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Abstract

Over the past decades, financial
innovation  has  catalysed the
development of economies in many
ways. Despite this, the introduction,
commercialisation and use of
innovations in finance in new and
unexpected ways in society has led to
negative impacts globally. To this end,
scholars are becoming interested in
understanding how financial
innovations can be managed to ensure
a positive net benefit globally. Using a
qualitative research design, this paper
investigates the questions of how
innovation takes place and how it is
governed within the insurance broking
industry. The study further engages in
a cross-case analysis where findings
from the empirical work are discussed
in relation to previous empirical study
conducted in the asset management
and bank customer relationship
management space. Findings suggest
the existence of a more nuanced
continuum of practices, ranging from
unstructured  approaches  through
informal to formal models where the
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phasing of innovation activities was
clearly punctuated by decision gates.
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innovation management and
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Introduction

The concept of
responsible  innovation  has
recently become an important

topic in many sectors, including
financial services. Within this
field of study, researchers have
sought to explore how financial
innovators can organize, manage
and govern their innovations in
order to support a philosophy of
responsible financial innovation.
Nevertheless, studies are still
limited with current research on
the topic, focusing on what
responsible financial innovation
could mean theoretically
(Armstrong et al., 2012; Muniesa
& Lenglet, 2013), how it plays out
in varied empirical contexts
(Asante et al., 2014; Himli, 2018;
Arthur & Owen, 2019) and efforts
by governments to create
regulatory frameworks that foster
responsible financial innovation
(MacDonald 11, Ledbetter, Obie,
Olson, Rodman & Atherton,
2017). These studies have shown
that there is a need to understand
how financial innovation takes
place and how it is governed in
order to ensure its responsible
emergence in society.

Results from empirical
studies conducted by the
researcher on financial innovation
process and governance in the
asset management and banking
sectors (e.g. Asante et al., 2014;
Arthur, 2017a; Arthur, 2017b;
Khraisha & Arthur, 2018; Arthur
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& Owen, 2019) show use of both
formal and informal corporate
governance  mechanisms  for
financial innovation, often framed
by contextual (rather than direct)
legislation. This leads to the
argument that the process and
governance of financial
innovation can vary across
different sectors of the financial
innovation landscape, which can
be addressed by expanding
research on the topic into other
financial sectors. Therefore, the
objective of this paper is to 1)
investigate how financial
innovation occurs and how it is
governed in another financial
context, specifically an insurance
brokerage organisation; and 2)
cross reference findings from the
study on insurance brokerage with
findings from empirical work
earlier  conducted by the
researcher in two other financial
sectors.

Literature Review

The Financial Innovation Process
and Governance Framework

A review of the literature
suggests that despite differences
in the types of financial innovation
(Finnerty, 1988, Finnerty, 1992,
Graham & Dodd, 1934, Tufano,
2003) and the number of activities
within the innovation process
(Edgett & Jones, 1991,
Vermeulen, 2004, Menor & Roth,
2008), practices of idea generation
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and launch appear to start and end
the financial innovation process
respectively. The above studies
suggest the use of an unstructured
approach to innovation where
complexity and incrementality is a
feature. Financial innovations
appear to be driven by a broad
range of internal and external

factors (e.g. client demand,
institutional requirements,
globalisation, technological

advancements, competition and
changes in regulation) (Llewellyn,
1992, White, 1997, Sanchez,
2010), which lead to new and
improved products, processes,
markets and institutions.

These are developed
within a lead time averaging 12
months (Drew, 1995, Beard &
Dougan, 2004) and can involve
both internal and external
stakeholders (including
management, board of directors,
NPD and audit committees, self-
regulatory bodies and
government) (Erturk et al., 2004,
Cohen et al., 2010) who interact
with each other in an informal and
unsystematic way (de Bretani,
1993, Sundbo, 1997, Vermeulen,
2004). Further, it is important to
note that with the increasing use of
open innovation in financial
services (Schueffel & Vadana,
2015), decentralised forms of
governance (for example, the use
of multiple people, such as
software engineers, users,
currency exchanges and regulators
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as well as automated systems in
the governance of the virtual
currency bitcoin) have emerged.
This governance is, however,
focused predominantly  on
governance of the financial sector
as opposed to governance of
financial innovation itself (Asante
et al., 2014). The former
monitored and enforced, using a
variety of mechanisms that
include legal codes, corporate
governance frameworks, codes of
conduct, internal controls, rules
and periodic audits (Li et al., 2008,
Panico et al., 2011). Further,
governance mechanisms normally
emerge through a process of issue
identification, self-regulation,
failure and legislation (Cox,
2008), where financial regulation
only occurs after the occurrence of
a negative event in the industry.

Methodology

The study adopts a
qualitative  research  design.
Within this design the study uses a
multi-case study approach where
research questions identified are
investigated sequentially in three
selected UK based organisations
(see Table 1). These organisations
were selected, using a purposive
sampling approach, using a
criterion of the organization
having engaged in innovation in
the past 5 years. Cases were also
selected purposively from three
different sectors of the financial
services industry in the United
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Kingdom, namely asset
management, banking and
insurance, to allow for an

understanding of the concept in

varied contexts. Within case
studies, the study wused the
organisational ethnography

method, but chose to move away
from the traditional long-term
nature of ethnographic research
(Neyland, 2007) by adopting the
use of the “compressed time
mode” approach proposed by
Jeffrey and Troman (2004), which
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“involved a short period of intense
ethnographic research” in which
the researcher inhabited the
research site almost permanently”
for a period of between three to six
weeks (Jeffrey & Troman, 2004,
p.538) depending on organisation
and access granted. Table 1 gives
further details on this and shows
use of ethnographic data
collection methods, such as
observation and interviews.
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Table 1: Summary of case studies selected

