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Abstract:
The status of the central bank differs from onentiguto another according to the

legislative traditions adopted. But it is only imet last thirty years that
independence has become a theoretical phenometapoted in many developed
countries.
In this article, we are interested in assessing Baek of Algeria's level of
independence using the 1992 CWN indexes. Therégstlts confirm a significant
decline in independence between the 1990 2001randZ001 to the present day.
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1. INTRODUCTION:

The role of the central bank in a banking syste in an economy in general is
crucial. Although known for her role as lender @istl resort, she is also
responsible for defining monetary policy, oversgeithe financing of the
economy, and monitoring and controlling the bankiegstem. Thus, an
unregulated financial system is often subject tarcial crises (Calomiris and
Gorton, 1991).

There are two opposing models of central banks:déygendent central bank
(under direct government supervision) and the ieddpnt central bank (which
receives no instructions from the state).

In recent years, economic literature has seendh@rgence of the importance of
the independence of the central bank, especiatigesthe Maastricht Treaty in

1993, which enshrined the independence of the Eamentral Bank (ECB) and
independence national European central banks.

Indeed, since the work of Kydland and Prescott {)9Which stipulated that an

independent central bank would guarantee an iofiatate close to zero, this
financial institution has seen its role grow in on@ance, and this in addition to its
traditional actions of steering monetary policy.

Granting independence to the central bank meanséider the government, nor
the parliament or their representative membersge ltae power to interfere in

decisions made by the Central Bank in the exergisés statutory mission, let

alone overturn the course of decisions made.

However, the independence of central banks is dft#itized or even contested
because it would house technocratic power withie $kate; a power without

representation (Aglietta; 1992) which can sometimesa source of dysfunction
of the system. In this sense, monetary policy, wehy low interest rates, led by
the United States Federal Reserve (FED) at thenbewj of the decade 2000,
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would have provoked the subprime crisis.

In this work, we will try to study the Algerian ceal bank, in this case the Bank
of Algeria (BA). Deemed to be a central bank unsigpervision, in spite of the
independence which the money and credit law (MGbught it in 1990, we will
try to assess its degree of independence in twiogserthe first period spans from
1990 to 2001, the second from 2001 to the presant d

Thus, we begin our work with a brief review of fiterature on the independence
of a central bank, to better understand this cancep

We will then move on to quantifying the level odependence of the Bank of
Algeria via a panoply of indices.

2. Literature review on the independence of the Céral Bank:

Today, in most developed countries, central banke &dependent of
governments; this is particularly the case for Buwwopean Central Bank (ECB)
and the United States Federal Reserve (FED).

The concept of independence applied to the ceh&mak covers both a political
and an economic dimension. The first refers to itifeience exerted by the
government on monetary policy through its represterdgs on the central bank’s
board of directors, or through the appointmenttefgovernor or the vote on its
budget. While the second designates the autonomyeofcentral bank in the
choice of its instruments to achieve its previows#yobjectives (Vignolle, 2002).
The first theories relating to the independencthefcentral bank date back to the
1970s, following the stagflation experienced by keéreconomy countries and
the collapse of Keynesian economic policies. Indélee financing of budgetary
policies by the issuance of money from the certigalks, generated significant
inflation which penalized the purchasing power olu$eholds and limited the
competitiveness of businesses.

At the same time, the new liberalized and globdlifreancial system has changed

the position of central banks in economies, haseamed their importance in
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macroeconomic regulation and has confronted therth wimilar problems
(Aglietta; 1992). As a result, delegating the cartdof monetary policy to the
Central Bank is more credible than the governmeither because it attaches
greater importance to the fight against inflation, because it is linked by an
incentive contract (Mourougane A, 1998).

The definition of the independence of a centralkbaeems ambiguous today,
because the governor is everywhere designatedr dithéhe president of the
republic or by the constitutional authorities, ahdt its capital is always held by
the state .

However, this independence of the Central Bank lmardefined as a situation
resulting from a set of statutory provisions ortouss, in which the Bank is
clearly recognized as being in charge of monetdapilty, and within the
framework of this mission, does not receive diraxgi from public authorities
(Patat, 1992).

For Jean Pierre Petit (1992), to define the inddpece of a central bank, it is
first necessary to distinguish towards whom andatol what this independence
can be exercised.

* Towards whom: it is naturally political power thae generally think of,
but the analysis needs to be refined. In pluratistitical regimes,
legitimacy rests on universal suffrage and it issthlegitimate authorities
which must ultimately decide on the implementatadreconomic policy.
In this regard, it can be seen that the greateinithependence of a central
bank, the more it must take responsibility for dstion and, as such,
account for it (results, performance in relationotgectives) to political
authorities (democratic requirement). Depending tib@ organizational
model, it must report to elected authorities, oeclily to the public.

