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 Digital innovation is critical for financial institutions seeking to remain competitive in today's 

fast-evolving technological landscape. However, firms in developing countries, like Ethiopia, 

face significant challenges in preparing for such innovations. This study assessed the readiness 

of financial institutions in Ethiopia for digital innovation and examined the impact it has on 

their effectiveness in implementing innovation. Primary data was collected from banks, 

insurance companies, and microfinance institutions, and analyzed using multiple regression 

and t-tests of equality between two means. The findings revealed that the overall readiness 

level of Ethiopian financial institutions is unsatisfactory, regardless of the type of financial 

institution. Additionally, managers generally perceive their organizations as more prepared 

for digital transformation than their employees do. These results highlight the need for 

Ethiopian financial institutions to address internal perception gaps and to improve readiness 

in underperforming areas to foster a unified approach to innovation. Moreover, policymakers 

are suggested to prioritize strengthening digital infrastructure, enacting supportive regulatory 

frameworks, and promoting financial sector digitalization through incentives.  
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1. Introduction 

In the era of digital transformation and intense 

competition, financial institutions must prioritize the 

adoption of digital technologies to remain competitive 

(Martinez-Caro et al., 2020). Embracing digitalization 

enables firms to streamline operations, enhance 

customer experience, and adapt to the evolving financial 

landscape (Pramanik et al., 2019). Moreover, innovative 

strategies are vital for financial institutions to set apart 

themselves from new market entrants and attract a 

broader customer base (Salunke et al., 2019). 

Organizational readiness for change plays a critical 

role in the successful implementation of digital 

transformation. Lack of preparedness is often a key 
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factor in the failure of large-scale change efforts 

(Hubbart, 2023). Drawing from Lewin’s three-stage 

model of change, scholars emphasize the importance of 

unfreezing existing beliefs, fostering a desire for 

change, and developing a clear vision for the future 

(Ernest et al., 2020). These strategies prepare 

organizations for effective change management by 

aligning internal capabilities with the demands of the 

external environment. 

Readiness for change encompasses the mental and 

behavioral preparedness of employees to embrace new 

systems and technologies (Weiner, 2009). It is closely 

tied to change commitment, which reflects the collective 
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determination of organizational members to execute 

complex changes (Lines, 2004). Successful change 

efforts require collaborative actions, shared capabilities, 

and organizational learning, which are critical to 

enhancing the efficacy of change initiatives (Lokuge et 

al., 2019). The alignment of shared beliefs, leadership 

communication, and organizational experiences can 

significantly influence the effectiveness of such efforts 

(Weiner, 2009). 

For organizations to succeed in technological 

innovation, significant resource investment is required 

(Lokuge et al., 2019). However, a number of firms fail 

to capitalize on emerging digital technologies due to 

insufficient preparedness (Kiron et al., 2016). 

Innovations such as artificial intelligence (AI), cloud 

computing, and the Internet of Things (IoT) offer 

immense potential; however, it may also pose 

significant risks if not managed effectively (Urbinati et 

al., 2020). 

In this study, digital technologies refer to innovations 

such as big data analytics, AI, mobile devices, and cloud 

computing (Lokuge et al., 2019). These technologies 

offer cost-effective solutions that are adaptable and that 

enhance connectivity with stakeholders. Despite these 

advantages, several companies struggle to fully 

integrate digital technologies due to organizational 

challenges (Clausing & Holmes, 2010). Successful 

implementation requires adjustments across various 

organizational functions, including resources, staffing, 

and culture (Lokuge et al., 2019). Furthermore, digital 

innovations are not proprietary, making it easier for 

competitors to replicate them, forcing organizations to 

continuously adapt their strategies to stay competitive 

(Calvano et al., 2021).  

Ethiopia’s financial sector is undergoing substantial 

policy changes, including the introduction of a 

secondary capital market and the liberalization of the 

sector to foreign operators (Admasu, 2017). These 

reforms place incumbent financial institutions, which 

predominantly rely on traditional banking systems, at a 

disadvantage compared to potential foreign entrants that 

operate with advanced digital services. As a result, 

Ethiopian financial institutions must upgrade their 

systems and adopt digital innovations to remain 

competitive in this evolving environment. 

Digital innovation, driven by emerging technologies, 

requires firms to be behaviorally, structurally, and 

psychologically prepared for change (Lokuge et al., 

2019). Organizational readiness for digital innovation is 

not binary but exists on a continuum, representing a 

firm’s capacity and willingness to adopt new 

technologies for innovation (Weiner, 2009). This study 

aims to assess the preparedness of Ethiopian financial 

institutions for digital innovation, a crucial factor for 

their success in a rapidly evolving technological 

landscape (Hund et al., 2021). 

Despite the importance of digital innovation, 

research on its role in enhancing competitiveness in the 

financial sector, particularly in developing countries, 

remains limited (Lokuge et al., 2019; Martinez-Caro et 

al., 2020). Ethiopia, facing a unique set of challenges, is 

no exception. This study seeks to fill this knowledge gap 

by examining the readiness of financial firms in 

Ethiopia to embrace digital technologies and the impact 

it has on their effectiveness in implementing innovation. 

