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alongside changes in the banking system. While the adoption of Internet
Banking (IB) services has been fast, bank value indicators, like Price-to-
Book Value (PBV), have shown significant fluctuations, raising questions
about whether financial innovation truly adds value.

Objective: This study examines the impact of financial innovation on firm
value and financial performance in Indonesian banks, and whether
financial performance mediates this relationship. It views financial
innovation not only through its financial outcomes but also as part of the
broader technology-driven digital transformation in banking towards
sustainability and resilience.

Methods: The research was conducted by analyzing Secondary data from
13 banks listed on the Indonesia Stock Exchange (BEI) annual financial
report data with the period of 2019-2024 which were analyzed using
Partial Least Squares Structural Equation Modeling (PLS-SEM) technique.
Results: Financial innovation directly affects firm value, but does not
directly affect financial performance that can be used to significantly
mediate the relationship between financial innovation and firm value.
What this means is that, rather than an immediate profitability boost, the
additional value to the firm from financial innovation is likely due to a
long-term perspective of growth potential and viability.

Conclusion: Market participants value innovation not just for short-term
financial gains, but for its role in building resilience and long-term
business models. While some innovations may offer short-term benefits,
they remain a key strategy for enhancing firm value and building trust in
the market over time.

To cite this article: Mursidah, N., Fauziah, F., Rudiani, N., & Zien, N. H. R. (2026). Does Financial Innovation Drive
Firm Value? The Mediating Role of Financial Performance in Indonesian Banking. INKUBIS: Jurnal Ekonomi dan Bisnis,
8(1), 278-296 https://doi.org/10.59261 /inkubis.v8i1.160

INTRODUCTION

The digital economy, especially financial transactions, continues to grow rapidly as digital
transformation driving national integration grows ever faster. As information, the volume of
digital banking transactions in Q2/2024 recorded a growth of 32.03% (yoy) to 5.26 billion from
3.98 billion, the transaction value increasing by 33.26% (yoy) to IDR 10.872 trillion. Electronic
money transactions are still a growing segment with a transaction value of IDR 232 trillion with a
volume of 3.87 billion transactions, or a 36.22% (yoy) increase compared to the previous quarter.
QRIS transactions also recorded a high growth of 226.54% (yoy), supported by 50.5 million users
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and 32.71 million merchants (Bank Indonesia 2024). Such rapid adoption signals how critical
financial innovation has become to competitive, operational, and future growth resilience in the
banking sector. With investors paying more attention to whether banks can adapt to digital
disruption, identifying the determinants of firm value (FVI) has never been more important.
Though knowing this rise is a sign of growing readiness for digital, it begs the question, do these
innovations actually create firm value, or do they only influence market expectations of future
value? More broadly, this dynamic environment presents a fundamental question in corporate
finance: Does the quantifiable growth of digital financial services really correlates to higher firm
value as well as higher financial performance among Indonesia bank, and through what
mechanism?

Firm value is a key variable in corporate finance literature, potentially indicating what the
market perceives about the potential and sustainability of an entity. In banking, firm value is
usually proxied by Price-to-Book Value (PBV) as an indicator of performance, information of
stability and expected return for investors. On the other hand, PBV in Indonesian banking sector
are following a volatile trend in the last few years, which not only be affected by macroeconomic
aspects and monetary policy but also by market expectation of the bank's innovative capability
and future readiness Sartika & Choiriyah (2019), It is thus this empirical puzzle the disconnect
between innovation activity and PBV performance which motivates this study examined using
Indonesian banking data (2019-2023).

Moreover, with the speedy improvement of digital technologies, the banking sector is
experiencing considerable modifications with the emergence of monetary innovation and banking
(Judijanto et al., 2023). The pace of innovations has redefined through businesses models that
substantially impacted towards the changing nature of economic environment in financial
institutions (Al Aidhi et al., 2023). As a strategic tool for retaining competitiveness in the financial
services sub-sector, innovation has increasingly been embraced by banks to boost their revenues
and performance, strengthen market efficiency Ashiru et al.(2023), and contribute to economic
development (Jonah et al., 2021). This innovation in banking includes the creation of any novel
financial products, services, and processes that use innovations in financial instruments and
payment technology (Lerner et al., 2021).

In the light of this increasing digital transformation, electronic banking as the financial
innovation tool is been widely embraced by banks. Such innovations are meant to benefit
consumers in terms of convenience as well as provide operational efficiencies and financial
benefits to the company. Previous research discovered that electronic banking could lead to better
excellence of bank operation Sutarti et al. (2019) and positively influence value of banking
organization (Nuraini et al., 2022). Customers are able to consume financial services using
internet banking, mobile phones, computer, point-of-sale (POS) terminals, and ATMs (Anifowose
& Ekperiware, 2022). These types of technologies lower the necessity of physical bank visits,
improve the financial functions, lower costs and therefore improve financial performances (Baker
etal, 2023).