Data Collected

Case Category Ethnographic Time
Case1 Financial firm * Six weeks in-house
(Asset * Teleconferencing and
Management) email follow-up over
period of six weeks
Case2 Technology-related « Three weeks in-house
firm « Email follow-up via
(big data analytics) email over a period of
six months
Case3 Financial firm + Three weeks in-house

(Insurance broking)

« Email follow-up via
email over a period of
four months

3 semi-structured interviews with managers and
associates in the product development team

15 semi-structured interviews with managers and
associates in other departments involved in innovation and
its governance

Observation of 3 project management meetings
Observation of 3 steering committee meetings
Observation of 1 product review group meeting
Observation of 1 estimation and planning meeting
Observation of 1 idea generation and portfolio construction
meeting

Review of 10 internal document on the organization as a
whole, product development processes, and

i of previous meetings held relating to
ongoing innovation project

1 face to face workshop conducted at the end of write-up
to validate findings

docur

+ 2 semi-structured interviews with managers and associates

in the product team

* 2 semi-structured interviews with managers and associates

in the project management team

* 11 semi-structured interviews with managers and associates

in other departments involved in innovation and its
governance

» 1 semi-structured interview with external auditor

+ Observation of 2 update meetings

= Observation of daily employee activities

+ Review of 5 internal documents on the organization as a

whole, product development processes etc.

+ 1 faceto face workshop conducted at the end of write-up to

validate findings

+ 12 semi-structured interviews with managers and associates

in departments involved in innovation and its governance

= Transcript of 6 short videos on innovation and the innovation

challenge on the organization's intranet site

« Observation of daily employee activities, including practices

at the Lloyd Insurance Market

* Review of 20 internal documents on the organization as a

whole, and on innovation mainly located on the
organization’s intranet site and in hard copy

+ 1 faceto face workshop conducted at the end of write-up to

validate findings

Data collected were analysed,
using the basic qualitative data
analysis processes of reduction,
data display and conclusion
drawing/verification (Miles &
Huberman, 1994; Schutt, 2012).
Data reduction was done as the
researcher read through raw data
multiple times to identify themes
emerging from responses that
served as codes for analysis.
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Using open coding techniques,
words, phrases and sentences in
raw data were categorised based
on the themes. This was followed
by axial coding, which involved

investigating  similarities and
differences within raw data
themes and identifying

relationships and patterns within
open codes in order to identify
broader emerging themes. Coded
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data were then displayed, using
tables, graphs and diagrams,
which allowed for an
understanding  of  aggregate
dimensions in order to draw
conclusions. Data were presented,
using a narrative approach that
sought to synthesize findings from
all data sources to tell the story of
how innovation occurs and is
governed.

Description of Case Studies
The first case study
involved a large (global) and

privately owned asset
management company, whose
activities involved the
development and trading of

investment funds (see Asante et
al., 2014, for detailed results).
Findings from this  study
suggested financial innovation to
be largely incremental with short
lead times and involvement of
multiple stakeholders, managed
within a well-structured stage-gate
model of innovation governance
in which the NPD teams played a
co-ordinating role and in which
there was a requirement for
regulatory approval (in this case
via the Financial Conduct
Authority).

The second ethnographic
study occurred in a much different
organisational context in terms of
size and operations —i.e. a small to
medium-sized technology based
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organisation undertaking
innovations to support big data
analytics in the context of
customer relationship
management in the banking and
retail sectors (see Arthur & Owen
(2019) for detailed results).
Findings from this study showed
the existence of a semi-formal
stage gate model characterised
again by short lead times and
multiple (internal and external)
stakeholder engagement. Both
incremental and  disruptive
innovations were identified. In
contrast to the first case, however,
direct regulatory approval was not
a feature of the innovation
governance process, although
laws from government (through
the Information Commissioner’s
Office) and guidelines from the
Payment Card Industry framed
and influenced innovation
pathways significantly. The third
case study, reported in detail in
this paper, turns to a global
insurance  broking  company
undertaking innovation associated
with risk characterisation and
placement in the financial sector.
The paragraphs that follow
present findings of the study
conducted in the third case study
and a cross-case analysis of
findings from the three case
studies.

Results and Discussion

Results for Case Study Three
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Innovation and
environment

The organisation in case 3
was observed not to have a
separate research and
development or new product
development team and, as one of
the respondents from the
placement department put it, “no
systematic process for, and
champion of innovation exists
within the organization.”
Nevertheless, innovation was
observed to occur within business
units, resulting, as described by
the same respondent from the
placement team, from the
“motivation of a small group of
individuals.” New ideas sprung up
spontaneously on an ad-hoc basis
from within the organisation,
which were then translated into
innovations launched into the
market, generally over a period of

process

between 8 and 34 months,
depending on, for example,
whether risk governance

approvals are required or not.
Innovation was observed to be
largely incremental and located in
the process and product space.
This involved either changes to
policy wordings (in some cases
the stripping of the policy to its
bare minimum) and / or tailoring
of already existing policies to
client needs (hereafter referred to
as “product innovation”) as well
as the creation of new processes
and services to support and
enhance the risk placement
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process (hereafter referred to as

“process innovation”).
Nevertheless, although
incrementalism was the

predominant mode of innovation
exhibited in this study, this was
not always the case.

While product
innovations were driven by client
demand, changes in regulation and
findings from research on industry
risk, process innovations were
driven primarily by the desire to
improve the way the organisation
does business (e.g. broking and
placement process) and gains
competitive advantage by
demonstrating to clients a good
understanding of the industry and
associated risks. These led to
business model innovations as the
output of changed internal
processes that have created room
for the organization to offer
something new to carriers. There
was no evidence of a formalised,
structured corporate process for
developing new products and
services. Findings instead suggest
a more ad-hoc, decentralized
approach to the process and
institutionalisation of innovation,
despite the existence of corporate
documents describing a closed-
loop innovation process,
involving eight activities (industry
verification, prioritisation, sector
strategy  refinement,  business
justification, product
development, launch preparation,
product launch and performance
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management). One respondent
vaguely remembered the existence
of a product development group in
the past of about ten individuals
within which he participated on a
monthly basis.

