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Abstract

In the present study, the relationship between financial stability, quality of
governance and financial inclusion has been investigated in developing countries
with upper middle income in the period from 2004 to 2020. For the purpose of
achieving this goal, the multidimensional indexing method and two-stage GMM
have been applied. Moreover, two methods of estimation and Sobel are utilized to
examine the mediating role of the financial inclusion in the relationship between the
governance quality and financial stability. The results showed that the financial
inclusion and governance quality had a positive and significant impact on the
financial stability. The mediating role of the financial inclusion in the relationship
between the governance quality and financial stability has been confirmed by Sobel
test statistics. Based on these findings, it is suggested that the rules and regulations
should be reviewed by regulatory institutions in order to increase the financial
activities which improve the financial inclusion and maintain the improved financial
stability in the long run to reduce the negative effects of multiple regulations on
financial inclusion.
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