[bookmark: _Toc195038805]ABSTRACT
[bookmark: _Hlk172092187]The occurrence of the global financial crisis in 2007-2009 has caused the issue of financial stability to become a significant concern for regulators, policymakers, and managers of financial institutions since the health of the economy and its ability to withstand shocks are closely linked to the soundness of the financial sector. The banking industry’s stability is crucial to the financial system’s stability because it constitutes a significant component of the financial system in the sub-region of sub-Saharan Africa and hence its significant source of risk. Regulators and policymakers are therefore periodically putting in measures (reforms and interventions) to protect the stability of the banking sector, particularly in the period of crisis. It is in this light that this study investigates the dynamics of banking stability in sub-Saharan Africa and its potential feedback effects on the real economy. The dynamics of banking stability entail patterns, progressions, and changes in the variables that affect a banking system's capacity to sustain stability over time. The key aspect of the dynamics of banking stability considered in this study includes the patterns, progressions, feedback loops, and interactions between various factors both internal (within the banking system) and external (broader economy) that either enhance or diminish stability.

[bookmark: _Hlk172092905][bookmark: _Hlk172098013] First, we assessed how banking stability and resilience have evolved in sub-Saharan Africa using trend analysis and stability index. In addition, we employed the System Generalized Method of Moments (GMM) panel regression model to identify the financial soundness indicators that contribute to banking stability in the sub-region by relating the Z-score to five soundness indicators. Next, the study also employed the dynamic generalized method of moments panel model to identify macroeconomic factors that have a significant impact on the non-performing loans ratio (a proxy for credit risk). A lower non-performing loans ratio (signifying a lower credit risk) translates to higher banking stability and vice versa. We used these significant macro variables to conduct macro stress testing of banks' credit risk, using non-performing loans as a proxy for banks' credit risk.
[bookmark: _Hlk172098831] The baseline scenario was obtained by applying the mean and standard deviation to a Monte Carlo simulation. The hypothetical scenario development approach was used, and the percentage deviation of the macro variables was applied to assess the sensitivity of non-performing loans to adverse macroeconomic development. 
Additionally, we examined the possible feedback effect of banking instability on the real economy by employing panel vector autoregressive (PVAR) methodologies. We therefore assessed the response of the Gross Domestic Product (GDP) growth rate, real interest rate, and inflation rate to adverse shocks in non-performing loans and credit risk. 
Finally, we examined the interrelationship between liquidity risk and capital adequacy risk and the joint impact of liquidity and capital adequacy on bank stability by employing simultaneous equations, panel VAR, two-stage least squares, and panel GMM estimation techniques. 
[bookmark: _Hlk172096226]The results revealed that the stability of the banking industry in the sub-region has not progressed over the years despite the financial reforms and interventions such as financial liberalisation, bank restructuring, developments of the institutional environment, implementation of 8 percent minimum risk-weighted CAR (capital adequacy ratio) that have been implemented. In addition, the findings indicated that capital adequacy ratio (CAR), return on assets (ROA) and the ratio of liquid assets to total assets have statistically significant influence on banking stability, hence contributing to the stability of the banking industry in sub-Saharan Africa.
[bookmark: _Hlk172098391]The study revealed that macro factors such as the GDP growth rate, real interest rate, and oil prices have statistically significant impacts on the level of non-performing loans (NPLs). In addition, the results of the stress test showed that NPLs are sensitive to adverse shocks to GDP growth rate and real interest rate hence NPLs can escalate should the scenarios materialised.
The findings of the study indicated that higher values of NPLs (banking instability) limit the credit growth of banks and cause a reduction in the GDP growth rate as well as an increase in inflation.  Surprisingly, the system exhibited a minimal response to credit growth shock. The findings, therefore, confirm the feedback effects of banking instabilities on the real economy.
Furthermore, the study's results showed that the interrelationship between liquidity risk and capital adequacy is bidirectional, and hence, there is a reciprocal relationship between liquidity risk and capital adequacy risk. Also, the study revealed that liquidity and capital adequacy jointly influence bank stability negatively. 
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