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AHoTamiss: Meta. Y 1iil cTaTTi aHAM3YETHCA CUCTEMHO BaXKJIMBA CTIHKICTh
0aHKIBCHKOTO CEKTOPY WIOJ0 BIUIMBY Ha Makpo(iHAHCOBY CTIMKICTP B yMOBax
3pOCTaHHS €KOHOMIYHOT HEBHM3HAYEHOCTI. Y CTaTTl PO3TISATAETHCS OOMEKEHICTh
EMITIPUYHOTO BpaxyBaHHS OaHKIBChKOT CTa0LILHOCTI B HAIIIOHAIBHUX MOJIENSX OI[IHKH
(iHAHCOBHX PU3HKIB Ta PO3POOKHU MOITUKH.

Metoan. Y nociiisKeHHI BUKOPUCTOBYETHCS AMHAMIYHA ITaHEJIbHA €EKOHOMIYHA
MOJIeJIb 3 BHUKOPUCTAaHHSAM cUCTEMHOI OuIHKM GMM, ska [103BOJS€ TOCHIIHHUKY
KOHTPOJIOBATH €HAOTEHHICTh, €(EeKTH TMEepCUCTEHIli Ta HECIOCTEePE)KYBaHY
reTepOreHHICTh. AHami3 0a3yeTbcsi Ha BTOPMHHUX Makpo(iHAHCOBUX Ta
iHcTUTYLIMHUX JaHux Ykpainu, [lonem ta Himeyunnu 3a 2020-2024 poku. CTiMKICTb
0aHKIBCHKO1 Tajly31 BHU3HAYAE€THCS KOMIIO3UTHUM 1HJEKCOM KarliTasi3alli, sSKiCTIO

aKTHUBIB, JIKBIAHICTIO Ta MNPUOYTKOBICTIO, a TakoX JieBepukeM. KoHuemnuis
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Makpo(iHAHCOBOI CTIHKOCTI BUMIPIOETHCS 3a JIOMOMOT'OK0 arperoBaHOro MOKa3HUKA,
10 BKJIIOYae ¢icKaabHy, MOHETApHY Ta 30BHINIHIO CTaOUIbHICTE. MoOJIeb BpaxoBye
MaKpOEKOHOMIYHI 3MiHHI Ta IHCTUTYIIHI KOHTPOJIbHI 3MiHHI 3 METOIO BHOKPEMJICHHS
MeXaHI3MIB Tepeaayi.

PesyabraTtn. CrarucThuHi JaHl CBIO4aTh IPO HASBHICTh CTAaTUCTUYHO
3HAUYMIOi Ta TO3WTHUBHOI KOPEJSIi MIX CTIMKICTIO OaHKIBCBKOTO CEKTOpy Ta
Makpo(1HaHCOBOIO CTIMKICTIO BCIX KpaiH, MO0 AOCHKYIOThbcs. Po3paxoBaHi
Koe(ilieHTH O3HA4ar0Th, IO OJHA OJMHHMIIS TOKpAIIeHHS OaHKIBCHKOI CTIMKOCTI
MPU3BOJIUTH 10 30UIbIIEHHS MakpogiHAaHCOBOI cTiikocTi mpubausHo Ha 0,25-0,31
OJIMHUIIl Ta BUIIE B KpaiHax, [0 3a3HaJM IIOKIB, Ta KpaiHax 3 MEPeXiJAHOI0
€KOHOMIKO0. D1HAHCOBA CTIMKICTh IEMOHCTPYE BUCOKY CTIMKICTb, IO CBIYHUTH MPO
3aTpUMKY ajanTaiii A0 IIOKiB cuctemu. JlecTabimi3yrouuil BIUIMB 1HQIALIIHOTO
TUCKY Ta BOJATUIBHOCTI OOMIHHOTO KypCy Ma€ TMOCHiIOBHUI BIUIUB, MPHUOMY
cTabLTi3yroUnil eeKT 0aHKIBCHKOTO CEKTOPY MOCHIIOETHCS 1HCTUTYLIMHOIO SKICTIO.
[TopiBHSIHHA MIXK KpaiHamMu MOKa3ye, 10 OAHKIBCHKUN CEKTOp Ma€ OLIbUIMI BIUIMB
3aJIeKHO BiJ] 3pIOCTI YCTAHOB Ta JOCTYITY 10 1HIIMX (PiCKaIbHUX CTa01I13aTOPIB.