The study tried to answer primarily the question “What 

is the current state of digital innovation readiness among 

Ethiopian financial institutions?” The findings are 

supposed to assist domestic financial firms in 

positioning themselves strategically as the sector opens 

up to technology based foreign competitors. 

2. Materials and Methods 

2.1 Target population and sampling strategy 

The research employed a survey research design to 

assess the readiness level of financial institutions to 

embrace digital technologies and to investigate the 

impact of this readiness on the effectiveness of 

innovation implementation. In order to conduct this 

research, the researchers specifically focused on three 

institutions that have substantial impact on the financial 

sector and which play a pivotal role to the overall 

growth of Ethiopia’s economy. Thus, the target 

population of the study encompassed financial firms 

operating in Ethiopia; namely, banks, insurance 

companies, and microfinance institutions. The selection 

of the target population was conducted with utmost care 

to warrant a thorough understanding of the financial 

landscape in the country.  

A stratified sampling approach was applied to ensure 

a representative sample of financial institutions in 
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Ethiopia; namely, banks, insurance companies, and 

microfinance institutions. This stratification allowed for 

proportional representation of each group within the 

sample, ensuring a balanced reflection of the sector. 

After stratification, institutions were selected from each 

group using a proportional and random sampling 

method, mirroring the population distribution. 

Additionally, respondents within these institutions were 

further stratified into managerial and non-managerial 

staff, with proportional random selection within these 

strata to capture diverse perspectives. 

Thus, a total of 44 financial institutions were 

selected, including 12 banks, 12 insurance companies, 

and 20 microfinance institutions. To further enrich the 

analysis, 165 employees were sampled from these 

institutions, comprising 55 non-managerial staff, 35 

team leaders, 35 middle managers, and 40 top managers. 

This approach was used to ensure that the findings are 

representative of the financial industry. 

2.2   Data collection methods 

The study utilized a self-administered questionnaire 

for primary data collection, drawing upon a well-

established instrument developed by Lokuge et al. 

(2019). The decision to use this instrument was based 

on its proven reliability and validity in assessing digital 

innovation readiness, particularly within organizational 

contexts. The instrument was originally designed to 

evaluate the readiness of firms to adopt and implement 

digital technologies, making it highly relevant to the 

current research, which investigated digital innovation 

readiness in Ethiopia's financial sector. By leveraging a 

previously validated tool, this study ensured consistency 

in measuring key variables, enabling comparability with 

prior studies and enhancing the robustness of the 

findings. 

The questionnaire was tailored to fit the specific 

context of Ethiopia's financial institutions, with minor 

adjustments to ensure relevance to the local industry 

environment. The structured format included a series of 

concise, well-formulated questions aligned with the 

research objectives. To capture respondents' 

perceptions, a 5-point Likert scale was employed, 

ranging from 1 (strongly disagree) to 5 (strongly agree), 

which allowed for the quantification of attitudes and 

which facilitated detailed statistical analysis. 

In order to enhance the instrument's reliability and 

validity, the questionnaire was pre-tested on a small 

sample from the target population. Feedback from the 

pre-test led to minor revisions, ensuring that the final 

version was clear and effective in capturing the 

necessary data. The study also adhered to rigorous 

ethical standards, ensuring voluntary participation and 

participant confidentiality throughout the data 

collection process. 

2.3  Measurement of readiness 

Research by Lokuge et al. (2019) explored the theory 

of readiness to identify factors that enable organizations 

to be prepared for digital innovation. This was achieved 

by assessing change valence, change efficacy, and 

contextual factors, resulting in the development of seven 

sub-constructs and 21 measures to evaluate a firm's 

readiness. These sub-constructs include resource 

readiness, IT readiness, cognitive readiness, partnership 

readiness, innovation valence, cultural readiness, and 

strategic readiness. Each sub-construct plays a vital role 

in determining an organization's ability to successfully 

innovate with digital technologies. 

Resource readiness refers to an organization's 

capacity to adapt and reorganize its resources, including 

financial, technological, and human resources, to 

support digital innovation (Jayarao et al., 2024). IT 

readiness emphasizes on the importance of an 

organization's IT assets in facilitating digital innovation, 

with reliable enterprise systems being crucial for 

innovation potential (Clausing & Holmes, 2010; Sedera 

et al., 2016). Cognitive readiness is about the knowledge 

and skills within a company that support digital 

innovation, highlighting the significance of employee 

capabilities in tackling unforeseen challenges (Rose et 

al., 2016; Sedera et al., 2016). Partnership readiness 

focuses on the openness of external stakeholders to 

support a company's digital innovation efforts, with 

partnerships playing a key role in innovation (Nguyen et 

al., 2019; Abrell et al., 2016). Innovation valence, 

derived from the concept of change valence, assesses the 

positivity of stakeholders towards digital innovation, 

including their attitude, motivation, and empowerment 

(Pennings, 2022). Cultural readiness pertains to the 

strength of an organization's values in supporting digital 

innovation, with organizational culture being a crucial 
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driver of innovation success (Lokuge et al., 2019; Sun 

et al., 2019). Strategic readiness involves managerial 

activities that support digital innovation, including clear 

communication of strategic goals and procedures, which 

are essential for successful innovation projects (Koh et 

al., 2006; Hussain & Papastathopoulos, 2022). 

