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Abstract. This paper conducts a theoretical analysis of bank performance through the lens of three key theoretical perspectives:
Principal-Agent Theory, Resource Dependence Theory, and Financial Innovation Theory. By examining their individual
contributions and the conflicts or synergies among them, the study develops an integrative framework to evaluate and enhance the
performance of urban commercial banks (CCBs). The Principal-Agent Theory emphasizes the governance and incentive alignment
challenges specific to financial institutions, while the Resource Dependence Theory highlights the strategic management of
external resources critical for bank success. Additionally, Financial Innovation Theory underscores the importance of adapting to
and leveraging innovations in the financial sector. The synthesis of these theories offers a holistic understanding of bank
performance, proposing actionable strategies for governance, resource optimization, and innovation adoption. This work provides
both theoretical and practical implications for policymakers, researchers, and banking practitioners aiming to improve the
competitive positioning and efficiency of urban commercial banks.

Keywords: bank performance, principal-agent theory, resource dependence theory, financial innovation theory, Urban
Commercial Banks (CCBs), governance, financial strategy, theoretical integration

1. Introduction

City Commercial Banks (CCBs) are critical players in China's banking and financial sectors, uniquely positioned to address the
financial needs of urban economies. Originating from rural credit cooperatives, they were reorganized during China's economic
reforms to support local economies, providing tailored financial services to small and medium-sized enterprises (SMESs) and urban
residents. Unlike large state-owned commercial banks, CCBs are typically smaller in scale and have a more localized focus. Their
unique positioning allows them to act as financial intermediaries that align closely with local economic development priorities,
supporting entrepreneurship, infrastructure development, and employment. However, this same focus exposes them to localized
economic risks and governance challenges [25, 27].

Despite their importance, CCBs face significant challenges, including weak governance structures, high ownership
concentration, and limited access to capital markets. Many CCBs rely heavily on retained earnings for growth and lack the financial
flexibility of larger banks. Furthermore, governance issues, such as interference from major shareholders or local governments,
exacerbate these challenges. For example, the collapse of Baoshang Bank highlighted the consequences of poor governance, with
its largest shareholder, Tomorrow Group, illegally occupying funds, leading to severe credit risks [28]. This situation underscores
the critical need for governance reforms and enhanced risk management to ensure stability and performance in the sector.

Understanding the performance of CCBs requires a multi-theoretical perspective. Principal-Agent Theory sheds light on
governance and incentive misalignments, highlighting the need for mechanisms to reduce information asymmetry and agency
problems [15]. Resource Dependence Theory explains how CCBs strategically manage their external dependencies, particularly
in regions where local government policies influence lending priorities. Additionally, Financial Innovation Theory emphasizes the
transformative role of technology and financial product innovation in improving efficiency and competitiveness. Together, these
frameworks provide a comprehensive lens to analyze the internal and external factors affecting CCB performance.

Given their local focus, CCBs play a vital role in ensuring financial inclusion and regional economic stability. However, recent
trends, such as declining net interest margins and rising non-performing loans, have raised concerns about their long-term viability.
From 2011 to 2022, the return on assets (ROA) of CCBs decreased significantly compared to large state-owned and joint-stock
banks, reflecting their struggles in adapting to changing financial conditions [6]. To address these issues, this study examines
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strategies to enhance governance, optimize resource allocation, and foster innovation. Policymakers and banking practitioners can
leverage these findings to design targeted interventions for sustaining the competitiveness of CCBs.

This study contributes to the growing body of literature on CCBs by integrating multiple theoretical perspectives to analyze
their performance. It provides an empirical basis for understanding how factors such as internal risk governance, ownership
concentration, and income diversification influence their operational efficiency. By focusing on CCBs, which have historically
received less attention than larger banks, this research aims to fill a critical gap in the literature. The findings offer practical
recommendations for enhancing the stability and performance of CCBs, ultimately supporting their role as vital engines of regional
economic development [5, 13].

2. Theoretical Framework

Understanding the performance of City Commercial Banks (CCBs) requires the integration of multiple theoretical perspectives to
capture the complex interplay of governance structures, external dependencies, and innovation-driven dynamics. While each
theory—Principal-Agent Theory, Resource Dependence Theory, and Financial Innovation Theory—offers distinct insights, their
combined application provides a more nuanced understanding of the factors influencing bank performance. This section discusses
each perspective in detail, providing the foundation for an integrative framework.