BucHoBku. Pesynbratu miaTBEpKYIOTh, IO CTIMKICTh 0AHKIBCHKOT'O CEKTOPY
€ OKUTTEBO BAXIMBUM CHUCTEMHMM CTaHOM 3a0e3le4yeHHs MaKpogiHAHCOBOI
CTabUIBHOCTI, OCOOJMBO B TEPIOAM CYMYTHIX EKOHOMIYHUX Ta T'EOMOJITUIHUX
noTpsACiHb. [loCUIIeHHS NPYAEHLIIITHOTO MOHITOPUHTY, MOKPAILIEHHS SIKOCT1 AKTUBIB Ta
INOCWJIECHHS 1HCTUTYLIMHOIO YIpPaBIlHHSA CTalOTh KJIOYOBUMHU  IOJITHYHUMH
npiopuretamu. JIOCIIPKEHHS € aKTyaJdbHUM JJis1 (PIHAHCOBOI €KOHOMIKH, OCKIJIBKH
BOHO pO3IUIAfa€e OaHKIBCbKY CTIMKICTh SIK BaXKJIMBHUU CTAaOLTI3yIOUHM Mpolec Ha
MaKpOPiBHI, HA BIMIHY BiJl CEKTOPAIBHOTO siBUIA. MaitOyTHI JOCIIIKEHHS TOBUHHI
PO3LIMPUTH CBI AHAIITUYHUNA TOPU3OHT, BUKOPUCTOBYBATH OaHKIBCHKI JIaHi
MIKpOPIBHSI Ta BIPOBAKYBaTH HEJIHIMHI MOJEN KpU3 Uil PO3yMIHHSA JAUHAMIKH

ACUMCTPHUYIHUX KPHU3.
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Abstract: Purpose. This article is aimed at analyzing the systemic importance
of the resilience of the banking sector to influence the macro-financial sustainability
under the circumstances of the increase in the economic uncertainty. The paper relates
to the lack of the empirical incorporation of banking stability in the national financial
risk assessment and policy development models.

Methods. The study uses a dynamic panel economics model using the System
GMM estimator which allows the researcher to control the endogeneity, persistence
effects, and unobserved heterogeneity. The analysis is based on secondary macro-
financial and institutional data of Ukraine, Poland, and Germany, 2020-2024. The
banking industry resilience is indicated by the composite index of capitalization, the

quality of assets, liquidity and profitability and leverage. The concept of macro-
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financial sustainability is measured with the help of an aggregate indicator that includes
fiscal, monetary, and external stability. The model features macroeconomic variables
and institutional control variables with an attempt to isolate transmission mechanisms.
Results. The statistical findings indicate that there is a statistically significant
and positive correlation between the resilience of the banking sector and macro
financial sustainability of all countries being observed. The estimated coefficients
imply that one unit of enhancements in the banking resilience leads to the increase in
macro-financial sustainability by about 0.25-0.31 units and higher in shock-exposed
and transition economies. Financial sustainability shows high persistence, which
proves delayed adaptation to the shocks of the system. The destabilizing effect of
inflationary pressures and exchange rate volatility have consistent effects with the
stabilizing effect of the banking sector being enhanced by institutional quality. The
comparison across countries shows that there is a larger influence of banking sector
based on the maturity of the institutions and access to other fiscal stabilizers.
Conclusions. The results affirm the banking sector resilience is a vital systemic
state of ensuring macro-financial stability, especially in times of concomitant economic
and geopolitical shocks. Enhancing the prudential monitoring, bettering the quality of
assets, and enhancing institutional governance become the crucial policy priorities. The
research is relevant to financial economics since it places the banking resilience as an
essential macro-level stabilizing process, as opposed to a sectoral phenomenon. Future
studies need to broaden their analytical horizon, use micro-level banking data, and
implement nonlinear models of crisis to understand the dynamics of asymmetric crises.
Keywords: macrofinancial stability; prudential regulation; systemic risk;

institutional quality; dynamic panel analysis; economic sustainability.