Together, the sub-constructs provide a comprehensive 

framework for evaluating organizational readiness for 

digital innovation. 

Thus, in this study the financial firms readiness was 

assessed using the seven readiness magnitudes on a 

Likert scale of 1 to 5 (1=strongly disagree; 5=strongly 

agree). The resource readiness was measured using 

flexible financial resources, human resources, and 

flexible infrastructure resources (Jayarao et al., 2024). 

IT readiness was assessed through stability of the 

enterprise system, availability of technological 

technologies, and stability of the IT infrastructure. 

Cognitive readiness of organizations was evaluated 

based on knowledge, skills, and adaptability of 

employees. Partnership readiness was measured using 

IT vendor relationship, relationship readiness with 

management consultants, and readiness for partnerships 

with customers or vendors. Innovation valence was 

assessed through attitude of employees, motivation, and 

empowerment. Cultural readiness was evaluated using 

sharing of ideas in a connected workplace, 

decentralization of decision-making culture, and risk 

aversion (Lokuge et al., 2019). Strategic readiness was 

measured through clarity of goals, relevance, and 

strategy communication (Jayarao et al., 2024). Finally, 

innovation implementation effectiveness was assessed 

using extent of implementing new ideas, introduction of 

enough new products and service, and extent of new 

ideas implemented. 

2.4 Data analysis methods  

The data collected for the study were analyzed using 

descriptive methods, including the mean and standard 

deviations. Moreover, comparisons between two means 

were conducted using t-tests, and multiple regression 

analysis was employed to test relationship among 

multiple variables. The regression model shown in 

equation (1) was employed to estimate the effect of 

digital innovation readiness on innovation 

implementation effectiveness of an institution.  

𝐼𝐼𝐸𝑖 = 𝛽0 + 𝛽1(𝑅𝑅)𝑖 + 𝛽2(𝐶𝑅)𝑖 + 𝛽3(𝑆𝑅)𝑖 +

𝛽4(𝐼𝑇𝑅)𝑖 + 𝛽5(𝐼𝑉)𝑖 + 𝛽6(𝐶𝑜𝑔𝑅)𝑖 + 𝛽7(𝑃𝑅)𝑖 +

𝛽8(𝐺𝑅)𝑖 + 𝛽𝑐(𝐹𝐶)𝑖 + 𝜀……………………… (1) 

where HEi - innovation implementation effectiveness, 

RRi - resource readiness, CRi - cultural readiness, SRi - 

strategic readiness, ITRi - IT readiness, IVi - innovation 

valence, CogRi - cognitive readiness, PRi - partnership 

readiness, GRi - global readiness, FCi - firm 

characteristics (e.g., firm size, sub sector type, etc.), β0 - 

the intercept; β1, β2, β3, …, βc - the coefficients of the 

independent and control variables, ε - the error term.  

The multiple regression analysis was conducted to 

assess this relationship, with three models. Model 1 

examined the direct effect of various dimensions of 

digital readiness on innovation implementation 

effectiveness, Model 2 explored the influence of the 

type of financial sector (bank, insurance, and 

microfinance), and Model 3 analyzed the combined 

effect of both digital readiness and sector type. 

3. Results and Discussion 

3.1 Sample characteristics  

Out of the distributed 165 questionnaires, 128 were 

returned and used for the study analysis, resulting in a 

response rate of 77.6%. Among the respondents, 46 

individuals were female. The respondents had an 

average age of 33 years and an average work experience 

of 7 years. As it is shown in Table 1, the female 

respondents were younger on average compared to their 

male counterparts, despite having equivalent work 

experience. Furthermore, the respondents were drawn 

from different roles within their respective 

organizations. 

The non-managers fulfill operational roles and the 

team leaders are supervisors, or lower-level managers. 

Considering the distribution of respondents across 

different financial institutions, it is worth noting that 

exactly half of the total were drawn from banks, 

accounting for 64 individuals.  
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Table 1: Sample characteristics (n=128) 

 Age Experience 

Mean N % Mean N % 

Sex 
Female 32 46 35.9 7 46 35.9 

Male 34 82 64.1 7 82 64.1 

Position 

Non Manager 32 48 37.5 8 48 37.5 

Team Leader 34 40 31.3 8 40 31.3 

Middle Management 34 24 18.8 8 24 18.8 

Top Management 35 16 12.5 4 16 12.5 

Organization 

Bank 33 64 50.0 9 64 50.0 

Insurance 35 24 18.8 3 24 18.8 

Microfinance 33 40 31.3 7 40 31.3 

 

3.2 Readiness levels for digital innovations  

3.2.1 Digital innovations readiness of the financial 

sector  

The study assessed the readiness of financial firms to 

innovate using digital technologies across the eight 

dimensions. The effectiveness of financial firms in 

implementing innovation was also evaluated, providing 

an index based on these readiness components. As 

indicated in Table 2, the overall readiness level of 

financial institutions for digital innovations, as 

measured on the 5-point Likert scale, stands at 3.53, 

which is generally above the average. 

