptance or rejection of the hypotheses were

made. From the interpretation of analyses of data collected and findings of the study, the

following can be summed up as the main empirical findings of this study:

1. Corporate governance (risk management, ethical practices and transparency) have

significant effect on performance of selected DMBs in Lagos State, Nigeria (Adj R2=

0.030, F(3,240)3.509, p= 0.016).

2. Innovation capability (product, process, & management innovation) have significant

effect on performance of selected DMBs in Lagos State, Nigeria (R2= 0.082,

F(1,242)21.734, p= 0.000).

3. Corporate governance and innovation capability have combined significant effect on

performance of selected DMBs in Lagos State, Nigeria (Adj R2= 0.090, F (13.066) 2,241,

p= 0.016).

5.2 Conclusion

Based on the empirical findings, this study concluded that there was a statistically

significant effect of corporate governance and Innovation capability on performance.

Hence, the study established that corporate governance and innovation capability have

significant effects on the performance of selected Deposit Money Banks in Lagos State,

Nigeria

5.3 Recommendations

Based on the findings of this study, the following recommendations are made;

1. The contribution of corporate governance to performance is weak. It is imperative for the

corporate parent of the selected DMBs in Lagos State to pay attention to corporate
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governance activities to ensure that it helps improve performance for the DMBs under

investigation.

2. Innovation capability has weak contribution to the profitability of selected DMBs in Lagos State.

Concerted effort should be put on ground to aid the innovation capability infrastructure to

aid it capacity to enhance the DMBs to generate improved profitability and overall

performance Hence, capacity building that would enhance innovation capability should

be embarked upon on a long-term basis.

3. The study established that corporate governance and innovation capability was able to explain

weak significant variation in performance of selected DMBs in Lagos State, Nigeria.

Hence, the study recommends the need to strengthened corporate governance mechanism

investigated in the study and reinforce the innovation capability infrastructure so that both

can enhance the performance of the DMBs investigated.

5.4 Contributions to Knowledge

The findings of this made important contributions to knowledge in the following ways.

Based on the conceptual review done, this study offers immerse contribution to

knowledge conceptually in several ways.

1. This study identified and filled conceptual gaps in literature regarding corporate

governance dimension, innovation capability and performance.

2. The conceptual model developed for the study suggest another area in which this study

has contributed to the body of knowledge conceptually because no known similar studies,

both theoretical and empirical, have utilised the model in their studies. Hence, adding to

models that can explain the link between corporate governance dimension, innovation

capability and performance selected money deposit banks in Lagos State, Nigeria.
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3. From the theoretical stand point Agency theory and dynamic capability theories were

strengthened as they provided a theoretical underpinnings for this study. Moreso it

because the findings of this study unhelp the outcome of the tenets of both theories.

4. The findings of this study concerning the effect of corporate governance and innovation

capability on performance of DMBs in Lagos State, Nigeria revealed that corporate

governance and innovation capability has a positive and significant effect performance of

DMBs under investigation. The empirical outcome of this study contributes to the

existing empirical findings in the area of corporate governance, innovation capability and

DMBs performance and equally served as a reference material for future researchers.

5.5 Suggested Area of Further Research Studies

Future studies may consider the following suggestions

i. Future studies may consider a longitudinal study to confirm and provide explanation of

causality for the interaction between corporate governance and innovation capability on

bank performance over many years.

ii. Given that this study focused solely on banking in Lagos State, future study may expand

the scope by incorporating more States in Nigeria and other corporate governance

mechanisms to enhance the generalization of the findings of this study,

iii. Other factors besides corporate governance and innovation capability can equally

influence organisational performance; Hence, future studies may consider these factors to

establish their effects on performance.

iv. On methodological basis, future study on corporate governance, innovation capability,

and performance may consider the adoption of other data analytical technique such as

structural equation model to provide additional support for the findings of this study.
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Lead City University Ibadan Oyo State

Department of Management & Accounting

Lead City University, School of Postgraduate Studies.

Dear Respondent,

As part of the requirement for MSc in Accounting, I am carrying out a study on
“Corporate governance, innovation capability, and performance of selected deposit
money banks in Lagos, State, Nigeria”. This research is purely for academic purpose and
all information provided would be treated with utmost confidentiality. Please tick the
option that best express your personal views. In any case you feel uncomfortable to
proceed you may withdraw your consent at no cost.

