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Abstract

Financial crises can rapidly affect the real sector of the economy, causing
significant damage. The existing literature highlights the crucial role of a
country's vulnerability in undermining the stability of the financial sector.
This study investigates the effect of country risk on financial fragility in
selected countries in the Middle East and North Africa (MENA) from 2000 to
2021 using the vector autoregression (VAR) method for panel data. The
findings reveal that economic growth, economic structure, and economic
freedom negatively impact financial fragility, whereas inflation rates, real
interest rates, and country risk positively impact it. Country risk generates
uncertainty, diminishes the security of the political, economic, and financial
environment, and consequently reduces investment, leading to decreased
economic growth and increased financial fragility. Despite its significance,
the effect of country risk on financial fragility remains largely understudied.
The results of this study have important implications: policymakers should
focus on reducing country risk to foster a more stable political, economic,
and financial environment.
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