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Abstract

This research aims to study the effect of financial development, both in financial
institution development and financial market development, on the stability of commercial banks
in Frontier market countries. The study examines using 187 commercial banks from 25 Frontier
market countries during the period from 2014 to 2024. The result from the panel data model
using System-GMM estimation reveals that banking sector development significantly increases
bank stability. However, the development of non-bank financial institutions, measured by
insurance companies development, as well as capital market development, show a decrease in
banking stability in the Frontier market countries. Furthermore, the study found that the
commercial bank financial condition-liquidity, size, and capital- as well as bank efficiency and
bank market structure also show a significantly impact on their stability. Economic growth rates,
inflation rates, trade openess, and the COVID-19 crisis also other factors influenced on bank
stability in the group countries. This research provides guidance for policymakers in formulating
financial development strategies, both in terms of financial institutions and financial markets, to
align with economic conditions and mitigate risks to commercial banks. It also provides guidance
for commercial banks in the group of countries to adapt to financial developments, including

financial positions, market structures, and future economic fluctuations.
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