But in fact, the Indonesian banking industry has a different pattern, where there is
evidence that should financial innovation be able to improve profitability and value firm (Nuraini
et al,, 2022). Despite the increased adoption of digital banking, the Price-to-Book Value (PBV) of
banking companies experienced significant volatility from 2019 to 2023, with a particular drop
from 2022 to 2023. This discrepancy implies a disconnect between theoretical predictions and
the realities of the market. In addition, though there are numerous studies that observed the direct
impact of financial innovation to firm value and performance but none link financial performance
as and intervening variable especially in a developing countries like Indonesia.

This gap gives an opportunity in this research to examine the effect of financial innovation
on firm value through financial performance (intervening) at banking sector firm in Indonesia.
However, this empirical inconsistency is not specific to Indonesia a high intensity of investment
activity accompanied by periodic bursts of volatility in both the price and size of venture fund
valuations. Previous Studies reporting Conflicting Results: for example Olalere et al.(2021) finds
a negative innovation-value relationship in Nigeria whereas Nuraini et al. (2022) finds significant
positive innovation-value effects in Indonesia. This inconsistency indicates that the relationship
may be contingent on context and moderated by performance in financial and nonfinancial terms
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in ways that current single-context studies have not fully reconciled, thus making the present
study both timely and needed.

The study will enhance knowledge of academia as well as become useful for practice. This
provides an academic contribution in terms of gaining enhancement for the literature on the
relationship of financial innovation, financial performance and firm value, particularly in the
Indonesian banking sector, as well as serving as a basis for further investigating on analytical
models development in corporate finance research context. Its findings may have practical
implications as a reference for corporate strategy, policy formulation, and managerial decision-
making for corporate practitioners in the development in financial innovation and the competitive
environment of the banking industry.

Three Contributions to the Literature this study offers three explicit contributions to the
literature. This is firstly one of the first papers that tests the mediating effect of the financial
performance in the relationship between financial innovation and firm value which specifically
explores the context in the Indonesian banking sector during the period after the COVID-19
disruption up to span of three years (2019-2024) using panel data. Second, an important
implication of the absence of significant mediation through financial performance is that this
result largely opposes conventional financial theory, and expands upon Signaling Theory by
indicating that market participants respond directly to innovation signals independent of short-
run profit outcomes (Bansal et al., 2023). Third, this study provides a more integrated theoretical
view on the impacts of banking innovation on the value of the investor with an analytical
framework that integrated Signaling Theory, Agency Theory and Technology Acceptance Model
(TAM) as a whole.

The range for this study period (2019-2024) is inconsistent with other cited points for
PBV data ranges (2019-2023). Check throughout the manuscript that the intended data period is
consistent.

Hypotheses Development
A. Financial Innovation and Firm Value

Studies that detailed the link between financial innovation with either firm value whole or
the different contexts showed that these outcomes varied from firm value whole with financial
innovation. Related Trends are enormous in institutional environment as it was discovered that
the effect was significantly negative for Nigeria but positive in Malaysia (Olalere et al., 2021). In
favor of that notion, Nuraini et al.(2022) evidence that e-banking innovation significantly affect
firm value, found that mobile and internet banking transactions, either or together, increase
banking institutions value. On the other hand, Moridu (2020) and Triyani & Siswanti (2024) found
that digital banking had no significant effect on firm value indicating that mere innovation cannot
ensure observable benefits. All in all, these results suggest that although financial innovations are
sometimes regarded as a catalyst of competitiveness and firms performance, this is not the case
under all market conditions, and therefore the hypothesis:
H1: Financial innovation has a positive impact on firm value on Indonesian banking.

B. Financial Innovation and Financial Performance

The role of financial innovation on profitability has been widely covered within financial
innovation and financial performance research, although with some variation among services and
contexts in the banking sector. According to Ashiru etal. (2023) and Akani & Tony (2020) financial
innovation has a short-term, long-term, and very strong link with bank performance quantified
through return on equity. In the same way globally the ratio of branches to ATMs and electronic
bank acceptance was found to influence profitability significantly, concluded that investigation
chronicled the impact of development, reengineering, and quality on banks, and accepted that
there is a requirement for banks to fortify attention to innovation, for banks to remain serious
later on, ought to zero in on profound innovations too (Fentaw & Thakkar, 2022).

According to Abiodun et al.(2024), the dynamics of the financial services sector means
that creative payment transactions keep generating profit. Specific innovations that are very
familiar to us such as ATMs, POS terminals, web-based platforms and mobile money operations
are usually proven to improve performance Syahputra & Suparno (2022) even internet banking
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has a significant effect. Nonetheless, the conclusion regarding mobile banking is inconclusive;
Ayuningtyas & Sufina (2023) found no significant effect because the customers were still not
hesitant, while Kustina & Sugiarto (2020) explained a positive influence on ROE in which this
condition was encouraged by the community acceptance of the technology. Even where it Internet
banking had an insignificant effects, Ibekwe (2021) reinforces the contribution of ATM, POS
terminal and mobile banking to ROA. In general, evidence shows that financial innovation enables
banks to be more profitable through different channels and to develop the long-term evolution of
the financial system and, in other words, without financial innovation, there are no reasons for
banks to perform.