Given the periodic, ad

hoc, distributed and informal
nature of innovation in the
organization  the  researcher

elected to adopt a historical
approach in which she analysed
the previous development of three
major innovations (two product
innovations within one business
unit dealing primarily  with
financial institutions and one
process innovation within another
business unit overseeing global
placement activities) in order to
understand the organisational
features of the innovation process
and its governance. This analysis,
which involved examining what
the innovation was about, how it
had developed overtime, who was
involved and what mechanisms
and tools were used, suggests four
broad phases of innovation to be
employed: idea generation;
product/process design; launch
preparation and launch — and just

one informal approval point.
These four phases did not
constitute a formal, or even

informal, innovation stage gating

method, but rather a broad
categorization of the key activities
which related to new

product/process development in
the selected innovation cases.
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Analysis  of  market
offerings, in order to highlight
gaps and identify opportunities for
innovation, was found to be a
significant driver for ideas. For
example, one of the product
innovations originated from gaps
identified within conventional
directors and officers (D&O)
policies regarding defence and/or
legal representation expenses and
the insight that most D&O policies
are too lengthy and cumbersome.
This resulted in the introduction of
an innovation that changed the
way D&O policies were written in
order to make it simpler and
provide clarity on issues
identified. Another was a response
to gaps in conventional crime
policies, which were limited
mainly to theft, specifically
defined fraud activities and other
types of losses, all of which led to
litigation among insurers and
clients. Again, this led to an
incremental  innovation  that
broadened the scope of crime
policies in a way that did not pose
excessive risk to underwriters.
Similarly, the studied process
innovation case stemmed from a
desire to address the lack of a
structured risk placement
approach within the industry,
which the organisation found
necessary in order to support fast-
paced decision making concerning
which insurer is most suited to
meet a client‘s needs. These gap
analysis activities were conducted
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predominantly by  motivated

individuals or groups of
individuals within the
organisation, almost
independently from the

organisation’s operations and in a
non-systematic way. Thus, one
respondent argued that innovation
within the organisation comes
from two places: deep technical
expertise and cross fertilisation
between business units in a way
that is not strategically mandated
by the organisation. In the case of
one of the product innovations
studied, this gap analysis and idea
generation was identified to have
come from an individual‘s
technical experience, prior to his
joining the organisation. In other
innovation  example  studied,
although the gap analysis had been
conducted within the organisation,
this occurred among small groups
of people as a side activity.

The product/process
development stage of the
innovation process involves the
designing of the product/process
on paper and the testing of this in
the real world in order to confirm
its feasibility. This, in common
with idea generation, is also done
by originators of the idea as a
largely separate activity from
routine  business  operations.
However, it involves informal
discussions with senior managers
in the business unit who can
consider, assess and challenge the
idea. This process could also
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involve interactions with others
(e.g. insurers and clients) in the
industry. Of the  product
innovations that was studied, PD
included the drafting of what the
new policy would look like,
followed by a series of face-to-
face, email and telephone
discussions between originators
and insurers, after the signing of a
non-disclosure  agreement, in
order to stress-test its practicality
(e.g. address the question of
whether insurers are willing to
underwrite the new risk and
policy). By pointing out problems
associated with simplifying a
policy (using broad clauses for
example), insurers were able to
identify risks that were of concern
to them, which the originators had
overlooked; hence contributing to
a process of co-designing of the
product. In the case of the process
innovation example, development
involved a designing of the new
process on paper and a small-scale
testing of this in one of the
organisation’s offices. As
explained by a representative from
the risk management department,
this stage should involve the
preparation of a document that
demonstrates a good
understanding of what the idea is,
how it feeds into the business
unit‘s strategy as well as financial
costs and projections. However,
there was no evidence that this
always occurs for all innovations
on a systematic basis.
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The launch preparation
phase serves as the point at which
the organisation becomes formally
involved in the innovation
process. Following an informal
approval by line managers and
senior executives in the legal and
compliance departments, ideas
progress to a ‘preparation to
launch® stage. This consists of
preparatory activities for roll-out
rather than a build of the new
product/service for most product
innovations and is characterised
by multiple interactions between

business units and various
departments. For process
innovations, this phase could

include technology design and
build as funds need to be
authorised for this to commence.
In general, development activities
involve selecting clients, carriers
and any third-party technology
vendors to work with (if required),
fine-tuning marketing pitches,
preparing proposals, finalising
legal contracts, organising support
materials (e.g. brochures, quick
reference guides) and training

employees. For the process
innovation case studied, the
researcher identified the use of
tools such as the project
management intranet site,
monthly  steering  committee
meetings,  prioritisation  and

scoping review meetings, sign offs
and workshops to govern
engagements between business
units and departments. However,
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according to one of the senior
managers, the effectiveness of this
engagement  in maximising
knowledge sharing was limited
due to time constraints. As a
result, he argued that there is room
for improvement when it comes to
stakeholder engagement within
the innovation process at the
organization.

Launch involves making
new product/services available to
the insured and carriers, or to
employees within the organisation
(if the new product or service is
for internal use); and the
commercialisation of this to others
in the future. Commercialisation
could be done in stages, with the
organisation limiting the new
product/service to specific clients,
employees or regions. An example
of this pragmatic approach to
commercialisation was
demonstrated in the case of one of
the product innovations studied,
where roll out to financial
institutions was not undertaken
until it had been launched and
monitored in other non-financial
industries for a period of time, as
carriers perceived the financial
sector as being too risky.

