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Measuring and Analysis the Relationship between Monetary Policy Tools
and Financial Stability in Algeria over the Period 2003-2017
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Abstract:

The main purpose of this study is to illustrate the nature of the relationship between
monetary policy tools and financial stability in Algeria, using quarterly data spans from
2003 to 2017. As well as, building an aggregate index that reflects the state of financial
stability depending on the experience of central banks in some countries, in order to
entrench and strengthen banking supervision to fits perfectly with the challenges of
banking globalization. The Autoregressive Distributive Lags (ARDL) model was used
in this study. First, we studied and analyzed time series using ADF and PP stationarity
tests and the Bounds test for joint integration and error correction model test, to attempt
to understand and explain the nature of the economic relationship of these variables;
bank interest rate (1), exchange rate (EX), money supply (M2) as independent variables.
The composite index, FSI banking stability represents the dependent variable. The
results indicate that there is a relationship in the short and long term for the variables
under study with financial stability in Algeria. In addition to a positive long-term
response between EX, M2 and FSI, this confirms the presence of a relationship between
monetary policy and financial stability in Algeria.

Key Words: Financial Stability, Algeria, Monetary Policy , Aggregate Financial
Stability Index, Autoregressive Distributed Lags Model.
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4 sl 53y Eviews10 b, ol - jiaall
0.05<0.97861 5% .o 51 Prob Chi-square(2) aes of edel Joud! I o Lo
D2y sl (w315 L)l sy pdm e ) pddl Bop i QWL 2 Ll asmys el e
AW Jgb) (3 anls gl L5 ol pde jlas) e LT bl 204
Heteroskedasticity :Breusch-Pagan-Godfrey cpbd!l b pds (adSdl jlas! gl =7 Jgudr)
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F-statistic 1.967467 Prob. F(12,43) 0.1523

Obs*R-squared 19.84906 Prob. Chi-Square(12) 0.2758
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1 1 0,5 0,5

2003 | 5.39334876 11.8293146 0.64404609 | 6.0900959 36.4133729 18.2164198
2004 | 5.39126864 | 1 11.96526 11078332126 | 6.41940346 | 0.5 36.1065744 18.1219127 | 05
2005 | 5.42213238 | 1 | 4.39553234 | 1 | 0.70632856 | 6.02467521 | 0.5 36.8768252 17.1801884 0,5
1 1 0,5 0,5

2006 | 7.37610639 7.12992257 0.90055586 | 8.39718246 46.5761791 20.5610401
2007 | 5.42213238 | 1 | 540319593 | 1 | 0.73826339 | 7.67283782| 0,5 39.5418889 17.8328854 | 0,5
1 1 0,5 0,5

2008 | 5.88229417 3.51877833 0.71635642 | 7.87284978 38.4524628 17.5922202
2009 | 874513242 | 1 | 335500843 | 1 | 0.73826339 | 8.04332573 | 0.5 35.4463907 17.7104596 | 03
1 1 0,5 0,5

2010 | 7.84727304 3.40003092 0.77013212 | 6.52394338 37.0989073 18.0686305
1 1 0,5 0,5

2011 | 7.89192815 3.38531437 0.81688337 | 6.6012498 37.4451985 17.2151648
2012 | 7.84042297 | 1 | 333186159 | 1 | 0.77013212 | 7.06794678 | 0.5 38.544546 16.0414812 | 03
1 1 0,5 0,5

2013 | 7.14768831 3.47279791 0.71026283 | 6.12924488 347597551 14.824558
2014 | 5.78158823 | 1 | 373133904 | 1 | 0.78332126 | 10.6327784 | 0.5 32.3458002 143806982 0,5
2015 | 653751019 | 1 | 3.6068319 | 1 | 0.74529148 | 6.43405339 | 0,5 30.0163061 135174872 | 0,5
1 1 0,5 0,5

2016 | 6.39941222 3.31999246 0.75251974 | 5.96073925 29.9169943 13.650069
1 1 0,5 0,5

2017 | 6.58320076 3.2950828 0.79146621 | 5.90737538 29.9092313 13.6347314
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(FSIQ)
Selected Model: ARDL(4, 0, 2, 3)
Case 2: Restricted Constant and No Trend
Date: 07/10/20 Time: 00:42
Sample: 2003Q1 2017Q4
Included observations: 56
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Conditional Error Correction Regression

\Variable Coefficient Std. Error t-Statistic Prob.

C 4.281810 1.764684 2.426389 0.0195
FSIQ(-1)* -0.414466 0.083589 -4.958360 0.0000
M2Q** 0.031519 0.007474 4.217458 0.0001
1Q(-1) -0.330474 0.081526 -4.053582 0.0002
EXQ(-1) 0.028362 0.013548 2.093421 0.0422
D(FSIQ(-1)) 0.452364 0.093644 4.830695 0.0000
D(FSIQ(-2)) 0.223772 0.096493 2.319050 0.0252
D(FSIQ(-3)) 0.118387 0.092291 1.282751 0.2065
D(1Q) -2.883759 0.365319 -7.893817 0.0000
D(1Q(-1)) 0.887058 0.457328 1.939654 0.0590
D(EXQ) 0.064413 0.030422 2.117296 0.0401
D(EXQ(-1)) -0.060642 0.030973 -1.957894 0.0568
D(EXQ(-2)) -0.048507 0.032155 -1.508509 0.1387

* p-value incompatible with t-Bounds distribution.
** Variable interpreted as Z = Z(-1) + D(2).

Levels Equation
Case 2: Restricted Constant and No Trend

\Variable Coefficient Std. Error t-Statistic Prob.

M2Q 0.076048 0.009081 8.374709 0.0000
1Q -0.797349 0.177888 -4.482322 0.0001
EXQ 0.068431 0.030625 2.234495 0.0307
C 10.33091 3.779416 2.733468 0.0091

EC = FSIQ - ( 0.0760*M2Q -0.7973*Q + 0.0684*EXQ + 10.3309 )

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) 1(1)
Asymptotic:
n=1000
F-statistic 5.791509 10% 2.37 3.2
k 3 5% 2.79 3.67
2.5% 3.15 4.08
1% 3.65 4.66
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.015877 Prob. F(2,41) 0.9843

Obs*R-squared 0.043339 Prob. Chi-Square(2) 0.9786

w\.;:.‘\ gl s e S e 5‘5,51;

Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.967467 Prob. F(12,43) 0.1523
0.2758

Obs*R-squared 19.84906 Prob. Chi-Square(12) (report, 2006)

Scaled explained SS 40.72825 Prob. Chi-Square(12) 0.0001
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