H2: The impact of Innovation finance in Indonesian Banking to financial performance

C. Financial Performance and Firm Value

Prior researches on the association of financial performance with firm value have
mentioned extensively that good financial performance can increase the firm value through
different factor such as profitability. According to Ningdiyah et al. (2024) and Olalere et al. (2021)
profitability as proxied by return on assets (ROA) significantly influence firm value. Likewise,
Sianturi (2020) stated that the profitability has a significant effect on the changes of the firm value
which is measured by Tobin's Q, with Profitability having positive relationship to firm value (Bon
& Hartoko, 2022).

In addition, Priharta et al. (2023) also found that ROA (return on assets) and NIM (net
interest margin) have a positive and significant effect on firm value but the ROE (return on equity)
does not On the other hand, revealed that ROE had a very strong positive correltion impact on
price-to-book value (PBV). But in contrast, the research result of Maryadi & Susilowati (2020)
showing that ROE not signifficantly influence to firm value. Similarly Jamaludin et al. (2024) also
found that financial performance has no significant effect on firm value.

H2: Financial performance influence the Firm Value in Indonesian Banking

D. Does Financial Performance Subsequent to Financial Innovation Affect Firm Value?

This would imply that financial innovation can have an indirect impact on firm value
through financial performance as the profitability likely translates above the expected return to
investors due to sound financial management (Asni & Agustia, 2022; Umiyati et al., 2023). Various
studies indicate that digital banking innovations lead to an increase in firm value due to customer
transactions and bank transactions (Triyani & Siswanti, 2024). Nevertheless, the results are
inconsistent since some studies explain that a high profit performance could not indicate
sustainability and growth in the longer term Rahadian & Handono (2022); Reschiwati et al.
(2020), and in some contexts provide a negative signal to investors. Generally, innovation affects
firm value through financial performance, but finance is only a tunnel for conveying the
information of innovation, we may be more concerned about the market as a whole and the
sustainability of the company.

H4: Financial innovation only have direct significant effect on firm value through financial
performance in Indonesian banking.

Theoretical Framework

Financial
Performance

Financial
Innovation

Firm Value

Figure 1. Theoretical Framework
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METHOD

In this paper quantitative methods were used to find out the effect of financial innovatn to
the profitability of the banking sector in Indonisia, and the role of profitability on the firm value.
The population in the study are all banking companies listed on the Indonesia Stock Exchange
(IDX dan periode 2019-2024. We used a purposive sampling approach to recruit participants for
our study based on important criteria. Per this process the final sample contained of 13
companies. The data is a secondary data, which was used in this research are annual report and
financial statements of the sampled companies, which can be accessed from IDX official website.
The generalizability of findings was limited to smaller and unlisted banking entities due to the fact
that sample of 13 banks was considered as the most actively traded banking institutions on the
IDX. This limitation came from the implementation from purposive sampling, which is consistent
with the nature of using PLS-SEM, that is mainly bounded to analyse small-to-small samples (Hair
etal, 2019).

Data analysis was performed using quantitative descriptive analysis based on the
SmartPLS application. We chose Partial Least Squares Structural Equation Modeling (PLS-SEM)
method, as it is able to handle data with a small sample size as well as to evaluate complex models
comprising latent variables in a single model. The research model was evaluated in two steps
Measurement model (outer model) was evaluated in the first step, by testing the validity and
reliability of the indicators using the tests of convergent validity, discriminant validity and
measures of composite reliability. Then, the structural model (inner model) was assessed to
determine the causal and effect relationships between the latent variables. Financial innovation
was operationalized by using 3 indicators: (1) ATM transaction volume, which reflects physical
digital touchpoints; (2) internet banking transaction value, which reflects online financial service
adoption; and (3) mobile banking transaction value, which reflect smartphone based financial
engagement. We used three different measures of financial performance, namely Return on Assets
(ROA), Return on Equity (ROE), and Net Interest Margin (NIM). Firm value was proxied with Price-
to-Book Value (PBV). The data used is secondary data taken from the annual reports obtained
from the IDX website from 2019-2024.

The R-square (R?) and predictive relevance (Q?) are investigated, along with the
hypothesis tests based on t-statistics. All hypotheses were tested at the 5 percent significance level
(a = 0.05), and a t-statistic value > 1.96 indicated support for a hypothesis. To assess the direct
and indirect effects, path coefficients within the research model were examined. This paper, by
employing this thorough methodological framework had tried to deliver sound empirical
evidence of the financial innovation-profits-value supportive relationship for banks in Indonesia.