Table 2:  Readiness of financial firms to innovate with 

digital technologies 

Readiness 

Dimension 
Mean SD Max. Min. 

Resource  3.75 0.98 5.00 2.00 

Cultural  3.49 0.96 5.00 2.00 

Strategic   3.76 1.02 5.00 1.67 

IT  3.49 1.11 5.00 1.00 

Innovation valence 3.36 1.03 5.00 1.33 

Cognitive  3.29 0.88 4.67 1.33 

Partnership  3.58 1.11 5.00 1.00 

Global  3.33 1.27 5.00 1.00 

Effectiveness 3.37 1.10 5.00 1.33 

Overall  3.53 0.89 4.76 1.76 

Max. - Maximum and Min. - Minimum 

Looking at the individual dimensions, strategic 

readiness was evaluated the highest (3.76), followed 

closely by resource readiness (3.75) and partnership 

readiness (3.58). Lokuge et al. (2019) also identified that 

resource and strategic readiness play pivotal roles in the 

innovation process, often dictating how well institutions 

can adapt to technological shifts. The present study 

result is also consistent with another earlier research, 

which emphasizes that institutions with clear strategic 

goals, sufficient resources, and strong partnerships are 

more likely to adopt digital innovations successfully 

(Kelly et al., 2017). However, dimensions such as 

cognitive readiness and global readiness were rated 

lower, indicating that financial institutions in Ethiopia 

may lack the global perspective and cognitive 

framework necessary for fully embracing digital 

innovations. Similar conclusions were drawn by Arshi 

& Burns (2019), who found that firms in emerging 

markets often face cognitive and global challenges due 

to limited exposure to international best practices. 

The findings also reveal that IT and cultural 

readiness were relatively average (both at 3.49); 

suggesting that while there is some level of 

technological infrastructure and cultural support for 

innovation, these aspects need further improvement. 

This supports the observations of Hussain & 

Papastathopoulos (2022), who noted that inadequate IT 

infrastructure and cultural resistance are significant 

barriers to digital transformation in financial sectors 

across developing nations. 

The average score for innovation valence (3.36) 

suggests that while financial firms recognize the 

potential benefits of innovation, they may not yet fully 



Shibiru Ayalew et al.                                                                                                  Ethiop. J. Sci. Sustain. Dev., Vol. 12(1), 2025 

33 
  

understand how to leverage these innovations 

effectively. This is echoed in the work of Domeher et al. 

(2014), who found that firms in developing countries 

often exhibit a passive approach to innovation, adopting 

technologies without fully integrating them into their 

business models. The effectiveness of financial 

institutions in implementing innovations was also 

average, with a score of 3.37. This reinforces findings 

from Dutta and Lanvin (2020), who argue that many 

firms in developing countries struggle with the practical 

implementation of digital innovations due to weak 

support systems, limited human capital, and regulatory 

challenges. 

3.2.2 Digital innovations readiness perceptions by 

gender  

The analysis also examined the readiness of the 

financial sector to embrace digital technologies through 

the lens of gender (Table 3). Using a t-test of the 

difference between two means, statistically significant 

differences were observed between male and female 

respondents across several dimensions of digital 

readiness. Female respondents reported lower levels of 

agreement than their male counterparts on majority of 

the key dimensions of digital readiness, including 

resource, cultural, strategic, cognitive, partnership, and 

overall readiness. These differences highlight an 

underlying gender gap in how male and female 

employees perceive their organizations’ ability to adapt 

to and implement digital innovations. This aligns with 

findings from studies on gender and digital 

transformation, which indicate that women often 

perceive organizational preparedness differently due to 

various structural and cultural barriers they encounter. 

According to Onozaka & Nemoto (2023), women in the 

financial sector are frequently underrepresented in 

technology-driven roles, leading to lower levels of 

perceived readiness and involvement in digital 

transformation efforts. Similarly, Kirton and Greene 

(2016) suggested that, in male-dominated sectors, 

women often report less confidence in their 

organizations' strategic and resource readiness due to a 

lack of inclusion in decision-making processes. 

In contrast, no significant differences were observed 

between male and female respondents regarding IT 

readiness, innovation valence, global readiness, and 

effectiveness. This could be attributed to the relatively 

uniform technological infrastructure availability to both 

genders within the organizations and a shared 

understanding of the broad benefits of innovation. As 

noted by Tripathi & Rajeev (2023), while technological 

access might be similar, differences in and partnership 

readiness stem from deeper organizational issues related 

to gender representation and inclusion.  