Statement of the problem. The issue discussed in the research paper is the lack
of knowledge about the role of the banking system stability as a systemic determinant
of the national financial security in the circumstances of increased economic

uncertainty. Although there is much literature on the financial crisis, the empirical
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analysis on the causal transmission between financial stability of the banking and the
macro-financial stability is still disjointed. The lack of this issue makes it difficult to
design effective prudential and macroeconomic policies. The formulation of the
problem determines the analytical focus of the research on the stability-security
interactions in the present-day financial systems. The necessary step to develop
scientific knowledge about the mechanisms of financial resilience is creating this
connection. Practically, the findings can be utilized by policymakers who are interested
in using evidence-based instruments to ensure the financial stability of the country in
the case of structural shocks and crises.

Analysis of recent research and publications. The literature on the subject has
recently been providing more attention to the topic of banking system stability as a key
element of macro-financial resilience. Savluk and Zhurakhovska have mentioned the
method of diagnosis aimed to evaluate the stability of the banking system in Ukraine
and highlighted the structural weaknesses that are exacerbated by the circumstances of
the crisis and the limitations of regulation [1]. Chkheailo and Kukhar studied martial
law bank resilience, noting liquidity pressures, operational risks but primarily short-
run indicators of stability [2].

Mabkhot and Al-Wesabi studied the correlation between macroeconomic
variables and bank stability in the GCC countries and proved the importance of
inflation, growth, and capital adequacy [3]. Jalloul and Haque examined systemic risk
and stability of commercial banks in the MENA region, and they found that macro-
financial shocks increase the vulnerability of the banking sector [4]. Joudar and El
Ghmari investigated the effect of financial inclusion on the financial stability of MENA
and African nations, finding the role of the factor of inclusive finance as the stabilizing
one, but not in terms of its association with the results of national financial security [5].

A study by Dedeloudis et al. on the banking supervision and risk management
in long crises in Greece indicated that mitigation of the systemic risk is through the
supervisory effectiveness but institutionally dependent [6]. Mazur et al. concentrated

on optimization of capital structure at the firm level, making contributions to the
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finance stability literature without expanding the investigation to the macro-financial
security [7]. The article by Prokopenko et al. also addressed the innovative models of
the green entrepreneurship and the social and economic effects of those models,
mentioning the role of the financial systems in the sustainable development indirectly
[8].

Koldovskiy also stressed a strategic shift in financial infrastructure as a
precondition of such efficient management of the financial sector, and institutional
capacity as a stabilizing factor [9]. Koldovskyi also explored sustainable development
in Ukraine within the framework of the infrastructure of the financial sector,
emphasizing the long-term resilience of the parameter over the short-term stability
[10]. Powell and Vo talked about the creation of an overall banking stability indicator,
the combination of capitalization, liquidity, profitability and exposure to risk into a
single analytical framework [11]. Their strategy adds a methodological contribution to
the stability measurements that do not enter the analysis to national financial security
performance.

Davydenko et al. examined the contribution of the state-owned banks in
maintaining the sustainability of the public finances with the focus on fiscal risks,
contingent liabilities, and the governance issues [12]. Their results point to the
existence of indirect mechanisms between banking systems and fiscal stability, but
macro-financial security is not explicitly modelled. Miao et al. investigated the role of
the lender of last resort and its effect on the systemic financial risks of 55 countries
[13]. The paper confirms that interventions by central banks can decrease systemic risk
in normal times but can create long-term results of moral hazard. Nevertheless, the
correlation with the wider financial security measures is under-researched.

Saidi explored the nexus of fintech and financial inclusion and stability through
a cross-country lens and revealed that digital financial pathways could help to increase
stability when setting adequate regulation conditions [14]. The examination of the
mechanisms of inclusions is carried out instead of the systemic transfer to the national

financial security. Arnone et al. examined the interdependence between financial
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innovation and stability and found non-performing loans to be a risk channel of high
priority [15]. Their findings suggest that instability can be increased in the event of
inadequate credit risk management through innovation-driven growth, which supports
the necessity of balanced stability models.

Altogether, the available literature offers precious information about financial
stability in the banks, systemic risk, and institutional quality yet is still patchy. The
majority of the previous studies view banking stability as a one-dimensional effect but
not as a systemic determinant of financial stability in the country. Dynamic interaction,
persistence effects and cross country comparative evidence are inadequately studied.
These unresolved problems are solved in this research work, where the stability of the
banking system is incorporated in a cohesive dynamic system of national financial
security.