RESULTS AND DISCUSSION

Results
Variable Descriptive Data

This study uses quantitative methods with financial report data of banks listed in
Indonesia Stock Exchange within 2019-2024. In a SmartPLS framework, financial innovation is
the independent variable, firm value is the dependent variable, and financial performance is the
mediating variable. Financial performance is manifest using ROA, ROE, and NIM ratios, while firm
value is measured using Tobin's Q and PBV ratios. The first steps involve descriptive statistical
analysis, in order to summarize the characteristics of these variables in the research model.
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Return On Assets
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Figure 2. Return on Assets

2019-2024 Trend of Return on Assets (ROA) of 13 Indonesian Banks: An International
Comparative Study In 2020 the pandemic-induced crisis drove a severe sector-wide slew of
decline, leaving BBKP and BCIC at unsustainably low levels of ROA below -8%, just shy of the
threshold of financial distress, both firm fell into deeply negative territory. Strong recovery has
sustained since 2021, with BBCA, BBRI & MEGA showing best-in-class ROA resilient &
improvement. BJTM, BMRI, and BNGA experienced milder ups and downs but all still in the green.
The trend over the ROA indicates a gradual recovery of the market sector, characterised by quick
gains in profit as the banking sector overcame the initial recession-period slump.

Return On Equity
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Figure 3. Return on Equity

Trend of ROE for 2019-2024 reveals high volatility and 2020 as nadir for most banks.
Declines of BBKP and BCIC: fell -80% and new lows. By 2021 a distinct recovery was underway,
with the majority of banks back in the black. ROE that continuously high achieved by some of the
banks like BBCA, BBRI, and MEGA, or some bank show a good improvement like BJTM, BMRI, and
BNGA. Overall, the data reflects the recovery from equity profitability for the sector.
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Figure 4. Net Interest Margin

The 2019-2024 Net Interest Margin (NIM) chart is one of the most stable sectors while
still offering a considerable variation between banks. Meanwhile, BJTM, BBCA, and BRI avoided
the decline and consistently posted NIMs above 5% which suggests solid traction on the interest
income side. Meanwhile, BBKP and BCIC are consistently lo margin, even below 1% since 2020.
This began to recover in 2021 where BGTG, BMRI and MEGA show a recovery trend. Across the
board, the data suggest that the majority of banks adapted their approaches so as to protect core
interest-earning efficiency from the impact of the pandemic shock.
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Figure 5. Tobin’s Q

Tobin's Q is a chart that depicts one of the Tobin's Q value trends on several banks of
Indonesia between 2019 until 2024 In general, we see a year-on-year growing value, with 2024
showing the most significant increase. Bank Central Asia (BBCA) remained the bank with the
highest Tobin's Q, closing in on 10 in 2024. Other banks including Bank Mega (MEGA), Bank
Maspion (BMAS), etc also posted great growth. This is an indication of the market value of the
assets of these banks going up which indicates grow of investor confidence over a time period.
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Figure 6. Price Book Value

Graph 4: PBV ratio of several Indonesian Banks from 2019-2024 Source: Financial
Statement from Jakarta Stock Exchange PTBBCA; Sumber: Jakarta Stock Exchange Data Table
2019-2024 PBV ratio for a slew of Indonesian banks appears to largely trample upward right until
hitting a cliff in 2024, with almost 28 being the PBV ratio registered for Bank Central Asia (BBCA)
- the top scorer above. However, Bank Maspion (BMAS) and Bank Mega (MEGA) who had a big
upward jugger over the preceding 2 years, have all experienced the biggest capital gains around

this period, unsurprisingly from the positive appraisal and investor confidence in that particular
stock.

Table 1. Descriptive Statistic
Y1 Y2 X1 X2 X3 71 72 Z3

Mean 1.086 1.671 6.692 3343 3.361 0.012 0.05 0.042
Median 1 1.27  6.72 3.42 341 0.018 0.126  0.047
Min 082 0.25 2.4 249 2.61 -0.077 -1.546 0.002
Max 1.71 577 9.88 3.63 3.63 0.042 0.273 0.07

Std. Dev 0.209 1.293 2.521 0.241 0.207 0.025 0.263 0.017
Kurtosis 1406 1338 -1.411 2447 1448 3969 1833 -0.216
Skewness 1433 142 -0.207 -1.548 -1.27 -1.878 -3.808 -0.788
Observations 78 78 78 78 78 78 78 78
Source: Processed PLS Data (2025)

Descriptive statistics of the three main variables in this study firm value, financial
innovation, and financial performance are provided in Table 1. The data distribution is relatively
dispersed if we are to look at 78 observations of 8 features at a glance. The means of the variables
are from 0.012 to 6.692. The median values are closer to the means for the variables indicating a
fairly symmetric distribution for most variables. The minimum and maximum values show a
considerable range in the variables that is reflected in the minimum being -1.546 and the
maximum being 9.88. On the other hand, the standard deviations of 0.017 to 2.521, ranging from
the lower to upper margins, indicate varying degrees of dispersion from the mean of different
variables in the research sample.

Outer Model Evaluation Results

The measurement model, or outer model, measures the validity and reliability of the
model. In the measurement model, two types of tests are performed: validity test, including
convergent and discriminant validity tests and reliability test is measured using Cronbach's alpha
and composite reliability.
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1. Convergent Validity

Partial Least Squares (PLS) tests for convergent validity by looking at the loading factor of
each indicator on the corresponding variable.