Innovation governance

Despite the lack of a
formal, well-structured process
for new product and process
development, the existence a well-
structured risk governance model
(Figure 1) was clearly apparent
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within the organization. This
model was in development
sometime before 2012; and a
Financial Services Authority (now
the Financial Conduct Authority
(FCA)) censure leading to
financial losses experienced by
the organisation served to catalyse
the existing efforts of the
organisation in enhancing controls
around bribery and corruption. It
was observed that all new
products and services within the
organisation went through a
rigorous risk governance process
as the organisation believed that
these had the potential to change
its risk profile. Nevertheless,
awareness of the existence of this
governance  mechanism  was
patchy, and most respondents
lacked clarity in terms of what
constituted a new product or
service offering.
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The risk governance
process begins with the use of a
decision-making tool to determine
whether an idea will lead to a new
product or service; and as such
should go through the whole
process. The decision-making tool
is a one-page document defined by
the organisation’s board, which
outlines ten characteristics of a
new product or service. These
characteristics include any idea
that: leads to doing business in a
new country or industry, involves
high set-up cost (threshold
determined by the board), requires
the organisation to underwrite
risks (according to exemption
rules in FCA regulations giving
insurance brokers an underwriting
authority on behalf of an insurance
carrier), and needs to be developed
or delivered in conjunction with
third parties, among others.
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Governance Activities

Yes/ Possibly

Enhanced Risk
Assessment
Management

Approval

Revise €—.

Board
Approval

Revise &——

Stop / Pause

Proceed

Stop

Discard

Proceed
Proceed

Discard

Proceed

New Product/
Service?

Proceed only after basic risk assessment is conducted

Stakeholders

Risk Coordinator + Risk _
—3 Department

Control Function (Risk,
Legal, Compliance) +
Other Department Heads

— Group ERM Committee

> Limited ERM Committee

Contextual legislation e.g. FCA guidelines plus company palicy on risk appetite

Figure 1: The Risk Governance Framework

New ideas that do not
meet any of the criteria are clearly
not considered new products or
services and can, therefore,
proceed with no formal approval
required to launch preparation and
launch, only after a basic risk
assessment, which feeds into the
existing business‘ risk profile has
been conducted. For those ideas
that are deemed to lead to new
products/services, the RCO and
risk function will make a decision
for the idea to either pause or stop.
The decision to pause is normally
made for ideas that could possibly
be a new product (e.g. meets at
least one of the characteristics)
and where there is deemed a need
for further scrutiny and an
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enhanced risk assessment and
challenge by control functions
(e.g. risk, compliance, legal). The
enhanced risk assessment stage,
different from the workshops
earlier described under risk
assessment (on page 206) involves
a series of round table sessions
initiated by the risk function in
collaboration with other
departments e.g. compliance,
legal, finance, and business leads
among others (as needed based on
the idea). Here, they discuss the
idea to see if controls are
genuinely in place and nothing has
been missed. They challenge the
idea based on the idea of conduct
risk (i.e. risk emanating from the
way the organisation and its
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employees conduct themselves)
by asking questions such as: have
we designed the product in the
best interest of the client, how do
we avoid confusion, are we
relying on key persons for this to
work, and ,if we are, what happens
if they are not available, among
others. These questions suggest a
broader framing of innovation
governance than  just risk,
although the organisation
themselves refer to the process as
risk governance alone.

The output of this
discussion leads to a decision
concerning whether the idea
should proceed to launch
preparation and launch or stop.
The stop decision normally
applies to innovative ideas that are
clearly new or significantly
amended products or services (i.e.
those that meet all or a significant
number of the pre-defined
characteristics) and means the
innovator may continue to
develop the idea internally but
cannot conduct any external
marketing, sales, communication
and delivery of the product or
service until an enhanced risk
assessment, business plan
development, and a review,
challenge and approval of idea by
a formal committee (i.e.
management and the board) have
been satisfactorily completed.
Through what is referred to as the
Group ERM Committee, senior
managers of the organisation
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challenge the idea to see if it is fit
for purpose, commercially viable,
falls within the risk appetite of the
organisation and provides a good
risk/reward trade off. In the case
of the placement process
innovation, for example, a
decision was made during the
enhanced risk assessment stage to
stop as the project was big and the
initiators had to give an oral and
written  presentation on the
business plan to the Group ERM
committee. It is important to note
that an idea would not be passed to
the Group ERM committee
without having first received
robust challenge, including a
review of business case and risks.

This is followed by an
independent risk review and
challenge of the new

product/service by the Limited‘s
ERM Committee on behalf of the
board of directors to check that
management has an appropriate
risk process in place, understands
key risks, controls and impact on
the organisation’s risk profile, and
these are within the risk appetite of
the firm. New products/services
approved at management and
board levels go straight into
investment and development.
However, products/services that
did not go to management and
board approval because they were
not considered significant by the
risk function still need to undergo
a risk assessment, incorporate
views from compliance and legal



Keren Naa Abeka Arthur: Financial Innovation and its Governance: A Cross-case Analysis

departments and be passed by line
managers for approval before they
can be progressed. All ideas not
approved at any stage of the risk
governance framework are either
revised to reflect the concerns
raised by the governing
committees and brought for
further review later or discarded.

In addition to the internal risk
governance processes described
above, contextual legislation also
framed innovation in  the
company. Through the issuance of
a license to operate from the FCA,
the organisation was free to
introduce any new products or
service without the need for
formal approval. However, the
organisation believed that in the
case of an innovation that was
“material enough”, FCA opinion
was crucial prior to launch as the
FCA retained the ability to
intervene (for example by banning
the use of a new product is found
to pose some risks at a future
date). The definition of what
“material enough” meant was left

to the discretion of the
organisation’s board.
Discussion
Definition, features and
motivations

It was observed that

innovation was largely framed
across the case studies as either a
“new” product or process, with
limited explicit framing of
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innovation in the position-
paradigm dimensions, as
presented by Tidd et al. (2005) and
Tidd and Bessant (2009). In terms
of new products and processes,
this was primarily presented as
improvements to existing products
and processes; and this was
demonstrated through the largely
incremental nature of innovation
activities within all three cases.
However, positional, and
(paradigm changing) disruptive
innovations were also a distinct
feature of case study two, where,

in addition to incremental
innovation, the practice of
positional and disruptive
innovations was clear. This

deviation may be due the low
organisational age and small size
of the organisation, in comparison
to the others, as Assink (2006:
215) argues that such
organisations may have no need to
“unlearn obsolete mental models,
a successful dominant design or
business  concept,”  thereby
increasing their disruptive
innovation capability with the
right amount of risk-taking,
innovation process management
and follow-through in place.
Further, the organisation in case
study two appeared to be exposed
to more opportunities  for
disruptive innovation as its
operations were focused on and
within an emerging industry (i.e.
big data analytics) as opposed to
well-established industries (i.e.
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asset management and insurance);
which they could take advantage
of, given limited regulation and a
desire not only to grow, but also to
strategically place itself in the
market, being a start-up company.