2.1. Principal-Agent Theory and Its Application in Banking

The principal-agent conflict arises from the divergence of interests between the principal (owners or shareholders) and the agent
(managers), especially in the context of financial institutions. Ideally, agents are expected to act in the best interests of their
principals by maximizing profitability. However, driven by personal incentives, they may prioritize decisions that do not align
with shareholder objectives, leading to inefficiencies and risks [7]. In the banking sector, this dynamic is further complicated by
asymmetric information, where agents hold more specific knowledge about daily operations than the principals. Principal-Agent
Theory emphasizes the need for well-designed governance mechanisms and incentive structures to mitigate these misalignments.
For example, effective contracts that incorporate both participation constraints and incentive compatibility requirements are vital
to ensuring optimal agent behavior under uncertain and conflicting conditions [21].

In scenarios where information is symmetric, principals can directly monitor agent behavior, applying reward and punishment
mechanisms to optimize outcomes. However, under asymmetric information, principals must rely on incentive mechanisms tied
to observable outcomes influenced by agent actions and external factors. This creates significant challenges in designing contracts
that maximize utility for both parties [10]. The application of Principal-Agent Theory in banking becomes crucial, as it helps
establish frameworks to address moral hazard and adverse selection—two critical issues that can compromise the stability and
performance of banks.

Principal-Agent Theory provides actionable insights into improving corporate governance and reducing risk in banking. For
example, moral hazard arises post-contract when agents may act with reduced effort or take undue risks, exploiting informational
advantages. Conversely, adverse selection occurs pre-contract, where principals might fail to select the best-suited agents due to
incomplete or asymmetric information. Both scenarios undermine organizational efficiency and risk asset security [10, 11]. To
address these challenges, modern banking governance incorporates mechanisms like internal risk governance frameworks and
monitoring systems, aligning the utility functions of shareholders and managers.

Moreover, the concept of "risk transfer” is critical in Principal-Agent Theory. Shareholders in banks may prefer high-risk
projects, as they stand to benefit disproportionately from successful outcomes, whereas creditors bear most of the downside risks.
This phenomenon, known as "asset substitution,” exemplifies the conflict between shareholders and creditors. Effective
governance mechanisms, such as enhanced risk management systems and stricter capital adequacy regulations, can curb such risky
behaviors, ensuring that investment activities prioritize long-term bank stability over short-term gains [3, 21.

The practical implications of Principal-Agent Theory are evident in the governance frameworks adopted by city commercial
banks (CCBs). For example, the appointment of a Chief Risk Officer (CRO) to oversee risk management and directly report to the
board of directors represents a structural application of agency theory. The CRQO's role in ensuring transparent communication
between stakeholders enhances accountability and minimizes agency costs [3]. Similarly, the establishment of risk committees
and board-level oversight mechanisms allows banks to set clear risk preferences, effectively communicate these to management,
and ensure compliance with strategic objectives [12]. These governance structures collectively reduce adverse selection and moral
hazard, improving overall bank performance.

Furthermore, evidence suggests that larger board sizes with diversified expertise contribute to greater transparency and
decision-making efficiency in banks. Such boards effectively balance risk appetite with business strategy, promoting sustainable
growth and stakeholder confidence. By integrating Principal-Agent Theory into their operational frameworks, banks can achieve
better alignment between managerial actions and shareholder interests, thereby fostering long-term competitiveness and resilience
[21].
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2.2. Resource Dependence Theory in the Context of Financial Institutions

Resource Dependence Theory (RDT) emphasizes the importance of managing an organization’s dependency on external
environmental resources for survival. The theory rests on four core assumptions: organizations prioritize survival, require resources
they cannot generate internally, depend on interactions with external entities to secure those resources, and must manage these
relationships strategically [9, 5]. For city commercial banks (CCBs), maintaining external relationships enables access to critical
services such as knowledge and skills, facilitates the development of valuable networks, and enhances their credibility within their
environment [21].