1

0971 _
72 4-0906—
ko.91o/
3
Financial\
Performance
0412 0031
X
0,801 __ Y1
X2 4-0831— 0456 > :83224
08727 Rt )
X3
Financial Firm Value
Innovation
Figure 3. PLS Model Estimation Results
Table 2. Convergent Validity Results
. . Loading Average Variance
Variable Indicator Factor Extracted (AVE) Result
. Y1 0.988 0.974 )
Firm Value Y2 0.986 Valid
X1 0.801
Financial Innovation X2 0.831 0.698 Valid
X3 0.872
Fi a1 71 0.971
P‘erﬁ;’rcr‘jance 72 0.906 0.864 Valid
73 0.910

Source: Processed PLS Data (2025)

Referring to Table 2, we could convert the test results imply the value all loading factor on
every indicator of every variable within the range of ">0.6. Consequently, it can be stated that each
items are valid. Also, the model variables that reflect the relationship between all indicators and
the respective latent variables are still valid because they have an AVE value greater than 0.5.

2. Discriminant Validity

Another way to assess of temporally lock for the reliability of indicators for a latent
variable is discriminant validity. A variable is valid if its loading on the item is greater than its
loading on other items. The results of the discriminant validity are reported in the Table 3:

Table 3. Discriminant Validity Result

Indicator Firm Value Financial Innovation Financial Performance
Y1 0.988 0.475 0.229
Y2 0.986 0.449 0.202
X1 0.325 0.801 0.617
X2 0.460 0.831 0.122
X3 0.416 0.872 0.123
71 0.249 0.415 0.971
72 0.146 0.261 0.906
73 0.195 0.431 0.910

Source: Processed PLS Data (2025)
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As per Table 3, each of the indicators loads highest on its own construct and not on any
other, which satisfies the discriminant validity criteria. As such, the results for discriminant
validity are good and all meaningful measurement items are accepted as valid.

3. Composite Reliability

PLS InfoReliability Testing InfoReliability Tests is used to assess the internal reliability of
the measurement instrument as measured Cronbach Alpha and Composite Reliability. The
findings of Cronbach’s Alpha and Composite Reliability were prepared and are presented in Table
4.

Table 4. Reliability Result

Variable Cronbach's Alpha Composite Reliability Result

Firm Value 0.973 0.987 Reliable
Financial Innovation 0.796 0.874 Reliable
Financial Performance 0.922 0.950 Reliable

Source: Processed PLS Data (2025)

These results show that the reliability values for all constructs are higher than (0.7)
meaning that all dimensions and variables in this study have met reliability requirements, thus,
all items in this study were reliable.

Inner Model Evaluation Results

In this structural model evaluation there are three methods, namely determination of the
coefficient of determination (R-square), Predictive Relevance (Q-square), and Hypothesis Testing
(direct and indirect effect).

1. Evaluation of the Coefficient of Determination (R-square)
R-square= R"2 is a metric that tells us how strong or weak the independent variables

effect on the dependent variable. The achieved R-square values are:

Table 5. Coefficient Determination Value (R-square)

Variable R-square
Firm Value 0.221
Financial Performance 0.170

Source: Processed PLS Data (2025)

As one of the predictors, financial innovation explains 22.1% of the variance in firm value
and 17.0% in financial performance are explained by the model. These two values are both low
which means a weak predictive relationship. While extended goodwill explains over 20% of the
variance in both dependent variables, this still leaves a large amount of unexplained variance due
to omitted factors such as corporate governance, firm characteristics and macroeconomic
conditions.

2. Structural Model Evaluation Using Predictive Relevance (Q-Square)
The value of Q-square serves to measure the level of data can result within a research
model, the structural model. Here are the results for the Q-square calculation:
Q-square =1-[(1-Ri2)x(1-R:2)]
=1-(1-0.221)x(1-0.170)]
=1-(0.779x 0.83)
=1-0.647
=0.353
The model's predictive relevance is confirmed, with a Q? value of 0.35. This indicates the
model has a strong fit and can explain 35% of the variability in the data. The remaining 65% is
attributed to factors outside the study. This level of predictive relevance is deemed suitable for
hypothesis testing.
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3. Hypothesis Testing Results

The Q? criterion confirms the predictive relevance of the model (Q* = 0.35). This means it
is a good fit and can explain 35% of the variance in the data. The other 65% is explained by
unknown variables. Such predictive relevance is considered adequate for hypothesis testing
purposes.

Table 6. Path Coefficients

Variable Relationship  Original Sample T Statistics P Values Significance

Financial Innovation —

Firm Value 0.456 4.480 0.000 Accepted
Financial Innovation = 0.412 5.638 0.000 Accepted
Financial Performance

Financial Performance 0.031 0.336 0.737 Rejected

— Firm Value

Source: Processed PLS Data (2025)

The hypothesis testing results could be described based on the Table 6 data as follows:
The results of hypothesis testing show that financial innovation has a positive impact on firm
value and financial performance in Indonesia banking which means it can support H1 (§ = +0.456,
t=5.366, p 0.05).
H1: Financial innovation has a significant effect on firm value in Indonesian banking.
H2: Financial innovation has a significant effect on financial performance in Indonesian banking.
H3: Financial performance does not have a significant effect on firm value in Indonesian banking.