Regarding  motivations
and drivers, the researcher found
in all three cases the use of
financial  innovation as a
differentiation strategy to address
the desire of the companies to
survive, thrive and win in a
competitive environment. This
supports ~ findings from the
literature on the impact of
competition in driving innovation
initiatives in the 21st century and
could reflect the fast-paced nature
of the financial sector and the
potential for innovations to be
easily copied (Tufano, 1989;
Heffernan et al., 2013).
Nevertheless, the argument for
financial innovation as a need-
based activity still holds as all
three organisations recognised
that the success of their innovation
projects depended to some extent
on external factors such as client

demand and buy-in. Thus,
findings from research on
changing trends in consumer
behaviour and interests were

important drivers in the idea
generation stage of the innovation
process. Only in case study two
was there evidence of innovation
as a direct response to regulatory
changes. However, the influence
of contextual legislation and other
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forms of governance in all three
cases compelled the organisations
to  consider the  purpose
(specifically their suitability for
clients) and nature of their
innovations at an early stage of the
innovation process, and this
provided important framing, and
boundaries  for innovation.
Further, case study two also
showed an impact of
technological advancements in the
pace of financial innovation
activity as its innovations were, to
some extent, catalysed by
advances in information and
communication technologies
regarding data collection and
analysis (e.g. Hadoop, NoSQL).
In total, the researcher observed
similarities with regard to the
definition, features, and
motivations (drivers) of financial
innovation in all three cases; most
of which support findings from the
literature earlier discussed, such as
the largely incremental nature of
financial  innovation  driven
primarily by factors such as
competition, customer changing
needs, and regulation.

An  innovation  management
continuum:  from linear to
unstructured, non-linear models
Findings  from  the
literature suggested the lack of
direct, formal innovation
governance (regulatory or
otherwise) and little evidence of
corporate  strategic innovation
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management processes (e.g. those
described by Tidd et al. (2005),
Tidd and Bessant (2009) and

others). ~ By  contrast, the
researcher, in fact, observed the
use of strategic innovation

management models in two of the
cases, involving the phasing of
innovation activities and clearly
defined decision gates, and in case
three a risk governance model that
applied to new product and
process development. In case one
this was clearly institutionalised in
the company as an established, co-
ordinated and formal innovation
governance process. This process
was similar to what Cooper (2008)
refers to as the stage-gating model
for innovation  management.
Cooper (2008, p.3) defines a
stage-gate as “an operational
map” characterized by “a series of
stages and decision gates”.
However, there was considerable
variation in the application of
innovation management across the
three cases.

The researcher identified
the use of a formal or informal
stage-gate model for innovation
management only in cases one and
two, where NPD stages were
integrated with decision gates. A
review of the literature (Phillips et
al., 1999; Cooper et al., 2002;
Ettlie & Elsenbach, 2007; Cooper,
2008; Cooper, 2009; Srivastava &
Singh, 2012) suggests a trend
towards modification of the
traditional ~ stage-gate  model
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(Cooper, 1990) in theory and
practice in order to improve its
efficiency; thus, leading to the
addition of a discovery stage,
which creates an innovation
funnel for proactively exploring
new ideas (Cooper, 2009). This
pattern of either adding to or
subtracting from the generic five-
stage, five-gate model of scoping,
business  case, development,
testing and launch (Cooper; 2009)
was observed in the two cases,
which used a stage gating
methodology, since they varied
the number and descriptions of
phases in the traditional stage-
gating model.

Case one was
characterised by a five-stage, four-
gate process, involving activities
of idea generation, testing, build,
launch and post-launch review
which was officially recognized
and used within the organisation.
This approach considers business
case approval as a key governance
activity (i.e. a decision gate),
merges the scoping and discovery
stage into one (i.e. idea
generation) and conducts testing
much earlier in the innovation
process in contrast to the generic
model (Cooper; 2009). On the
other hand, case two revealed a
five-stage, four-gate process of
opportunity assessment, impact
assessment, requirements and
scoping, build and launch; but this
was loosely structured and used in
a relaxed, unofficial way, in
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contrast to the first case study.
This may be because development
of the process was still emerging
and in its infancy at the time of
study; although the ambition to
standardise processes was an
important feature identified within
the organisation. Further, this
model merges the scoping and
business case phase  (i.e.
requirements and scoping) as well
as the development and testing
phase (i.e. build and testing) while
at the same time dividing the
discovery stage into opportunity
and impact assessment
respectively.

