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Analyzing the relationship between monetary policy
and financial stability in emerging and developing
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Abstract

This study examines the relationship between monetary policy and financial stability in emerging
and developing economies, through a comparative analytical approach with a specific focus on
Algeria. It investigates how monetary policy instruments—interest rates, reserve requirements, and
money supply growth—affect key financial stability indicators such as credit expansion, non-
performing loans, and bank capitalization ratios.

The analysis relies on international evidence from countries such as Turkey, Malaysia, Egypt,
South Africa, Morocco, India, Mexico, Brazil ,Chile, Tunisia, and Algeria. Results reveal that the
effectiveness of monetary policy in promoting financial stability

depends on institutional quality, central bank independence, and financial market depth. In Algeria,
weak monetary transmission channels and public-sector bank dominance limit the effectiveness of
conventional policy tools, and high levels of dollarization (individuals keeping their savings private
or even preferring to conduct their transactions in foreign currency), underscoring the need for
greater coordination with macroprudential policy.
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