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The effects of liquidity risk and credit risk on bank stability:

Evidence from the MENA region
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5. Conclusion and policy implications

Liquidity and credit risks are the two most important fac-
tors for banking survival. This paper studies the effect of
liquidity risk and credit risk on banking stability using a panel
dataset of 49 banks operating in the MENA countries over the
period 2006—2013. Moreover, we found that credit risk and
liquidity risk do not have an economically meaningful recip-
rocal contemporaneous or time-lagged relationship, besides,
each risk category has a significant impact on banking sta-
bility. We also documented that the interaction of the two risk
categories has a significant impact on banking stability.
Therefore, the estimation results showed the importance of
credit and liquidity risks in understanding banking stability in
the MENA region.
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