In contrast with the other
two cases, in case three, the
researcher observed a largely
unstructured innovation process,
involving activities of idea
generation, development, launch
preparation and launch. However,
despite this, innovation was
integrated with well-defined risk
governance mechanisms that were
in place more broadly within the
company. This supports findings
from a study by Aas et al. (2015)
on innovation practices within
production-intensive service firms
which they explain to include
some financial institutions like
banks and insurance companies
that rely heavily on information
and communication technology.
According to their study, these
institutions  have  innovation
processes that are flexible.
Overall, findings from all three
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cases suggest that approaches to
innovation  management  fall
within an innovation management
continuum, comprising, on one
hand, formal linear approaches,
such as the stage-gating model
(Cooper, 1990), and, on the other
hand, more unstructured, non-
linear mechanisms of trial and
error, and  experimentation
(Sperry & Jetter, 2009). Despite
these  variations,  innovation
activities in all three cases
involved an assessment of ideas
and the making of new
product/process available to users,
at the beginning and the tail end of
the innovation process,
respectively.
Ownership of innovation and
associated roles

Within cases one and
two, the researcher identified the
use of two of the innovation
governance models proposed by
Deschamps (2012)- individual(s)
or department(s) charged
specifically with the responsibility
of managing the innovation
process and/or innovation steering
committees and boards. In
contrast to this, innovation activity
in case three was not embedded in
the organisational structure of the
organisation with clear lines of
responsibility (and as part of job
roles) in terms of who should
oversee its smooth progress. Thus,
the organisation appeared to have
adopted the ‘“no one in charge
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model” which, according to
Deschamps (2012), occurs when
an organisation a) wants to
encourage shared responsibility
for innovation, b) needs time to
temporarily manage internal re-
structuring activities and/or c¢)
considers innovation unimportant
to require formal governance
mechanisms. Findings from the
study in case three suggest the first
as reason for this as the identified
initiatives within the organisation
to promote innovation (at least
recently) and a number of
innovations  originating  from
individuals who informally take
on the role of “innovation
champions”, in addition to their
defined job roles, and without
need to be mandated by the
organisation.  The  researcher
found that both product/project
departments (in case studies one
and two) as well as individuals (in
case study three) assume an
“innovation owner” status;
however, they play different roles
— the former being co-ordination,
organising and managing
resources for the successful
completion of innovation projects
and the latter a development role
as they try to build and test
prototypes that will allow them
make a business case and win the
support of the organisation.

Co-innovation and the multi-
stakeholder  nature of the
innovation process
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Results from the cases
suggest an element of co-
innovation (Lee etal., 2012) for all
three cases, to varying degrees,

where internal and external
stakeholders (Brown &
Eisenhardt, 1995; Chesbrough,
2003; Berthon et al., 2007
Blazevic & Lievens, 2008)
collaborated with each other
within the innovation process

framework (Piller et al., 2011).
This differs from, but is linked to,
the concept of co-creation
(Prahalad & Ramaswamy, 2004;
Hirano et al., 2013); and involves
not only the creation of value with
customers through personalised
user experiences, but also
engagements with a broader group
of  stakeholders (including
customers) in the designing of
products and services (Piller et al.,
2011): this was particularly
evident in case study two. Thus,
co-innovation departs from earlier
models of innovation where new
products and services were
created only by and within
organisations (closed), extending
to  specific  partner  firms
(collaborative), or between firms
and other stakeholders through an
eco-system (open), using these
new ideas to create new values and
experiences for customers (Lee et

al., 2012). While internal
stakeholders within all three cases
primarily involved employees

who participated in management,
decision making and departmental
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activities throughout the
innovation  process,  external
stakeholders involved customers
(both businesses and individuals),
partner organisations, and
governments (Greer & Lei, 2012;
Lee et al, 2012) who engaged
with the organisation at different

times and in different ways
throughout the innovation
process. However, stakeholder

engagement was, overall, limited:
the researcher found no evidence
of engagements with broader
stakeholders such as competitors,
activists and special interest
groups identified in innovation
projects in other sectors. With
regard to internal stakeholders,
management involvement for
cases one and two occurred
throughout the innovation process
while that for case three occurred
only after a product had been
designed, when some form of
financial commitment  was
needed, usually prior to launch
(Smith & Reinertsen, 1998). On
the other hand, interactions with
external stakeholders for case one
occurred quite early in the
innovation process (i.e. at testing

phase), while external
participation for case two
occurred throughout the

innovation process and that for
case three occurred mid-way
during the product development
level and later at the end after
launch.
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At the FEI, new ideas for
all three cases initially originated
from within the organisation —
through interactions between the
innovation owner and other
business units. However, in case
study two new ideas also
originated from business
customers; and this was due to the
outsourcing  relationship  that
existed between the organisation
and its clients. As new ideas for all
three cases progressed from
evaluation to testing and/or
development, external input was
added in a guarded (e.g. using
non-disclosure agreements) but
concrete, elaborate and structured
fashion (Piller et al., 2011). This
dialogue was facilitated, using
methodologies whereby business
customers and/or their
representatives (e.g.
consultants/professional advisers
for case one) were explicitly asked
to evaluate concepts and test
prototypes; all of which led to the
refinement of the final offerings
(Piller et al., 2011). In contrast,
individual customers (who were in
case two also the end-users) only
played a passive role at the FEI,
with their involvement limited to
the provision of information in an
indirect way through the use of
customer feedback retrieved from
call centres, data analytics and
market research (Fang, 2008;
Carbonell et al., 2009); perhaps
reflecting arguments in the
literature on the unsuitability of
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some customers in contributing to
the innovation process. Despite
this, Arvanitis et al. (2015)
suggest that the involvement of
customers, especially lead users in
the innovation process can be
beneficial if the appropriate
methods of interaction is used. At
the back end of the innovation
process (i.e. commercialisation)
business clients were also engaged
actively in the innovation process
(Piller et al., 2011). In cases two
and three, for example, the
systematic nature by which
commercialisation ~was done
allowed the organisations to
incorporate user feedback into
existing offerings; thereby making
available to new clients a refined
version of launched new
products/processes as the scope of
commercialisation widened.