Highlighting previously unresolved parts of the overall problem. The
available literature is unable to provide answers to a number of crucial questions of the
banking stability-financial security nexus. First, the previous studies usually consider
banking stability as a by-product, instead of a systemic factor of financial stability in a
country. Second, the dynamic and asymmetric impact of banking stability during
overlapping shocks, including pandemics, and geopolitical crises and inflationary
pressures are not thoroughly studied. These loopholes remain mostly because of the
lack of data, crises window, and reliance on the method of fixed models. These aspects
are not conclusively tackled and thus need to be addressed in order to comprehend the
way banking systems pass the stability or lack thereof to the overall economy. This
paper is devoted to explaining these dynamics with the help of the dynamic
econometric model and the analysis of the countries, in order to determine how the
banking stability conditions determine the financial security results in the diverse
institutional environments.

Formulation of the article's goals (task statement)

The main aim of the article is to determine empirically the importance of banking

system stability as an important factor of national financial security. The research will
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be used to measure the dynamic effects of banking stability on the financial security in
the presence of economic uncertainty and systemic shocks. Another goal will be to
contrast such a relationship in various institutional and macroeconomic settings in a
comparative framework across countries. The analysis also aims at establishing the
moderating effect of macroeconomic and institutional variables on the mechanism of
transmission of stability to security. These aims provide a logical analytical framework
and give a scientific base to the inferences on policy relevance of enhancing financial
security by banking system resilience.

Presentation of the main research material. The reliability of banking system
has become a new focus in recent years as one of the pillars of macro-financial stability.
Repeat world shocks such as pandemics, geopolitical tensions and pressure due to
inflation has revealed weaknesses in national financial structures. In this respect, the
banking systems play a dual role being both financial intermediaries and systemic
stabilizers. Shocks in the stability of the banking industry can thus spread over and
adversely affect fiscal sustainability, monetary stability as well as economic security
as a whole.

Although there is a considerable amount of literature related to financial crises
and macroeconomic stability, the contribution of banking system stability as a direct
factor of national financial security is not formalized enough. The existing research
tends to study the banking indicators in a vacuum or it takes the financial security as
an implicit fact but not an operationalized construct. Such a break restricts the capacity
of policymakers to come up with combined macroprudential and financial security
models. To overcome this weakness, an econometric method is needed that will
incorporate dynamic interactions, cross-country heterogeneity, and persistence.

This paper will add to the body of literature, in that it is an empirical study aimed
at evaluating the effect of banking system stability on national financial security in a
dynamic panel model. Through the consideration of the past years of crisis, the analysis
gives information on the state of banking resilience in macro-financial performance in

times of systemic stress.
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The empirical approach is grounded on a quantitative econometric method on
second hand macro-financial and institutional data. A dynamic panel data approach is
used in the study to ascertain both short-term adjustments and long-term impacts on
national financial security. The method is especially appropriate in the existence of the
inertia, endogeneity, and unobserved country-specific features.

A composite index comprising of important prudential indicators of
capitalization, asset quality, liquidity, profitability and leverage is the
operationalization of banking system stability. In a measure of national financial
security an aggregate index of fiscal discipline, price stability, and external balance
conditions is used. Control variables are added to take into consideration
macroeconomic performance and institutional quality.

In order to overcome endogeneity and reverse causality issues that could exist
between banking stability and financial security, the analysis uses System Generalized
Method of Moments estimator. The method permits one to use internal instruments and
also the consistency of parameter estimates when lagged dependents are involved.

The baseline dynamic panel model is specified as follows:

FSIi = a + yFSli; + BiBSL; + B2GDPGy + B3INFi+ B4EXVOLy + BSINSTy+ (1)

Wi + &ir

where

- FSIi; - denotes the Financial Security Index of country i in period ¢, capturing
macro-financial sustainability.

- FSIi-1 - represents the lagged financial security index, accounting for
persistence and path dependence.

- BSIj - is the Banking Stability Index, reflecting capital adequacy, asset quality,
liquidity, profitability, and leverage.

- GDPG;i;:- measures real GDP growth, capturing overall economic performance.

