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Abstract
The negative consequences of financial crises on the real sector of the

economy of developing countries have led policymakers to pay special
attention to monitoring and evaluating the financial stability of the banking
sector. The role of banking sector in developing countries is very important
because the financial sector provides financial services to the rest of the
economy.Liberalization theory argues that liberalization of international trade
and financial flows can promote financial stability and the development of
banks. Trade liberalization reduces transaction costs while increasing the
volume of trade, and financial liberalization leads to better allocation of
financial resources by creating a competitive environment in the financial
market and facilitating the mobilization of capital. Therefore, in this study, the
effect of financial and trade liberalization on the banking stability of 25
selected developing countries in the period 2000 to 2019, using the GMM
dynamic regression model has been investigated. The results show financial
and trade liberalization have positive effects on the banking stability of
selected developing countries. Simultaneous implementation of financial and
trade liberalization has an unexpected negative effect on banking stability.
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Findings also show that per capita income increases banking stability and
inflation decreases banking stability.

Keywords: Financial Liberalization; Trade Liberalization; Banking Stability;
Generalized Method of Moments (GMM).

JEL Classification: B17, G15, C29, G29.
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