Organizational decision-making within this framework reflects economic rationality while grappling with limitations like
cognitive biases, incomplete information, and uncertainty [25]. These constraints make effective resource identification crucial,
with organizations striving to secure assets that are scarce, irreplaceable, and difficult to replicate. For CCBs, the strategic
management of these resources allows them to navigate competition and external risks, ensuring operational stability and
differentiation in the banking sector [14]. The governance structure of banks, particularly their boards of directors, plays a critical
role in this process by attracting high-quality external resources and providing oversight to address environmental uncertainties
[4].

In practice, the integration of independent directors or supervisory figures from diverse industries into governance frameworks
enables CCBs to acquire high-quality resources and reduce external shocks [21]. Additionally, the establishment of risk committees,
boards of directors, and chief risk officers provides valuable insights and oversight, helping banks optimize their resource
acquisition strategies and reduce uncertainties in volatile environments [1, 19]. These mechanisms have been shown to enhance
the overall stability of financial institutions.

Furthermore, the effective alignment of resource dependence strategies with internal governance processes contributes to the
resilience of banks, enabling them to mitigate adverse effects stemming from external shocks. By leveraging resources such as
expertise and professional networks, banks can sustain growth while minimizing risks [19]. The deployment of advanced risk
governance systems not only ensures compliance with regulatory standards but also optimizes internal operations to meet external
challenges effectively.

2.3. Financial Innovation Theory and Its Relevance to Bank Performance

Financial Innovation Theory builds on Schumpeter’s concept of innovation as the recombination of production factors, adapting
it to the financial sector. This framework underscores the transformative role of innovation in redefining business practices,
enhancing efficiency, and fostering profitability [17]. In the banking context, financial innovation is particularly impactful, as it
enables banks to integrate limited resources, develop diverse profit models, and adapt to dynamic market conditions [8].

For example, intermediary businesses such as consulting and agency services have become critical areas for financial
innovation. These activities typically require less capital investment while offering high profitability, enabling banks to diversify
revenue streams and reduce reliance on traditional interest-based income. As banks innovate financial products and services, they
expand their market scope and achieve economies of scale, lowering costs and improving performance.

The practical applications of financial innovation are evident in its impact on the competitive landscape of CCBs. Innovations
in financial technology have allowed banks to reconfigure their business models, offering diversified services that enhance
customer experience and operational efficiency. However, the drive for innovation is often motivated by the need to navigate
regulatory constraints, creating a dynamic interplay of regulation and innovation cycles [20].

Through financial innovation, banks are better positioned to manage risks and allocate resources effectively. For example, e-
finance solutions have enabled real-time market information access, reducing dependency on traditional banking intermediaries
while promoting financial inclusion [17]. As regulatory environments evolve, banks that resist innovation risk losing their
competitive edge, underscoring the importance of continuous adaptation to changing financial landscapes.

3. Synthesis of Theoretical Perspectives

Integrating multiple theories to analyze bank performance requires careful consideration of their individual contributions and
inherent contradictions. While each theory provides unique value in understanding specific aspects of banking operations, their
combined application allows for a more holistic analysis of the internal and external dynamics that influence performance. The
following sections explore the potential conflicts and synergies among these perspectives, demonstrating how they can be
synthesized into a cohesive framework.

3.1. Conflict and Synergy Among Theories
The Principal-Agent Theory, Resource Dependence Theory, and Financial Innovation Theory each offer unique insights into bank

performance but also generate inherent conceptual conflicts when applied simultaneously. Principal-Agent Theory emphasizes
governance and the mitigation of agency costs through incentive alignment mechanisms, prioritizing internal control structures
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[5]. In contrast, Resource Dependence Theory highlights the necessity of external resource integration and the interdependence
between banks and their operational environments [9, 12]. This external focus often contradicts the insular, self-contained
governance priorities of Principal-Agent Theory, leading to tensions between fostering external collaborations and maintaining
stringent internal controls. Furthermore, Financial Innovation Theory introduces a disruptive element, advocating for the constant
adaptation and transformation of traditional banking practices to embrace technology and new financial products [17]. This
emphasis on innovation may conflict with the risk-averse governance mechanisms prescribed by Principal-Agent Theory, creating
a delicate balance between promoting innovation and managing risk.