4. Indirect Effect Testing Results
The bootstrapping output in SmartPLS provided the results of indirect effect testing.
Below in Table 7, the results of the tests:

Table 7. Total Indirect Effects
Original T P

Sample Statistics Values
Financial lnnova'Flon — Financial 0.013 0.310 0.756 Rejected
Performance — Firm Value

Source: Processed PLS Data (2025)

Variable Relationship Significance

The financial performance as a mediator in the relationship between financial innovation
and firm value (H4) is not shown to be the significant mediator as noted in the analysis. This
suggests that the indirect effect of self-play on predictive performance through overfitting is not
significant (f =+0.013,t=0.310, p > 0.05), and thus leads to a rejection of H4. For that reason, the
impact of financial innovation on firm value is of a direct nature and is not transmitted by financial
performance. Due to the exploratory context of the study through the use of a small 13-bank
sample, and the multi-determinant nature of firm value in banking, where a lot of unexplained
variance is covered by macroeconomic changes, regulatory changes, credit risk and systemic
factors, the rather low R? values spreading across constructs seems to be in line with expectations.
The non-significance of the mediation pathway (8 = 0.013, t = 0.310) is a substantively important
finding in itself: it challenges the impression, that should be avoided, of a market that bides its
time for an innovation to translate into return on capital earnings before corralling a bank's equity
in anticipation that once that is achieved, its stock will be re-rated.
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Discussion
RQ1: What is the influence of financial innovation on the financial performance of the Indonesian
bank?

The results of the research show that financial innovation affects financial performance
because it can improve operational efficiency, broad access to services, and reduce transaction
costs. Innovative services like ATMs, internet banking and now mobile banking (the latest
development in the banking area) enable customers to carry out their banking tasks without
visiting the branch directly, that helps banks to relieve operational costs burdens and improve
productivity (Atasyadila & Muchlis, 2024). Digital innovation improves the ease of service and
accessibility of services for customers, increasing the number of transactions and customer
satisfaction that will also affect strengthening bank revenue and profitability (Ilaahi, 2024).

This supports the Technology Acceptance Model theory suggesting that any technological
innovation will succeed as long as users believe that using them is useful and easy. If a customer
is comfortable using digital services, they will use them more, which is always good news for bank
revenues. That is to say, financial innovation not only fast-tracks services but facilitates the
growth and profitability of banks in the era of digitalisation (Akani & Tony-Obiosa, 2020). Such
innovations essentially boost customer retention and acquisition, which in turn, positively and
significantly affects financial performance (Rashid et al.,, 2020). The previous studies which
reported that financial innovation is able to be a significant driver of financial performance
supports the finding of the research results (Abiodun et al., 2024; Ashiru et al.,, 2023; Syahputra &
Suparno, 2022).

The positive effect of financial innovation on financial performance shows that the
implementation of financial innovations will be able to improve corporate financial performance
(Yogaswari & Diantini, 2024). Such innovation has allowed businesses to allocate their resources
more soundly, reach a broader market, and make financial services more efficient. One of the
elements that later strengthens this relationship is the tendency of customers to choose banks
that have innovated on the service unit or product used such as; digital services, real-time
transactions, or even integration between other financial platforms. For instance, this trend
among customers for a quick, secure and hassle-free service leads to higher transaction volume,
wider customer base and enhances the growth of fee-based income. This means that innovation
is not only a source of added value but also has a close relationship to the level of profitability,
liquidity and efficiency of a company (Lestari, 2024).

The findings indicate that innovations within the financial sector plays a key role in driving
firm value aligned (Chairina & Yusri, 2023). This innovation occurs through the implementation
of technology and innovation of new products that are offered to customers, such as digital
banking as well as technology-based payment instruments that characteristically drive the
growth of firm value (Sakinah et al., 2024). However, when there is financial innovation, this
added value strengthens investor confidence, which influences the increase in the market value
of the company (Petare et al., 2023).

Besides enhancing the position of a company, financial innovation is also a strategic aspect
to boost economic growth and to keep the stability of the entire financial system (Hidayati et al.,
2024). The more consistent a company is with injecting innovation into the financial sector, the
higher the likelihood that it will create a long-term competitive advantage and become more
valuable (Olalere et al., 2021). Results are consistent with signalling theory that innovation should
signal positively on the competitiveness of a company to the market. We find that innovations
related to new products or strategic business models have a higher market capitalization firm
value, engaging in sustained innovation performance over the long term in the market.

Likewise, previous studies also confirmation the findings got that relationship between
financial innovation and firm value (Ferreira et al., 2019; Nuraini et al., 2022). This positive effect
of FI on free cash flow-rich firms reflects the importance of FI as a strategic tool that savvy
implementation could improve a firm prevalent efficiency on market (Johan, 2024). This indicates
that the more companies are able to carry out and implement innovation in financial products,
services, or systems, the higher the trust given by investors, which also has an impact on the
increasing firm value (Azhari & Ali, 2024). Or maybe a way that can change the perception of
customer through an investor. Customers want modern, quick, easily accessible, good banks that
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provide them with services that fit their needs. The resulting high customer trust and loyalty
toward cutting-edge services also supports the bank's overall business performance, which in
turn is seen reflected in the increasing value of the firm.