 

 

Table 3: Financial sector readiness to innovate with digital technologies by gender of respondents 

Readiness Dimension 

Sex  

Female Male 
Mean Diff. 

Mean SD Mean SD 

Resource  3.43 .90 3.93 0.99 -2.44*** 

Cultural  3.27 .87 3.61 0.99 -2.28** 

Strategic   3.52 .96 3.89 1.03 -2.49** 

IT  3.34 1.05 3.57 1.14 -2.2 

Innovation valence 3.25 0.93 3.43 1.08 -2.17 

Cognitive  3.04 0.86 3.43 0.86 -2.18*** 

Partnership  3.24 1.05 3.78 1.10 -2.14*** 

Global 3.11 1.26 3.45 1.27 -1.84 

Effectiveness 3.14 1.12 3.51 1.07 -2.07 

Overall  3.30 0.84 3.66 0.90 -2.4** 

*** p <0.001; **p<0.05; *p<0.1 
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These findings suggest that addressing gender-based 

perceptions in digital readiness is crucial for fostering a 

more inclusive environment for innovation. Nambisan 

et al. (2019), underscores the importance of gender 

diversity in digital transformation. According to them, 

organizations that actively engage women in their 

digital innovation strategies often benefit from a broader 

range of perspectives and more successful outcomes. 

3.2.3 Digital innovations readiness level by financial 

sub-sectors 

The readiness of financial institutions to adopt and 

innovate with digital technologies varies across the three 

sectors considered in this study (Table 4). The findings 

depicted that the insurance sector has the highest overall 

readiness, compared to the microfinance and banking 

sectors. This sectoral difference can be linked to the 

varying levels of regulatory pressure, market 

competition, and organizational structures within the 

institutions. 

In the insurance sector scored highest in most of the 

dimensions, notably partnership readiness, resource 

readiness, and strategic readiness. These results align 

with global trends observed in insurance industries, 

which have increasingly invested in digital solutions to 

stay competitive, enhance customer experience, and 

optimize processes (Susskind & Susskind, 2015). 

Susanto (2020) also emphasized that the insurance 

industry is under immense pressure to innovate, driven 

by digital disruption, which forces firms to reallocate 

resources and form strategic partnerships with tech 

firms to remain competitive. This aligns with the higher 

scores in strategic, resource, and partnership readiness 

found in the study. 

For the microfinance sector ranks second in overall 

readiness, with strategic readiness being its strongest 

dimension; the reason can be attributed to the sector's 

ongoing efforts to leverage technology for financial 

inclusion, as supported by research on microfinance 

institutions adopting digital technologies to reach 

underserved populations (Reeves & Sabharwal, 2023). 

Studies suggest that while microfinance institutions are 

keen to innovate digitally, challenges remain in scaling 

IT infrastructure and forming partnerships, which may 

explain their lower IT readiness score. 

On the other hand, the lowest overall and specific 

scores in innovation valence and cognitive readiness of 

the banking sector reflects global findings that 

traditional banks often face inertia when transitioning to 

digital platforms. According to Chircu and Kauffman 

(2000), banks tend to be slower in digital innovation due 

to legacy systems, organizational silos, and risk-averse 

cultures. However, banks' heavy investments in IT 

infrastructure, though somewhat lagging, suggest that 

this sector is gradually enhancing its readiness for 

digital transformation (Vial, 2019). 
 

Table 4: Digital readiness of financial institutions to innovate with digital technologies by sector 

Readiness Dimension 

Organization type 

Bank Insurance Microfinance 

Mean SD Mean SD Mean SD 

Resource  3.54 0.96 4.22 0.98 3.80 0.95 

Cultural  3.25 0.91 4.17 0.64 3.47 1.01 

strategic  3.42 1.12 4.22 0.54 4.03 0.87 

IT  3.21 1.12 4.11 0.75 3.57 1.14 

Innovation valence 3.04 0.95 3.89 0.85 3.57 1.09 

Cognitive  3.08 0.88 3.78 0.64 3.33 0.89 

Partnership  3.19 1.23 4.28 0.87 3.80 0.71 

Global  3.13 1.13 4.00 1.44 3.25 1.27 

Effectiveness 3.15 1.13 3.89 1.00 3.43 1.01 

Overall  3.25 0.89 4.10 0.62 3.65 0.86 
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Similarly, Zalan and Toufaily (2017) noted that while 

banks are increasingly adopting Fintech solutions, the 

pace of adoption is often slower compared to more agile 

institutions like insurance companies and microfinance 

firms. 

The variations in digital readiness across the sectors 

emphasize the need for tailored digital strategies that 

reflect each sector’s unique needs and capabilities. For 

instance, insurance firms may capitalize on their 

existing partnerships to further their digital strategies, 

while banks must focus on overcoming organizational 

inertia and improving innovation valence. The 

microfinance institutions, on the other hand, should 

prioritize scaling IT infrastructure to support digital 

transformation initiatives. 