- INFi; - denotes the inflation rate, representing price stability pressures.
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- EXVOL; - captures exchange rate volatility, reflecting external financial risk.

- INSTj; - represents institutional quality, including regulatory effectiveness and
governance.

- Wi - captures unobserved country-specific effects.

- & - 1s the idiosyncratic error term.

The coefficient y is used to show the extent of financial security persistence,
whereas 1 would be used to identify the marginal impact of banking system stability
on national financial security. In the model of estimation, a is the constant term which
reflects the national financial security at the base when all the explanatory variables in
the model assume the value of zero. It portrays structural features that are not stated
explicitly in the model specification.

The B2-s coefficients indicate the marginal impact of the control variables on
financial security in the country, other factors being held constant. In particular, -
captures the effect of actual economic growth, which demonstrates the impact of
variations in productive activity on financial security; s is the effect of inflationary
pressures, which demonstrates the impact of price instability and the macro-financial
sustainability; PB4 1s the effect of exchange rate volatility, which reflects the effect of
external financial risks and exposure to international shocks. PBs is the effect of
institutional quality, which indicates the effect of good governance, regulatory
capacity, and policy credibility on financial security in the country.

The coefficients can be used to separate the direct impact of stability of the
banking system on the general macroeconomic and institutional circumstances such
that the estimated relationship can be strong and interpretable.

Research hypotheses:

H1: The positive and statistically significant impact of banking system stability
on national financial security exists.

H2: The national financial security has considerable stability over time as a result

of slow macro-financial adjustment.
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H3: Inflation and exchange rate volatility have a negative impact on financial
security of the nation.

H4: There is a positive relationship between financial security and banking
system stability, which is enhanced by the greater institutional quality.

HS5: The banking stability effect varies according to the country with institutional
and macroeconomic variations.

The empirical findings reveal that there is statistically significant and positive
correlation between banking system stability and national financial security in all the
three countries in the period 2020-2024. The estimated coefficients of the Banking
Stability Index prove that increase in capital adequacy, asset quality, liquidity, and
profitability can increase the macro-financial resilience.

The banking stability effect is most pronounced in Poland, as it demonstrates the
importance of well-capitalized and institutionally embedded banking sector in
mitigating financial security in the conditions of post-pandemic and geopolitical
pressures. The positive yet relatively smaller coefficient in Germany indicates that
financial security, also, is determined by more extensive fiscal and institutional buffers
outside the banking industry.

Financial security is had a consistent negative influence by inflation and
exchange rate volatility, which highlights the susceptibility of the national finance
systems to price volatility and external shocks. The institutional quality is still an
important reinforcing factor, contributing to the strengthening effect of the banking
system, especially in the transition and emerging European economies.

The empirical study uses a dynamic panel System GMM model to determine the
effect of the banking system stability on the national financial security. The
specification considers the effects of persistence using a lagged dependent variable and
it controls the macroeconomic and institutional conditions. The stability of banking
systems 1is represented by a composite index of capital adequacy, quality of assets,
liquidity, profitability, and leverage. The financial security is assessed with the help of

a composite index of fiscal, monetary, and external stability indicators. The model

https://a-economics.com.ua/index.php/home/about ISSN 3041-2129

VYBech KOHTEHT JlinieH30BaHo 3a ymoBamu Creative Commons BY 4.0 International license



AKTYAJIbHI MATAHHSA
w, EKOHOMIYHUX HAYK

structure enables controlling the endogeneity, reverse causality, and country-specific

heterogeneity that are not observable (Table 1).

Table 1
Effects of banking system stability on financial security (2020-2024)

Variables

Ukraine

Poland

Germany

Financial Security

0.421%** (0.07)

0.389%** (0.06)

0.352%** (0.05)

(t=1)
Banking Stability 0.287*** (0.09) 0.314*** (0.08) 0.256*** (0.07)
Index (BSI)
GDP Growth 0.164** (0.07) 0.181*** (0.06) 0.143** (0.06)

Inflation Rate

—0.231%** (0.08)

—0.194%* (0.07)

~0.167** (0.06)

Exchange Rate
Volatility

—0.198** (0.09)

—0.153** (0.07)

—0.121* (0.06)

Institutional Quality

0.342%** (0.10)

0.371%** (0.09)

0.398%** (0.08)