RQ2: What are the effects of financial performance on the firm value of Indonesian banks?

In contrast to existing financial theory that indicates the strong financial perfomance as
the main determinant of firm value, the results of this study founds a negative insignificant
relationship between these two variables in the context of Indonesian banking. It suggests that
high profitability alone is not sufficient to assure that the firm value become more expensive
because the market may not be fully reflect the robust and appealing long-term outlook to the
market (Reschiwati et al.,, 2020). Although better financial metrics should in theory facilitate
investor confidence and increase firm value Farawansyah et al. (2024), but data from this study
showed a small effect. Such insignificance is explained by the fact that other components and
factors such as market sentiment, industry conditions, quality of risk management and more
macroeconomic pressures had a broader effect on firm value (Nikmah et al., 2024).

This study also supports Rahadian & Handono (2022) found that financial performance
has no significant effect on firm value. Third, as we have discussed previously, ROA and ROE are
not always significant for bank valuation when increases in bank assets are not followed by a
linear rise in profit, and the investor relates it to low asset efficiency. In the same way, high NIM
would not necessarily mean good firm value if the revenue earned is from credit activities with
high operating expenses Hidayati et al. (2024), thus making NIM a bad proxy for net profit entitled
to investors. Moreover, ROE which is usually considered positively will not always be better,
because a high ROE can often be caused by taking high debt, so that profitability increases. Higher
levels of debt create higher financial risk, and investors may in turn become worried about the
firm's ability to survive in the future and as a result, devalue the firm on the market (Listari, 2018).
Therefore, in some circumstances, high return on equity will send negative signals to the investor.

This contradicts the results of research conducted in several previous studies that state
there is a significant positive effect of financial performance on firm value. Counterargument
asserts that corporate profitability is an essential signal for investors (Oktaviani et al., 2024). This
increase in developer profits should affect positively on investor appraisal, causing the investors
to be more interested to invest and therefore enhancing the firm value (Bon & Hartoko, 2022;
Priharta et al., 2023).

The finding that financial performance is not significantly affecting firm value in Indonesia
banking sector has fundamental implications for management and investors. It reminds bank
management that exceeding market expectations on traditional accounting based performance
measures such as ROA, ROE, or net income do not sell the firm at a premium. This implies that the
market gives more weight to long-term growth potential, innovation, and competitive strategy
over short-term delivery of financial results. Therefore, they need to go beyond chasing after
profitability with new services into service innovation, necessary digital transformation and
improved reputation and trust.

In practice, even if with the lowest profit margins, banks that present technology-based
financial solutions to customers, through an intuitive mobile application, integration with other
platforms or advanced security systems, are the most coveted by investors. This very trend is
exhibited through frameworks of the valuations of digital banks and nimble conventional banks
who change their strategies on a dime. Hence, Value Creation strategies of firms must be based on
sustainable innovation, reactivity to market requirements, and future capacity of technology
disruption. For those who invest, this indicates that firm valuation analyses must extend beyond
annual financial statements to include components of innovation and long-term growth potential.

RQ3: Does it cause firm value (RQ3)?

In the response to this issue, the research results show that the impact of financial sector
innovation on firm value is significant. Such innovations are actualized by technological utilization
and new product developments like digital banking and technology-based payment systems are
having a clear effect to the firm value (Sakinah et al., 2024). Financial innovation which supports
with aim and value added value as an additional supply or added value which increases investor
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confidence in the company that gives effect to the increase in the company's market value
(Wahyuni & Pramudita, 2024).

Apart from reinforcing the company, financial innovation is also strategic in driving the
economy and necessary to preserve the financial system stability. The values of a firm and
innovation in the financial sector are typically positively associated in which a firm that
consistently implements and executes the process of innovation will achieve a positive increase
in value leading to a firm being able to remain competitive in the long term (Olalere et al., 2021).
This results indeed are consistent with signaling theory which suggests that innovation acts as a
positive signal of the competitive position of a firm to the market. Research shows the market cap
tend to be higher if the company consistently innovate, thus innovation not only serves as a driver
of performance in the long run but also a critical element of the business strategy aiming to create
market value to the firm (Anggraini & Fanani, 2019).

The relationship between financial innovation and firm value has shown consistent
findings from previous studies (Ferreira et al.,, 2019; Nuraini et al., 2022). The positive effect of
financial innovation on firm value in this study suggests that financial innovation can be a source
of competitive advantage and ultimately a strategic weapon for companies if it is implemented
properly (Johan, 2024). This showed that the company which innovate their financial products,
services, or systems which can be implemented, the greater trust to the investors, and in turn the
more value of the firm (Mustikowati & Tysari, 2014). This innovation has an impact on the
investor side as well as the customer side. Customers prefer rapid and easy accessible services
which meet their new needs, provided by modern banks. Increased firm value is also reflected in
high customer trust and loyalty to innovative services that encourage the bank's business
performance.