3.2.4 Position-based perceptions of digital innovation 

readiness in the financial sector 

Table 5 outlines the perceptions of the financial 

sectors employees regarding their institution’s readiness 

to innovate using digital technologies, categorized by 

position: non-managerial staff, team leaders, middle 

managers, and top management. The results show 

differences in how the employee groups perceive their 

institutions' preparedness for digital innovation. The top 

management, comprising CEOs and senior executives, 

exhibit the highest confidence in the readiness of 

financial institutions to embrace digital innovation, with 

an overall readiness score of 4.29. On the contrary, non-

managerial employees express the lowest confidence, 

with the rate of 3.02. These contrasting perspectives can 

be attributed to several factors related to organizational 

communication, leadership visibility, and strategic 

alignment. 

The high level of confidence among top management 

reflects a common trend where senior leaders are more 

optimistic about organizational change and innovation. 

Executives often have a more favorable view of 

organizational readiness, due to their involvement in 

strategic decision-making (Kane et al., 2015). Their 

involvement in resource allocation and partnership 

development also explains why dimensions such as 

resource and strategic readiness were rated highly 

among this group. According to Westerman et al. 

(2014), top management’s role in fostering a culture of 

innovation and driving digital transformation is crucial, 

but the trickle-down effect of this vision is often limited, 

leading to discrepancies in perceptions across different 

employee levels. Middle managers, including directors 

and branch managers, scored lower than top 

management but higher than team leaders and non-

managerial staff, particularly in strategic readiness and 

partnership readiness. They are often seen as the 

"linchpins" in digital transformation efforts, bridging 

top-level strategy with operational realities (Wooldridge 

et al., 2008). Their relatively high scores may reflect 

their closer involvement in implementing strategies, yet 

the gap between their perceptions and those of non-

managers highlights the challenges middle managers 

face in translating strategic intent into operational 

changes. 

 

Table 5: Employees' views on their readiness to innovate with emerging technologies by position 

Readiness Dimension 

Position 

Non Manager Team Leader Middle Management Top Management 

Mean SD Mean SD Mean SD Mean SD 

Resource  3.28 0.87 4.10 0.89 3.67 1.15 4.42 0.45 

Cultural  3.06 0.82 3.73 1.01 3.44 0.96 4.25 0.45 

Strategic   2.97 0.97 4.10 0.59 4.17 0.94 4.67 0.42 

IT  3.03 1.26 3.73 0.98 3.61 0.95 4.08 0.61 

Innovation valence 2.94 1.12 3.57 0.93 3.17 0.67 4.42 0.45 

Cognitive  3.03 1.03 3.50 0.68 3.00 0.79 4.00 0.00 

Partnership  2.83 0.94 4.10 0.96 3.83 1.16 4.17 0.52 

Global  2.88 1.34 3.80 1.32 3.33 1.13 3.50 0.52 

Effectiveness 2.92 1.23 3.77 1.05 3.33 0.90 3.83 0.17 

Overall  3.02 0.87 3.83 0.76 3.56 0.85 4.29 0.18 
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Team leaders, including supervisors, demonstrate a 

moderate confidence level in digital readiness, with an 

overall score of 3.83. Their scores across various 

dimensions, such as IT and cultural readiness, suggest 

that they are more engaged with day-to-day operations, 

but may not have full visibility into long-term strategic 

objectives. This is consistent with findings by Besson 

and Rowe (2012), who noted that middle-tier leaders 

often face operational challenges when driving 

innovation due to limited access to broader strategic 

insights. 

The lowest readiness scores came from non-

managerial employees, indicating disconnect between 

them and upper management. Their overall readiness 

score of 3.02 suggests that non-managerial staff 

perceive significant gaps in the resources and strategic 

clarity necessary for digital innovation. This 

discrepancy can be due to insufficient communication 

from leadership about digital transformation initiatives 

or a lack of involvement in decision-making processes. 

Rogers (2003) highlighted that employee engagement is 

a critical yet often overlooked factor in successful 

digital transformation, and when lower-level employees 

are not aligned with the organizational strategy, 

innovation efforts can face resistance or implementation 

delays. 

3.3 Test for equality of means for managers and 

non-managers 

The data in Table 6 demonstrates significant 

differences in perceptions of digital technology 

readiness between managers and non-managers across 

various dimensions. The t-test conducted to assess the 

equality of means for both groups revealed that 

managers consistently reported higher levels of 

readiness compared to non-managers, with all 

differences being statistically at 1% level significant (p 

< 0.001). The results indicate that managers, including 

top and middle management, perceive higher levels of 

readiness across all dimensions of digital technology 

adoption than their non-managerial counterparts. The 

largest differences in perceptions are observed in 

strategic readiness (mean difference = -1.26, p < 0.001) 

and partnership readiness (mean difference = -1.20, p < 

0.001), suggesting that managers feel significantly more 

confident in the organization’s ability to strategically 

navigate digital transformations and build necessary 

partnerships to foster innovation. 

This perception gap between managers and non-

managers aligns with prior research indicating that 

management often holds a more optimistic view of 

organizational change initiatives due to their 

involvement in planning and strategic decision-making. 
 