These theoretical conflicts are particularly evident in the banking sector, where decision-makers must simultaneously prioritize
risk governance, resource optimization, and innovation. For example, fostering innovation through financial technology can
enhance operational efficiency but may increase informational asymmetry, exacerbating agency problems. Similarly, external
resource dependencies, such as partnerships with fintech companies, can introduce additional governance challenges that
complicate risk management efforts [14]. Thus, while these theories collectively enrich the analytical framework for understanding
bank performance, their inherent contradictions require integrative strategies to mitigate conflicts.

Despite their conflicts, these theories also offer significant complementarities when applied together. Principal-Agent Theory's
focus on governance aligns well with Resource Dependence Theory's emphasis on strategic resource acquisition, as both
frameworks recognize the importance of structured oversight to optimize resource utilization and mitigate risks. For instance, well-
governed banks are more effective in managing external dependencies, leveraging their internal controls to negotiate favorable
terms and reduce resource volatility [1, 19]. Financial Innovation Theory further complements these frameworks by providing
tools and methodologies for enhancing operational efficiency and expanding market reach, offering practical solutions to the
resource constraints identified by Resource Dependence Theory.

The synergy among these theories becomes particularly evident in the context of digital transformation. By integrating
governance principles with innovative financial technologies, banks can enhance transparency, reduce information asymmetry,
and optimize resource allocation. For example, digital platforms enable real-time monitoring and reporting, improving governance
while simultaneously fostering innovation and collaboration with external stakeholders [17, 21]. Thus, these theories, when applied
synergistically, offer a comprehensive framework for addressing the multifaceted challenges of bank performance.

3.2. Integrative Framework for Bank Performance

An integrative framework for bank performance draws upon the core principles of Principal-Agent Theory, Resource Dependence
Theory, and Financial Innovation Theory to address the diverse challenges faced by modern banks. This framework begins with
the governance structures proposed by Principal-Agent Theory, emphasizing the alignment of incentives between shareholders
and management to reduce agency costs [10, 21]. Simultaneously, it incorporates the resource management strategies of Resource
Dependence Theory, which focus on the strategic acquisition and utilization of external resources to enhance operational resilience
and competitiveness [5]. These foundational elements are complemented by the innovative practices advocated by Financial
Innovation Theory, which encourage the adoption of new technologies and financial products to drive growth and efficiency [17].

By integrating these perspectives, the framework provides a holistic approach to bank performance that balances internal
governance, external resource management, and technological innovation. For example, implementing robust internal control
systems can enhance risk governance while enabling banks to explore innovative financial solutions, such as blockchain
technology and digital payment platforms. This multidimensional approach not only improves operational efficiency but also
ensures sustainable growth in an increasingly competitive and dynamic financial environment.

The practical application of this integrative framework requires a structured approach that aligns theoretical principles with
real-world banking operations. For instance, banks can establish governance mechanisms that prioritize transparency and
accountability while fostering collaborative partnerships with external stakeholders, such as fintech companies and regulatory
agencies. Additionally, the adoption of advanced data analytics tools can enhance decision-making processes, enabling banks to
identify and mitigate risks, optimize resource allocation, and explore new market opportunities.

Moreover, the framework emphasizes the importance of aligning innovation with regulatory compliance. By leveraging the
insights from Financial Innovation Theory, banks can develop scalable solutions that not only meet regulatory requirements but
also drive long-term profitability. For example, the integration of artificial intelligence in fraud detection systems can improve
governance while enhancing customer trust and operational efficiency [17]. Ultimately, this integrative framework serves as a
roadmap for banks to navigate the complexities of modern financial ecosystems, offering a balanced and comprehensive approach
to performance optimization.

3.3. Comparative Analysis of Theory Applications

The application of these theories varies significantly across regions and types of financial institutions, reflecting differences in
regulatory environments, market dynamics, and organizational structures. For instance, banks in developed economies often
prioritize Financial Innovation Theory due to their advanced technological infrastructure and competitive market conditions, while
those in developing economies may focus more on Resource Dependence Theory to secure critical external resources [14].
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Similarly, small and medium-sized banks, such as city commercial banks (CCBs), tend to emphasize governance mechanisms
outlined by Principal-Agent Theory to address challenges related to ownership concentration and limited capital access [1].