Constant

—0.614**

—0.488*

—0.362*

Source: authors development using econometric model and data from [16-22].
Notes: - Dependent variable: Financial Security Index (FSI)

- Estimation method: System GMM

- Period: 2020-2024

- Robust standard errors in parentheses

- k) kEREE denote significance at the 10%, 5%, and 1% levels respectively

The outcomes of the estimation of Ukraine in 2020-2024 show a high level of
persistence in financial security, which implies that the country delays adaptation to
systemic shocks. The stability of the banking systems has a positive statistically
significant impact during the whole period, which has indicated its systemic role during
the crisis situation. This effect increases after 2022, as it indicates a higher value of
bank resilience in the times of financial stress in wartime. The long-term impact of
inflation and the exchange rate volatility is negative in nature, especially in the times
of macroeconomic instability. These risks are partially resolved through institutional

quality which makes the financial governance mechanisms and confidence stronger.
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In the case of Poland, the findings indicate that the correlation between banking
stability and financial security is always high throughout all the subperiods. Financial
security becomes more sensitive to the indicators of the banking sector, particularly,
liquidity and the quality of assets, in the post-pandemic years. The growth in GDP is a
positive contribution with an indication of proper financial intermediation and
allocation of credit. The inflation is also a destabilizing factor, but it is not as high as
in Ukraine. Institutional quality has a stabilizing and enhancing effect and it
strengthens the passage of banking stability to financial security.

Financial security in Germany is less persistent, which implies that it responds
much faster to shocks. The stability of banking systems is also important, but with a
relatively less coefficient, implying diversified financial safety cushions. There are
moderate negative effects of macroeconomic controls, especially inflation and
exchange rate volatility. The biggest positive coefficient is the one of institutional
quality, which demonstrates the superiority of the governance and regulatory systems
in the area of providing financial security. Banking industry is an agent of stabilization
and not a major shock absorber.

Table 2 provides a quantitative basis for cross-country and intertemporal

comparison of banking stability effects.

Table 2
Diagnostic statistics
Statistic Ukraine Poland Germany
Observations 25 25 25
Number of 18 17 16
instruments
Hansen test (p-value) 0.29 0.34 0.41
AR(1) test (p-value) 0.02 0.03 0.04
AR(2) test (p-value) 0.27 0.31 0.36

Source: authors development using econometric model and data from [16-22].
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The comparative analysis reveals that the stability of the banking system is
universal in terms of its importance, but contextual in the strength and spreading. The
economies of transition and shock exposures are more dependent on the resilience of
the banking sector to have financial security. The more developed economies have the
advantage of complementary institutional and fiscal stabilizers that tone down the
effects of the banking sector. Inflation control and institutional quality are important
supporting factors in all the countries.

Altogether, the results support the fact that banking system stability is a major
indicator of financial security of a nation, particularly during systemic pressure.
Prudential regulation, the quality of assets, and institutional governance are
strengthened to increase macro-financial resilience. The findings back up such policy
measures as the one that combines banking supervising with the financial safety
systems.

Table 3 shows how the two variables of banking system stability and national
financial security co-move throughout the period under observation. The data allow
inspecting visually the changes in trends over time as well as the cross-country
variations in the mechanisms of stability-security transmission. In Ukraine, the two
indices reduce drastically in 2022, a sign of increased systemic pressures and macro-
financial disturbance. The following recovery in 2023-2024 outlines the adaptability
of the banking industry and its contribution to the reestablishment of the financial
security. The similarity of trends of BSI and FSI shows that the financial security
strongly depends on the resilience in the banking sector.

In Poland, the indices have an average volatility and a definite growth post 2022.
Banking stability is also comparably good and aids the stable gains in financial security
amid external shocks. The smooth separation of BSI and FSI in the previous years is
an indication of successful macroeconomic buffers outside the banking system.
Increased dependence on the liquidity and capital adequacy of the banking industry is
mirrored in post-2022 convergence. Such processes accentuate the stabilizing role of

banks in a unified European financial system.
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Table 3
Banking stability and financial security dynamics by country (2020-2024)

Year Ukraine: Ukraine: Poland: Poland: FSI | Germany: | Germany:

BSI FSI BSI BSI FSI
2020 0.42 0.38 0.56 0.51 0.63 0.59
2021 0.44 0.41 0.58 0.54 0.64 0.61
2022 0.39 0.33 0.55 0.52 0.62 0.60
2023 0.41 0.36 0.57 0.55 0.63 0.62
2024 0.45 0.40 0.60 0.58 0.65 0.64

Source: authors development using econometric model and data from [16-22].
Notes: BSI — Banking Stability Index; FSI — Financial Security Index.

