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Abstract The undeniable role of banks in aggregating and allocating
financial resources is possible and sustainable only when banks have financial
stability, especially when faced with financial crises. One of the important and
influential factors in financial stability is financial inclusion. Therefore, this study
investigates the effect of financial inclusion on financial stability in Iran and
selected Islamic countries for the period 2005-2020. The results of the model
estimation with dynamic panel data show that financial inclusion has a positive
and significant effect on financial stability. In other words, when the number of
ATMs, the number of bank branches, and the number of bank accounts with
commercial banks are higher, the tendency and access of people to financial
services will increase; Thus, the amount of savings and deposits in banks
increases, and this, in turn, enhances the ability of banks to cope with
financial crises and has a positive effect on their financial stability. The high
ratio of non-performing loans, cost-to-income ratio, and loan-to-deposit
ratio also have a significant negative impact on financial stability. Furthermore,
the impact of macroeconomic variables on financial stability is positive and
significant. In other words, with rising inflation and GDP, the financial stability
of banks increases.
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