These variations highlight the need for tailored strategies that align theoretical principles with the specific contexts of different
banking institutions. For example, while large multinational banks may benefit from global resource networks and advanced
technologies, CCBs must navigate localized economic conditions and regulatory constraints, requiring a more focused application
of governance and resource management principles.

Comparative analyses reveal that banks adopting a balanced approach to these theories tend to perform better than those relying
on a single perspective. For instance, institutions that integrate innovation with robust governance structures often achieve higher
operational efficiency and customer satisfaction, as evidenced by the successful adoption of digital banking platforms in several
Asian markets [16, 17]. Conversely, banks that neglect governance or fail to adapt to technological changes face significant
performance risks, including operational inefficiencies and reputational damage [27].

These findings underscore the importance of a comprehensive and adaptable framework that leverages the strengths of each
theory while addressing their limitations. By comparing the applications of these theories across different contexts, this study
provides valuable insights into the strategies that banks can adopt to enhance their performance and resilience in a rapidly evolving
financial landscape.

4. Implications for Bank Performance

The practical application of theoretical insights is critical to improving the operational efficiency, stability, and competitiveness
of City Commercial Banks (CCBs). By addressing challenges related to governance, resource allocation, and innovation, banks
can enhance their performance and resilience in an evolving financial landscape. The following sections delve into specific
implications for governance, resource optimization, and financial innovation, providing actionable strategies for improvement.

4.1. Governance and Incentive Design

Governance and incentive structures play a pivotal role in maintaining the stability and efficiency of financial institutions. In the
context of city commercial banks (CCBs), effective governance mechanisms are critical to addressing the inherent conflicts of
interest highlighted by Principal-Agent Theory. Proper governance frameworks ensure the alignment of objectives between
shareholders and management, thereby reducing agency costs and enhancing performance [10, 21]. Central to this is the
implementation of oversight mechanisms, such as risk committees, independent directors, and robust reporting systems, which
help monitor managerial behavior and decision-making. These mechanisms are especially crucial in CCBs, which are more
susceptible to external shocks due to their relatively smaller scale and concentrated ownership structures.

One notable challenge in governance is addressing the moral hazard and adverse selection risks associated with management
decisions. For example, managers may prioritize short-term gains over long-term stability, leading to riskier investment behaviors.
Governance structures that include performance-based incentives, regular audits, and clear accountability frameworks help
mitigate these risks. By fostering a culture of transparency and accountability, these measures enhance trust among stakeholders
and improve operational efficiency [21, 28].

Incentive structures are a cornerstone of effective governance in banks. They serve to align the interests of shareholders,
management, and other stakeholders. Performance-based compensation, such as bonuses tied to long-term profitability metrics, is
one example of how incentives can be structured to promote sustainable growth. However, such systems must be carefully designed
to avoid encouraging excessive risk-taking. For instance, while high-risk projects may yield short-term profits, they can jeopardize
the bank’s long-term stability and reputation [7, 11].

In the case of CCBs, the introduction of equity-based incentives, such as stock options for senior management, has shown
promise in aligning managerial interests with shareholder goals. These incentives encourage managers to adopt a long-term
perspective, focusing on sustainable growth rather than immediate financial gains. Additionally, the incorporation of non-monetary
incentives, such as professional development opportunities and public recognition, can further enhance motivation and
performance. When combined with rigorous oversight and transparent reporting, these incentive structures contribute to a
governance framework that promotes stability, innovation, and competitiveness in the banking sector.

4.2. Resource Optimization Strategies

Resource optimization is fundamental to the operational success of banks, particularly for CCBs operating in competitive and
resource-constrained environments. Drawing on Resource Dependence Theory, banks must strategically manage their
relationships with external entities to secure the resources necessary for their operations and growth. For CCBs, this includes
accessing capital, acquiring skilled personnel, and leveraging technological advancements to improve efficiency and service
delivery [4].

Effective resource allocation strategies involve prioritizing investments in areas that yield the highest returns. For instance,
diversifying income sources through the development of non-interest-based revenue streams, such as consulting and advisory
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services, can reduce dependence on traditional interest-based income and mitigate risks associated with market fluctuations.
Moreover, strategic partnerships with fintech companies and other financial institutions can provide CCBs with access to advanced
technologies and innovative financial products, further enhancing their resource base and competitive positioning.