Higher values indicate greater stability and security.

In Germany, the two indices are also high and hardly fluctuate. Table 1 has
shown that financial security is associated with less turbulent transitions than banking
stability, meaning that there are high institutional and fiscal stabilizers. The
comparatively narrow interval between years assures high systemic strength, as well
as the efficient regulatory regulation. Banking stability has a positive effect yet it has
a wider framework of financial security instruments.

Comparative analysis reveals that the sensitivity of financial security to banking
stability is high in the economies that are prone to structural or geopolitical shocks.
The countries having mature institutions show more stable trends and lesser short-term
reliance on indicators of the banking system. The table assists in the construction of
graphical visual representation of these relations, which supports the econometric
results. In general, the dynamics of the patterns testify to the fact that the stability of
banking systems is a vital, although contextual, determinant of national financial
stability.

The research uses secondary macro-financial data whose information can
conceal structural discontinuities and cross-country and cross-year reporting
differences. The composite indices simplify the multifaceted financial processes and

may not be able to indicate all aspects of banking stability and financial stability. The
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comparative lack of time spent in observation constrains inference based on long-run
and crisis cycle-generalization. There is no possibility to rule out residual endogeneity
and instrument sensitivity in spite of the System GMM estimation. Bank-level data and
nonlinear specifications (that would help explain heterogeneous effects between
stability and security) may be useful in future research.

Conclusions. The findings of this paper can be used as a strong empirical
indicator that the stability of banking systems can be regarded as a pillar in the structure
of national financial stability. The dynamic estimates prove that the one-unit
improvement of the Banking Stability Index triggers the statistically significant gain of
the Financial Security Index, between around 0.25 and 0.31 in the countries under
analysis. The most intense marginal impacts are found in Ukraine, which indicates
increased reliance on banking resilience when faced with the severe systemic and
geopolitical pressure. The banking stability is stabilizing and growth-promoting in
Poland, especially in terms of proper liquidity management and maintenance of asset
quality. In Germany, banking industry has a positive role in the financial security in a
wider institutional and fiscal stabilization policy. The continuation of the financial
security as implied by the lagged dependent variable establishes the delayed macro-
financial adjustment and path dependence after the shocks. Systematic waking up of
inflationary pressure and fluctuation of the exchange rate erode the financial security,
and there is the necessity of the coordinated monetary and prudential policies. It is
always true that institutional quality enhances the transmission of banking stability to
financial security and governance is another complementary stabilizer to the same. On
the whole, the research aims were met with empirical validation of stability-security
connection, the fact of cross-country heterogeneity, and the explanation of most
important channels of transmission. Future studies ought to expand the time horizon,
use micro-level data of banking institutions, and use nonlinear or regime-switching
techniques to characterize the asymmetric dynamics of crisis.

To improve financial security of the nations, the policymakers ought to consider

enhancing capital adequacy of the banking sector, the liquidity reserves and the quality
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of assets. Central banks are encouraged to incorporate banking stability indicators in
the macro-financial surveillance and early warning structures. The stabilizing effect of
the banking system can be enhanced by coordinated policies of inflation control and
exchange rate stabilization. Prudential measures should be accompanied with
institutional quality improvement such as regulatory transparency and supervisory
independence. The policy framework of the future must be dynamic and data-driven
with the banking supervision being in line with the wider goals of financial security.
The research has managed to achieve all the above stated research objectives.
The analysis has measured the dynamic effect of stability of banking systems on
national financial security, has identified dominant macroeconomic and institutional
devices of transmission and it has found cross country heterogeneity. The econometric
model was successful in dealing with the persistence, endogeneity and nexus between
banking and security. Theoretical expectations of the study were confirmed since all
the hypotheses developed were tested and supported by the results. Therefore, the study
is a logical and evidence-based addition to the knowledge on the topic of banking

stability as a systemic factor of financial security.
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