RQ4: Does financial performance act as a mediator of the association between financial innovation
and firm value (bank) in Indonesia?

Results of this study also provide evidence that financial performance do not be a critical
mediator for financial innovation to enhance firm value} The direct impact of financial innovation
is significant on the firm value and financial performance has a positive indirect impact through
the financial performance. This implies that intermediate pathway, being financial firm
performance is not representative for the efficacy of financial innovation that rather indicates
better return on assets and equity- company valuation does not increase.

The previous studies mostly argued financial performance is a mediating variable that
possibly explains the innovation process to create value-driven through materialities such as
operational efficiency, revenue growth and profitability (Jamaludin et al., 2024). However, this
study shows that profitability, one important way of measuring financial performance, does not
play the role of mediator between financial innovation and firm values Tong & Yang (2025) The
main reason is that there are often considerable upfront costs for rolling out financial innovations,
e.g., new technology, which do not translate immediately into benefits for the firm. The competing
focus on growth, efficiency, and the competitive advantage provided by a company's innovations
mean that firm value is not determined solely by its financial performance but also by the extent
to which the market recognizes the potential to create and destroy value through its innovations
(Abbas et al,, 2024). As a result, even if there is no direct impact into rising profit, firm value can
rise since investors interpret innovation as a positive signal of the firm (Anggraini & Fanani,
2019).

Innovation in finance causes greater impact by increasing business process efficiency,
quality of services, and customer satisfaction (Triyonowati et al., 2023). However, these are
spillover benefits and seldom reflected in the immediate financial performance measures like ROA
and ROE. Yogaswari & Diantini (2024), who also conducted research on the mediating effect of
profitability on innovation and financial performance, explained that innovation takes time to
create these positive financial results so that profitability can be an unreliable variable to measure
mediation in the short term. Also, profitability is affected by many external factors, such as state
of the market or economic cycles, which are not related to innovation, so it is not a reliable link
between financial innovation on the one hand, and firm value on the other hand (Faoziyyah &
Laila, 2020).
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Overall, firm financial performance serves as a poor mediator of the relationship between
financial innovation and firm value. This suggests: Q1 banks continue to be financially innovative
even when it does not lead to their ROA or ROE improving, and even when there is a positive
relationship, the relationship is small and not enough to drive firm value. That is, in Indonesian
banking, the notion of financial performance is not able to mediate the relationship between
financial innovation and firm value.

The finding implies that investors react directly to financial innovation as a flow of good
news, like initiatives to digital services, partnerships with fintech firms, or new technology
application without waiting for the eventual good news in terms of better financial statements.
Firm value is shaped by the perception of their growth potential and adaptability, not short-term
financial success. Thus even if any innovations is not present on the balance of profit statement,
an innovative bank will still be positively appreciated by the market.

Conversely, this finding is in line with few studies that have proven the mediation role of
financial performance on the effect of banking digital innovation on the firm value (KK &
Maharani, 2024). The aforementioned studies claimed that digital innovations enable customer
transactions, which indirectly raising banks potential sources of income into fee-based income
(Triyani & Siswanti, 2024). Although, the present research provides different insights, it indicates
that in the Indonesian banking sector the market valuation mechanism weights strategic
positioning and innovative potential over the short-term translation into a specific financial
metric.

CONCLUSION

The findings of this study also confirm that financial innovation is a fundamental driving
force for sustainable firm value as well as sustainable financial performance of the firm in the
Indonesian banking sector. Innovation does remarkably improve operational efficiency and
profitability, but the financial performance as such neither increases firm value by itself, nor
mediates relationship between innovation and value. These results suggest that investor beliefs
about banks' innovation capacity and long-term growth potential outweigh their beliefs regarding
short-term financial effects. Broadly speaking, financial innovation serves as a signal to the market
of an ability to compete and survive in the competitive landscape that is inappropriate if based
solely of profit performance.

Theoretical and practical implications of this study are eminent. Theoretically, it adds to
the literature on financial management the empirical evidence that financial innovation has
relatively more influence on firm value than financial performance within Indonesian bank. These
results are in support of Signaling Theory, which shows that financial innovation is a positive
signal for the market indicating competitiveness and long term growth potential. In fact, the
inability of financial performance to affect firm value challenges the traditional view and implies
that investors value long-term sustainability driven by innovation more than near-term profits.

On a practical level, the results underline the importance of financial innovation as a
strategy for banks looking to increase firm value. Digital banking Investments in services like easy
onboarding, mobile platforms, electronic payments needs to be made for a strong competitive
position and a good perception among investors. The results also warn that high profitability on
its own may not move the needle on valuation without accompanying innovation and risk
management. For investors, this paper illustrates how looking at banks not only through
traditional financial indicators but also evaluating innovative capabilities and future growth can
be beneficial. For banking regulators, especially Bank Indonesia and the Financial Services
Authority (OJK), this research proposes that a regulatory framework should be constructed to
encourage positive digital banking innovations beyond compliance. However, three key
limitations constrain these implications and denote an agenda for future research.
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