Table 6: Test for equality of means for managers and non-managers 

Readiness Dimension 

Position    

Non-managers Managers Mean 

Diff.+ 
SE df 

Mean Mean 

Resource  3.28 4.03 -0.75*** .16710 126 

Cultural  3.06 3.75 -0.69*** .16424 126 

Strategic  2.97 4.23 -1.26*** .14912 126 

IT  3.03 3.77 -0.74*** .19310 126 

Innovation valence 2.94 3.62 -0.68*** .17890 126 

Cognitive  3.03 3.45 -0.42*** .15618 126 

Partnership  2.83 4.03 -1.20*** .17309 126 

Global  2.88 3.60 -0.72*** .22387 126 

Effectiveness 2.92 3.65 -0.73*** .19005 126 

Overall  3.02 3.84 -0.82*** .14589 126 

*** p <0.001; **p<0.05; *p<0.1   
+ Tests assume equal variances. Tests are adjusted for all pairwise comparisons within a row of each 

innermost sub table using the Bonferroni correction. 
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Kane et al. (2015) found that executives tend to have 

higher confidence in the institution’s digital capabilities, 

a result of their direct engagement with strategic 

initiatives. Non-managers, by contrast, may not fully 

comprehend or see the implementation of these 

strategies, resulting in their comparatively lower 

confidence levels. 

The statistically significant differences in perception 

across various dimensions indicate a pressing need for 

improved communication and collaboration between 

managerial and non-managerial employees within 

financial institutions. As highlighted by Rogers (2003), 

organizational change, particularly during digital 

transformation, is frequently obstructed by 

misalignments in perception between leadership and 

frontline staff. These discrepancies can impede effective 

implementation, as non-managerial employees play a 

vital role in executing daily tasks that facilitate the 

adoption of new technologies. Moreover, the notable 

gap in strategic readiness points to a potential 

disconnect in how strategic priorities are communicated 

across different hierarchical levels. Westerman et al. 

(2014) stressed on the importance of transparent 

communication and strategic clarity in ensuring that 

digital transformation initiatives are comprehended and 

accepted by all employees, not just management. When 

non-managers are inadequately informed or engaged in 

strategic initiatives, it may lead to reduced confidence 

in the institution’s digital preparedness, as reflected in 

the lower overall readiness scores (mean difference = -

0.82, p < 0.001). 

In addition, the observed gap in partnership readiness 

suggests that non-managers might not be fully aware of 

external collaborations or partnerships that could propel 

digital innovation. The management's higher 

engagement in these activities likely contributes to the 

increased confidence levels. Bridging this gap, by 

ensuring that non-managers are informed about the 

institution’s external efforts, could promote a more 

unified approach to digital transformation. The analysis 

of mean differences revealed a significant disparity in 

digital readiness perceptions between managers and 

non-managers, emphasizing the necessity for clear and 

consistent communication throughout the organization. 

By aligning the perceptions of readiness among all 

employees, financial institutions can foster a more 

cohesive environment, which is conducive to digital 

innovation. Enhancing collaboration and 

communication, particularly regarding strategic and 

partnership initiatives, is essential for the effective 

adoption and implementation of digital technologies 

across the organization. 

3.4 The effect of digital readiness on innovation 

implementation effectiveness  

The study also tried to find out the influence of 

digital readiness on the ability of financial institutions to 

effectively implement innovation. The three models of 

the multiple regression analysis are presented in Table 

7. The findings from Model 1 revealed that strategic 

readiness (β = 0.243, p < 0.01), cognitive readiness (β = 

0.272, p < 0.01), and global readiness (β = 0.411, p < 

0.001) were significantly and positively associated with 

the effectiveness of innovation implementation in 

financial institutions. These results suggest that firms 

with a well-developed strategy, an organizational 

culture that supports innovation and a unified 

perspective are more likely to succeed in digital 

innovation initiatives. In contrast, the coefficients for 

other dimensions, such as resource readiness, cultural 

readiness, IT readiness, innovation valence, and 

partnership readiness, were statistically insignificant in 

Model 1. This indicates that while these elements may 

contribute to overall digital readiness, they do not have 

a direct and significant impact on the effectiveness of 

innovation implementation in isolation.  

Model 2 tested whether the type of financial sector 

(bank, insurance, or microfinance) influences 

innovation implementation. The coefficients for the 

bank and insurance dummies were not statistically 

significant, implying that the sector type alone does not 

play a significant role in determining a firm's ability to 

implement innovation effectively. This suggests that, 

irrespective of whether the institution type, the ability to 

innovate is driven more by internal organizational 

readiness than by the sector to which the institution 

belongs. 
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Table 7: The effect of digital readiness on innovation implementation effectiveness 

Dep. Var.: Effectiveness  Model 1 Model 2 Model 3 

Resource readiness -0.0632 (0.0792)  -0.0749 (0.0800) 

Cultural readiness 0.0619 (0.0749)  0.0819 (0.0781) 

Strategic  readiness 0.243** (0.0732)  0.241** (0.0756) 