The optimization of resources must be balanced with effective risk management to ensure sustainable growth. This includes
adopting advanced risk assessment tools to evaluate potential investments and allocate resources efficiently. For example, data
analytics and artificial intelligence can be used to analyze market trends, assess credit risks, and identify opportunities for growth.
By leveraging these technologies, CCBs can make informed decisions that optimize their resource utilization while minimizing
exposure to risks [1, 14].

Furthermore, resource optimization strategies must align with the broader strategic objectives of the bank. This involves
ensuring that investments in technology, personnel, and infrastructure contribute to the long-term goals of operational efficiency,
customer satisfaction, and market expansion. For CCBs, this means adopting a holistic approach that integrates financial
performance with social and environmental considerations, thereby enhancing their overall impact and sustainability [12].

4.3. Leveraging Financial Innovation

Financial innovation is a key driver of growth and competitiveness in the banking sector. According to Financial Innovation Theory,
the adoption of new technologies and financial products can transform traditional banking operations, enhancing efficiency and
customer experience. For CCBs, innovations such as digital payment systems, blockchain technology, and artificial intelligence
offer opportunities to streamline operations, reduce costs, and expand their market reach [17, 20].

However, the adoption of financial innovations must be carefully managed to address regulatory and operational challenges.
For example, while digital banking platforms can improve accessibility and convenience, they also introduce new risks, such as
cybersecurity threats and data privacy concerns. To mitigate these risks, CCBs must invest in robust cybersecurity measures and
comply with regulatory standards, ensuring that their innovations are both effective and secure.

The successful implementation of financial innovation requires a strategic approach that integrates technology with the bank’s
overall objectives. For CCBs, this involves identifying areas where innovation can have the greatest impact, such as customer
service, risk management, and product development. For instance, the use of artificial intelligence in fraud detection systems can
enhance security while improving operational efficiency. Similarly, the development of customized financial products, such as
tailored loans for small and medium-sized enterprises (SMEs), can help CCBs meet the specific needs of their customers and
differentiate themselves in the market.

Additionally, collaboration with fintech companies and other technology providers can accelerate the adoption of financial
innovations, providing CCBs with access to advanced tools and expertise. By leveraging these partnerships, CCBs can enhance
their capabilities, improve their competitive positioning, and drive long-term growth. Ultimately, the integration of financial
innovation into the strategic framework of CCBs is essential for ensuring their relevance and success in an increasingly dynamic
financial landscape [17].

5. Conclusion

This study provides a comprehensive analysis of the factors influencing the performance of city commercial banks (CCBs) through
an integrative framework based on Principal-Agent Theory, Resource Dependence Theory, and Financial Innovation Theory. The
findings highlight the critical role of governance, resource optimization, and innovation in enhancing bank performance.
Specifically, effective internal governance mechanisms, such as performance-based incentives and transparent reporting systems,
were shown to mitigate agency problems and reduce risk-taking behaviors, ultimately fostering long-term stability. The study also
underscores the importance of strategic resource acquisition and management, as proposed by Resource Dependence Theory,
emphasizing the need for external collaborations and partnerships to strengthen operational resilience. Furthermore, Financial
Innovation Theory highlights how technological advancements, such as digital banking platforms and Al-driven risk management
tools, can drive efficiency, improve customer experiences, and ensure competitiveness in a rapidly evolving financial landscape.

Despite these insights, the study reveals inherent conflicts among the theoretical perspectives. For instance, the risk-averse
principles of governance structures may sometimes hinder the disruptive innovations advocated by Financial Innovation Theory,
necessitating a balanced approach to align these dynamics effectively. The practical implications of this research are significant,
offering actionable strategies for policymakers, regulators, and banking practitioners to enhance the governance, resource
management, and innovation capacities of CCBs. Future research should explore the mediating and moderating factors influencing
these relationships, particularly in varying economic and regulatory environments. By addressing these gaps, the findings can
further inform the development of tailored frameworks to support the sustainable growth and stability of city commercial banks
in diverse contexts.
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