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m Abstract:

This study aims to investigate the impact of banking sector concentration
and income diversification on financial stability in Bahrain. Time series data
were used, and the Autoregressive Distributed Lag (ARDL) model was applied
for the period from 2007 to 2020. The results of the ARDL and ECM tests
confirm a long-term and short-term equilibrium relationship between the study
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variables. The long-term estimates indicate that banking sector concentration
has a statistically significant positive impact on financial stability, while it has
a negative impact in the short term. However, income diversification and eco-
nomic growth were found to have no statistically significant impact on finan-
cial stability in either the short or long term. The study recommends that the
Bahraini government and regulatory authorities maintain the concentration of
the banking sector, as large banks play a vital role in the sector due to their

diverse financial products, market strength, and cost-effectiveness.

¢ Keywords: bank concentration, income diversification, financial stability,
ARDL model.
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