IT readiness 0.0799 (0.0644)  0.0850 (0.0660) 

Innovation valence -0.0881(0.0969)  -0.0836 (0.105) 

Cognitive readiness 0.272**(0.0873)  0.278** (0.0888) 

Partnership readiness 0.126 (0.0675)  0.147*  (0.0705) 

Global readiness 0.411***(0.0590)  0.397*** (0.0612) 

Bank dummy  -0.288 (0.215) 0.0553 (0.0995) 

Insurance dummy  0.456 (0.276) -0.127 (0.119) 

_cons -0.213(0.176) 3.433***(0.169) -0.320(0.201) 

N 128 128 128 

adj. R2 0.853 0.049 0.854 

Standard errors in parenthesis;  ***p < 0.001, **p < 0.01, *p < 0.05 

 

Model 3 combined all the dimensions of digital 

readiness with the sector type. The findings reinforce the 

results from Model 1, where strategic, cognitive, and 

global readiness remained significantly and positively 

associated with innovation implementation 

effectiveness. Moreover, partnership readiness became 

marginally significant in this model (β = 0.147, p < 

0.10), suggesting that partnerships with external 

stakeholders may contribute to successful innovation 

under certain conditions, though its effect is not as 

strong as other dimensions. 

These results underscore the importance of strategic, 

cognitive and global readiness in fostering an 

environment where digital innovation can thrive. 

Strategic readiness, the extent to which an organization 

has clear and actionable strategies in place, appears to 

be one of the most critical drivers of innovation 

implementation success. This finding aligns with the 

study by Westerman et al. (2014), which highlighted the 

role of strong strategic planning in facilitating 

organizational change, particularly in the context of 

digital transformation. Cognitive readiness, which 

refers to the mental preparedness of employees and 

leadership to embrace innovation, also emerged as a key 

determinant of innovation success. This finding 

suggests that fostering a mindset that is open to change 

and innovation is critical for successful implementation. 

Global readiness, which reflects an institution’s over all 

readiness, was also found to have substantial effect on 

innovation implementation, emphasizing the 

importance of all-inclusive perspective in driving 

innovation within the financial sector. Finally, the 

marginal significance of partnership readiness in Model 

3 suggests that external collaborations may become 

increasingly important as institutions seek to enhance 

their innovation capabilities. Establishing partnerships 

with technology providers, industry peers, or academic 

institutions can help bridge internal capability gaps, 

enabling more effective implementation of digital 

innovations. 

4. Conclusion and Recommendations 

This study assessed the readiness of financial 

institutions in Ethiopia for digital innovation and the 

varying perceptions between managerial and non-

managerial employees. The findings revealed that the 

overall digital innovation readiness of Ethiopian 

financial institutions is average, with significant 

disparities in perception between managers and non-

managers. Managers generally rated their institutions as 

better prepared for digital transformation compared to 

non-managerial employees. 

Overall, the results emphasize that while there are 

areas of relative strength, such as strategic planning, 

significant work remains to fully prepare Ethiopian 

financial institutions for successful digital innovation. 

Addressing the identified gaps in readiness, particularly 
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by improving cognitive and global capabilities, is 

crucial for enhancing innovation outcomes and ensuring 

competitiveness in a rapidly evolving global financial 

environment. Financial institutions should focus on up 

skilling and training initiatives that improve employees' 

digital literacy and cognitive readiness. Additionally, 

clear and consistent communication between 

management and non-managerial employees is essential 

to ensure alignment with the organization’s digital 

transformation initiatives, which will empower 

employees to contribute effectively to innovation 

efforts. 

In terms of partnerships, financial institutions should 

actively pursue collaborations with global technology 

providers and academic institutions to enhance their 

digital readiness and gain access to cutting-edge digital 

tools and expertise. These partnerships will also provide 

external support essential for the successful 

implementation of innovations. 

Relevant policymakers need to strengthen the digital 

infrastructure that underpins financial innovation. This 

includes improving internet access, ensuring robust 

cyber security, and fostering regulatory environments 

that encourage the adoption of digital innovations. 

Furthermore, the government should offer regulatory 

reforms and incentives, such as tax breaks, to stimulate 

investments in digital infrastructure and lower barriers 

to innovation in the financial sector. 

By measuring readiness, organizations can identify 

their strengths and weaknesses, guiding investments in 

key areas and helping prevent the common pitfalls of 

failed innovation attempts. The study provides 

benchmarks that can be used to compare progress with 

competitors and drive resource allocation based on 

evidence. Despite its contributions, the study focused 

solely on Ethiopia’s financial sector, limiting the 

generalizability of the findings to other sectors. 

Additionally, the cross-sectional nature of the research 

limits insights into how digital readiness evolves over 

time. Longitudinal studies could offer a deeper 

understanding of how readiness develops and impacts 

innovation outcomes. By addressing these limitations, 

future research can further enhance the understanding of 

the relationship between digital readiness and 

innovation implementation in diverse economic 

contexts. 
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