Thank you

Instructions:

Kindly read the questions before expressing your opinion.

In section A, you are expected to tick (√) in the space provided for your response

Section A: Demographic of Respondents

1. Gender: Male ( ) Female ( )

2. Respondents Age: 20-30years ( ), 31-40 ( ), 41-50 ( ), 51-60 ( ), 61 above( ),

3. What is your highest educational qualification: B.Sc./HND ( ), MA/MBA/M.Sc. ( ),
M.Phil/Ph.D. ( ) Others, (please specify)………………………

4. Length of Service: Below 10 years ( ), 11-20 years ( ), 21-30 years ( ), 31-40 years (),
41-50 years ( ).

Section B:Corporate Governance:
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Please tick appropriate box according to the following keys: VHE= Very High Extent (6),
H= High Extent (5), MHE= Moderately High Extent (4), MLE= Moderately Low Extent
(3), LE= Low Extent (2) VLE= Very Low Extent (1).

A Risk Management

To what extent, does your
bank do the following

VHE HE MHE MLE LE VLE

1 Conduct risk Assessment 6 5 4 3 2 1

2 Understands its risks 6 5 4 3 2 1

3 Minimization of risk 6 5 4 3 2 1

4 Mitigate Risk 6 5 4 3 2 1

5 Avoid Risk 6 5 4 3 2 1

Ethical Practice

To what extent, does your
bank observe the
following

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1 Legal Compliance 6 5 4 3 2 1

2 Sanction Unethical
practice

6 5 4 3 2 1

3 Ethical Awareness 6 5 4 3 2 1

4 Reward for Professional
conduct

6 5 4 3 2 1

5 Display of
Professionalism

6 5 4 3 2 1

Transparency

To what extent, does your
bank do the following

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1
Establishes due Process 6 5 4 3 2 1

2 Adhere to Regulation 6 5 4 3 2 1
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3 Open organizational
system

6 5 4 3 2 1

4 Performance appraisal 6 5 4 3 2 1

5 Reward-Objective
alignment

6 5 4 3 2 1

Section C: Innovation Capability

The statement in this section concerns innovation capability as observed your bank. Using
the six-point Likert-type scale provided below. Please tick the appropriate choice that
indicates your opinion on innovation capability.

S/N Product Innovation:
With regards to product
innovation, our bank is
able to:

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1 Provide clients with
services that offer unique
benefits superior to those
of competitors

2 Actively carries out its
work on developing
existing new products.

3 Enhance the range of our
products released
annually

4 Deliver new products
that are technologically
driven

5 See new product
development as a critical
success factor

Process innovation: Our
bank is able to do the
following

1 Reduce the developing
time of new products
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2 Actively adjust its
business processes

3 Develop an in-house
solution to improve
business services

4. flexible in offering
product according to
customer demand

5. Use creative means to
deliver products to our
customers

Management innovation:
through organizational
innovation, our bank is
able to:

1 Adopts innovative work
designs

2 Use technology to drive
organizational process

3 Perform better than our
competitors in the
manner of developing
new managerial works

4 Successfully
commercialize new
management processing

5 Constantly train staff on
new management
processes

Section D: Organisational Performance
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Please tick appropriate box according to the following keys: VHE= Very High Extent (6),
H= High Extent (5), MHE= Moderately High Extent (4), MLE= Moderately Low Extent
(3), LE= Low Extent (2) VLE= Very Low Extent (1).

Profitability

To what extent can you rate
the Profit based on the
following

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1 Increase between 2017 and
2018

2 Increase between 2018 and
2019

3 Increase between 2019 and
2020

4 Increase between 2020 and
2021

5 Increase between 2021 and
2022

Firm Growth

To what extent can you rate
the Firm Growth based on
the following

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1 Increase in Customer base

2 Acquire new customers

3 Branch Expansion

4 Increase customer service
usage

5 New product development

Customer Satisfaction

To what extent can you rate
the your bank based on the
following

6

VHE

5

HE

4

MHE

3

MLE

2

LE

1

VLE

1 Address customer compliant
swiftly
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2 Guaranty customer
feedback assurance

3 Offer unique value
proposition for all
customers

4 Delivering excellence
banking experience

5 Prioritize customer
satisfaction

6 Provide seamless virtual
banking service
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