It was found that both
business and individual customers
were not involved to any
significant degree in the actual
build of the new product/services.
However, partner organisations
and government (through
regulators) appeared to play an
active role in the development
stage of the innovation process,
with little involvement at the front
and back end stages. In cases two
and three, partner organisations
comprised several merchants and
carriers  respectively.  Their
involvement in the development
phase of the innovation process
stems from the fact that their
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services are crucial to the effective
creation and approval/valorisation
of the new product/process. Thus,
major innovations developed in
case two may not have been
possible without the network of
merchants to provide cash
rewards, and the product
innovation in case three may not
have been viable without the
availability of carriers willing to
take on the risks specified in the
new policy. Perhaps these
partnering organisations could
also be considered as suppliers
(Kopecka et al., 2011) as they
provide to some extent elements
of the resources needed to
effectively deliver the new
product or process. These may be
limited in terms of their input in
the shaping of innovation; but they
could be very important as their
inability to  deliver could
significantly influence  the
innovation’s success.

Regulatory and non-regulatory
governance

In all three cases, the
researcher found the existence of
both internal and external
stakeholders directly or indirectly
involved in the innovation
governance process. These were
either  regulators  providing
oversight of innovation and
general business activity more
broadly, or market participants
who acted not only as the
“regulated,” but also oversaw the
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innovation process and how new
products evolved from idea to
launch (e.g. banks in case study
two). Regulators (mainly external
to the organisation) comprised the
government who delegated to
various enforcement agencies
(e.g. tax authorities in case one,
the financial conduct authority
(FCA) in cases one and three, and
the Information Commissioner’s
office (ICO) in case two) as well
as a formalised Self-Regulatory
Organisation (SRO) (i.e. the
Payment Card Industry Security
Standards  Council),  whose
activities were mandated by
industry and not government in
case study two. Further, the
activities of these bodies were
supported by external auditors in
cases one and two. While external
auditing for innovation in case
study one occurred post launch,
that for case two happened
independent of the innovation
process and focused on adherence
to general good business practices.
Regarding internal stakeholders,
the researcher’s findings suggest
the use of the universal corporate
governance framework as a model
of innovation governance. This is
evidenced in the review, challenge
and approval roles played by top
management, board of directors,
internal auditors and employees
within specific departments of the

organisation (e.g. product
development, legal, risk and
compliance) or its client’s
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organisations (for case two and
three where innovation involves a
relationship web with multiple
stakeholders) as part of the
innovation process. The interests
of shareholders were
acknowledged in cases two and
three as important; however, |
found no evidence of their direct
involvement in the innovation
governance process.

These findings suggest
that both contextual (and in case
one direct) legislation (what
Braithwate and Drahos (2000)
referred to as state regulation) and
self-regulation (what Braithwaite
and Drahos (2000) referred to as
corporate regulation)  were
important instruments of
innovation governance in all three
cases. This challenges the
prevailing view in the literature
that financial innovation is neither
governed within companies or
subject to external regulatory
governance or industry standards.
Nevertheless, it is important to
acknowledge, as  suggested
strongly in the literature, that
legislation in cases two and three
appeared to relate to financial
sector governance and not
financial innovation governance
per se. In contrast, findings from
case one suggest the direct or
formal (Braithwaite & Drahos,
2000) intervention of government
(through agencies) in innovation
governance through regulatory
approvals required prior to launch
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(for example submission of
portfolio to the FCA for approval).
Despite these differences, overall,
the researcher found legislation,
whether focused on financial
activity relating to innovation or
financial innovation itself, was an
important influence that framed
innovation  activities,  since
regulatory guidelines (direct or
indirect) create ‘de facto’
boundaries within which
innovation activities could take
place.  Thus, self-regulation
practices within all the three
studied organisations were found
to focus heavily on ensuring
compliance to broader regulatory
boundaries set by the legislator, or
industry standards though these
were quite flexible (Braithwaite &
Drahos, 2000). This indirect
involvement of legislators in the
innovation process was largely
loosely structured, with
engagement with the legislator in
several different ways and at
varying frequencies for different
innovation projects. The intensity
of engagement increased (i.e.
beyond the standard monitoring
visits to include additional
discussions initiated by the
organisation) in situations where
there was lack of clarity of
existing regulatory guidelines
regarding emerging innovation
pathways.

The researcher identified
in case study three a strengthening
of the effectiveness of existing,
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internal corporate policies through
the introduction of new controls,
mechanisms and incentives in
response to failure (e.g. the
establishment of a risk governance
framework following a financial
loss). These mechanisms were, in
fact, found to extend to the other
two cases to varying degrees to
include  committees, internal
controls and codes of conducts.
Comeprising groups of individuals
appointed by the organisation,
committees engaged in
discussions  during  periodic
meetings in order to understand
key issues related to the new
product/process. These
committees differed in purpose
from the one identified in the
literature i.e. as a mechanism used
by government in financial
regulation. Their  activities
focused either on evaluating and
approving new products/processes
throughout the innovation process
(hereafter referred to as decision-
making committees) or
monitoring the progress of new
products/processes  from idea
generation to launch (hereafter
referred to as project management
committees) as opposed to
investigating issues and making
recommendations for regulatory
reform. The number of people on
these committees varied in all
three cases; however, it appeared
that each of these committees
involved representatives from
different departments of the
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organisation.  Decision-making
committees in all three cases
appeared to exist formally within
the studied organisations; and
these met at pre-set times.
However, project management
committees were only properly
established in cases one and three.
In case two, this reflected the
informal and ad-hoc nature of
interactions within and between
departments, convened as
necessary throughout the
innovation process.

Conclusion

It is important not to
generalise from the results of three
case studies; the extent to which
the findings are generalisable both
more broadly within and beyond
the asset management, customer
relationship management and
insurance  brokerage  sectors
requires further research.
Nevertheless, findings from three
studies  suggest  similarities
between innovation practices (and
their governance) across the
studied organisations and (with

important differences) to
dimensions described in the
literature. These allow the

researcher to, firstly, suggest a few
amendments to the theoretical
model of financial innovation
described earlier based on the
literature review. Findings from
the three case studies appear to
originate and emerge from the
desire of organisations to meet
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customer needs, gain competitive
advantage, and respond to
findings from research in the
industry and changing regulation.
However, while the literature
suggested that innovation
generally follows an unstructured
and informal innovation process,
with little evidence of
systematically used frameworks,
findings from the empirical work,
in fact, suggests a more nuanced
continuum of practices, ranging
from unstructured approaches
through informal to formal models
(e.g. stage-gate) where the
phasing of innovation activities
was clearly punctuated by
decision gates.

Despite these differences,
involvement of both internal and
external stakeholders (e.g. clients,
regulators and partners) mediated
through an innovation owner (i.e.
a department(s), individual or
group of individuals) was a
prominent feature of all three
cases. These lead to the launch of

primarily  incremental  (e.g.
varying the characteristics of
funds, changes to loyalty

programme implementation phase
and alterations to insurance policy
wordings), and, on a few
occasions, disruptive innovations,
which can be mapped onto the
product, process and positional
innovation landscape (and in case
two paradigm dimension). They
occurred within relatively short
lead times (normally between 3



Keren Naa Abeka Arthur: Financial Innovation and its Governance: A Cross-case Analysis

and 34 months), as suggested in
the literature.  Within  this
framework, government
legislation and industry standards
played a key role in setting the
governance context and frame
within which innovation activities
take place; and these were
enforced  primarily  through
dialogue and approvals at key
decision-making meetings,
internal controls and codes of
conduct.

Within the case studies,
the researcher identified the
existence of a range of
mechanisms to foster anticipation,
characterisation and management
of risks associated with financial
innovations. The extensive use of
non-regulatory forms of
governance mechanisms, such as
project management and decision-
making committees, provided a
starting point for risks to be
assessed and understood. This
characteristic, which the research
considers to be one of the
strengths of the current financial
innovation and governance model,
was even present in organisations
that used unstructured approaches
to manage the innovation process,
albeit these were not sufficiently
integrated  with innovation
activity. What is of note is that this
was largely restricted, knowingly
or unknowingly, to the internal
operations of the organisation,
namely to activities associated
with its internal stakeholders.
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Further, although avenues for
anticipatory deliberations were in
place, discussions focused mainly
on quite narrow definitions of
(largely operational) risk (e.g.
project specific risks such as cost
and time overruns, organisational
capacity to meet demand and
financial returns, regulatory and
reputational risks) with limited
consideration of potential wider
e.g. systemic impacts within the
innovation governance framework
itself.

The involvement of
multiple stakeholders in the co-
creation and governance process
(to varying degrees) is another
feature of the current framework
for financial innovation and its
governance that could help steer
innovation towards desired ends.
This feature not only allows for
multiple perspectives on the issues
at stake, but also engages
individuals with the relevant
knowledge, skill and technical
expertise to help the organisation
make strategic decisions (e.g. to
attempt to distinguish beneficial
innovations from harmful ones
using outputs from anticipatory,
reflective and deliberative
exercises). Such individuals can
also contribute greatly towards
decisions regarding options for
mitigation  available to the
organisation. Despite this strength
within the current model, and
except for case study two, the
researcher identified engagement
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and deliberation to be largely
limited when this came to external
stakeholders. This is evidenced in
practices of limited involvement
of diverse stakeholder groups
(where these differ from clients)
and even in the context of clients,
limited engagement of individual
clients in the innovation process.

Overall, there was a
distinct lack of communication
and dialogue with, and amongst, a
diverse range of external
stakeholders. The few external
stakeholders that are involved
(e.g. customers/clients, partners
firms, and regulators) are not
brought together on one platform
(e.g. as has been done in some
innovation examples in science
and technology studies through
public debates and consensus
conferences) to engage with each
other on the issues at stake). Those
external stakeholders who do
engage do so through an
innovation owner who collates all
ideas and shares these with other
internal stakeholders as and when
these are needed. This may
suggest a  conscious  or
unconscious filtering of external
stakeholder  contributions and
ideas by the innovation owner,
which could limit the
effectiveness of a more broadly
configured deliberative process.
Further, the innovation owner in
this framework does not share
with other external stakeholders
the contributions of other external
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or internal stakeholders, thereby
eliminating the option of mutual
learning amongst a varied group
of stakeholders.

This is quite an important
gap in the current model as it
suggests that deliberative
processes identified within the
case studies fall short of some of
the good engagement practices
suggested in the literature as being
necessary for positive outcomes.
Specifically, it suggests that the
criteria of openness (which relates
to diversity among stakeholders),
level of intensity (relating to the
timing and nature of engagement)
and quality (with regard to number
of  engagements and the
mechanisms in place to facilitate
engagements) are lacking. This all
presents as a lack of engagement
with a wide range of external
stakeholders, which might include
such groups as competitors,
activists and special interest
groups all of whom could provide
important  contributions  to
understanding the wider impacts,
and social desirability of
innovations in the financial sector.

The use of formal or
informal linear innovation
management models, such as the
stage-gate  model identified in

some of the organisations,
provides an opportunity for an
ongoing monitoring and
assessment of innovation

activities, thereby allowing the
organisations to respond quickly.
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Despite  this, overall, the
researcher often observed a lack of
a systematic approach to
collecting and screening ideas
across the cases. That said, tools
such as periodic meetings, internal
controls (e.g. documents,
checklists, automated  rules,
contracts, etc.) and codes of
conduct, not only encouraged
responsiveness  to  emerging
knowledge on risks and broad
impacts, but also served to
incentivise positive action among
stakeholders. One question the
study begs is whether the degree
of formalisation of innovation
processes and governance
described has any positive impacts
on innovation capability and
outcomes. Further, although the
involvement of multiple
stakeholders in the financial
innovation  process  implies
broader scope for co-creation and
deliberation, it has the potential to
introduce complexity regarding
stakeholder  relationship  and
participation management,
especially in  cases where
structured governance approaches
are absent. Thus, there is a need to
clearly map out who the
stakeholders are, what their roles
are and possible channels of
communication to ensure that the
experience and outcomes are
positive.
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