» Towards what: when we talk about the independehtieeccentral bank, it

is monetary policy that we think of. This excludegsany functions
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exercised by the central bank but which are ndtelihto monetary policy
(manufacturing of banknotes, establishment of thkarre of payments,
management of large files, services of generateste...) and which are
generally tightly regulated.
In addition, in the implementation of monetary pyglithere are several stages,
from preparation to application, which can invothe central bank in a variable
manner. Thus, a central bank, which does not haxradl monetary power, may
see its influence grow depending, for example, lenrelevance of its technical
advice or the quality of its economic studies andlyes (case of the Bank of
England).
Finally, it must be taken into account that theejpehdence of the central bank
can be weakened by the interference of the stafanctions, which may have
adverse repercussions on the effectiveness of mgnpblicy (in relation to its
objectives of monetary stability).
Overall, a central bank is independent if it isachg recognized as the sole
authority responsible for the stability of the amcy without any influence or
direction from the government.
In economic literature, the independence of a eéritank is assessed by two
criteria: organic independence, also called palitindependence, and functional
independence.
2.1. Organic independence
The organic or political independence of a centi@ik is determined by the
conditions of appointment of its leaders and thedt@mns of exercise of their
functions.
According to Cukierman et al. (1992), organic inelegence is reinforced with the
adoption of the following six criteria:
* Its main leaders are not appointed by the goverbhmen

» The duration of their mandates is sufficiently long
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* The government is not represented in its decisiaking bodies
* Government approval is not necessary to conducetaoypolicy
* Price stability is the main objective of the cehbrank
* The existence of statutory provisions favorableh® central bank in the
event of disagreement with the government.
2.2. Functional independence:

The functional independence of a central bankelated to its missions and
goals, its financial autonomy and its role in mamgtpolicy. Thus, to enjoy
functional independence, the objectives of monetaolicy must be clear and
precise. This is undoubtedly, what makes the Geroeatral bank superior to the
American central bank (Petit, 1992). In fact, ie tnited States, the FED aims,
through its monetary policy, at price stabilityll femployment, control of interest
rates and the control of inflation. On the othemdhahe Bundesbank in Germany
clearly aims for monetary stability.

3. The level of independence of the Bank of Algexi

Several measures of central bank independence haga proposed in the
economic literature (Grilli, Masciandaro and Taimgll 1991; Alesina and
Summers, 1993; Cukierman, Webb and Neyapti, 1992).

In this work, to study the level of independencehef Bank of Algeria, we have
chosen to apply the CWN indices developed by Cuokaer, Webb and Neyapti in
1992.

The main advantage of these indices is that thega@amplete in terms of elements
and relatively easy to reproduce because the aufirovide a complete guide to
coding the different subcomponents.

The CWN index has four components relating respelstito the procedures for
the appointment of the governor of the central bdh& resolution of conflicts
between the central bank and the executive, theofisan explicit political

objective and the rules limiting loans to governimen
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One of the characteristics of the index is thaffits and third components are
more closely linked to the internal functioningtb&é central bank (its procedures
and policies), while its second and fourth compaseieal with relations between
the bank central and executive power (disputesyvals as financial relations
between the two.
In addition, these CWN indices were modified byame in 2001 when he
studied the level of independence of central bankkatin America. Thus, it
incorporated political and economic criteria, fineth autonomy and the level of
transparency of central bank procedures. It asdigams/alues (0), (0.5) and (1)
and associates with them a weighting coefficient 13) which reflects the
importance of each criterion in its contribution tilee Bank's independence

process Central, and subsequently its role in liedunoflation.

Ghrissi in 2009, meanwhile, extended the elemeintiseofunctioning of the board
of governors (term of office, the list of situateofor which the governor can be
dismissed, etc.) when he assessed independente eentral bank of Tunisia.
To assess the level of independence of the Bankigdria, we synthesize the
measures of CWN, Jacome and Ghrissi, using thecasdpresented below.
As we have already pointed out, in this presentkwase take into account two
distinct periods: the first period begins in 199ftiluthe beginning of the
following decade, while the second concerns theogdé&001- 2019. The choice of
these dates is no coincidence. Indeed, the staadi of these two periods was
marked by the promulgation of new legislative tehasing significant impacts on
the organization and functioning of the monetartharity of Algeria. The year
1990 was marked by the promulgation of the law OQ<dlating to money and
credit (LMC), which reformed the Bank of AlgeriaABin its organization and
functioning. The second date, 2001, was the yearthef promulgation of

ordinance 01-01 amending and completing the LMC.
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3.1.Legal index
The legal index assesses the level of independéatehe legislature confers on
the central bank using the following criteria:

» First criterion: Main objective of the Central Bank
Price stability is the primary objective of a cahtr bank.
In Algeria, according to the provisions of artidd® of law 90-10, the BA's
mission consists in creating and maintaining inftekel of money and credit and
foreign exchange the most favorable conditionsdosb development economic
while ensuring the internal and external stabilityf the currency.
Stability at the internal level can be translatedtee stability of the liquidity rate
in the economy, therefore, the BA aims for the iitgbof the inflation rate.
Thus, the value of this criterion is 1 for the tperiods considered.

* 2nd criterion: Appointment of members and the tefroffice of the Board

of Directors.

In other words, the role of the legislature in #mpointment of the governor and
the members of the board of directors.
In its articles 20 and 21, the CML underlines tthet governor of the BA and his
three vice-governors are appointed by presidedéatee.
The governor is appointed for a period of six yeard each of the vice-governors
for a period of five years, they can only be redié\of their duties in the event of
duly declared incapacity or gross negligence. Enm tof office is renewable only
once.
However, Order 01-01 abolished the mandate of theempor and his three vice
governors.
Therefore the value of this criterion is O for tive® periods.

* 3rd criterion: The structure of the board of diocest
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This third criterion was broken down by Ghrissi .Mn 2014.
In 1990, the administration of the BA was entrugtethe Council of Money and
Credit (CMC) considered being the sole monetaryhauty and largely
autonomous vis-a-vis the executive. The CMC is aosed of the governor of the
central bank as president (appointed by the presiokethe republic), the three
vice governors as members (also appointed by thsident of the republic) and
three members appointed by decree of the head wérgment (today Prime
Minister) because of their economic and financavers.. The board of directors
was created in 2001 by ordinance 01.01. The boladirectors is made up of the
governor as president, the three vice governorstlargt officials appointed by
decree of the head of government for their powers.
In both periods, we note the direct representabiogovernment on the board of
directors; however, we note the absence of the afmiv sector.
Therefore, the value of this criterion is 0.5 floe two periods.

* 4th criterion: The dismissal of members of the bazfrdirectors
According to article 22 of the LMC "in the eventaly established incapacity, or
gross negligence, the governor and each of thesegovernors, are relieved of
their functions by decree of the president of #yaublic”. Thus, the dismissal of
the members of the council falls under the fundiai the president of the
republic.
The 4th criterion is, therefore, worth 0.5

» The 5th criterion: Credits granted to the governinen
The LMC has redefined the relationship betweenBAeand the Treasury. Since
its creation, the central bank has pursued a ldicypo terms of financing the
public treasury. The LMC has established limitstbea amount of money to be
contributed to the Treasury over time. As a reghk, overdrafts granted should
not exceed 10% of the budgetary revenue of theiquevyear. Regarding the

duration, overdrafts are granted for a period d 2dnsecutive days or not, and
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they must be reimbursed before the end of the Giahiyear for which they are
intended.
During the first period, the 5th criterion is wofitb
However, ordinance 03-11, in its article 46, auttes the Bank of Algeria to
grant exceptionally to the Treasury public an adeaimtended exclusively for the
active management of the external public debt aigj beyond the overdrafts, of
which the duration does not exceed 240 days, aatdtrby the LMC.
It also translates, in article 37, that the BA istlee service of the government
since it assists the latter in its relations witbernational financial institutions,
and that it can even represent it both with thesgitutions and with within
international conferences.
In addition, ordinance 17-10 introduced unconvardlo financing, which
consisted in the mobilization of financial funds the public treasury from the
BA, in particular to cover its financial needs.
Thus, during the second period the 5th criterikesahe value of 0.

» The 6th criterion: The financing of commercial bank
The LMC put an end to the banks' unlimited refinagcmechanism with the
Central Bank. As stated in article 59, the BA calyassue money if it has real
coverage. In other words, a counterpart of assets as bullion and gold money
or foreign currency. Credit is now on commerciahtg and savings must be its
main source of finance.
This 6th criterion takes the value of 1 for the tpayiods
The 7th criterion: Independence in the use of nmawepolicy instruments
The LMC assigns monetary power to the Council ohktary and Credit (CMC)
which is largely autonomous vis-a-vis the executh® a result, the Central Bank
is independent in the use of monetary policy imagnts.

The value of this 7th criterion in the first perisdworth 1.
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However, Order 01-01 has increased the number isopalities chosen by the
President of the Republic from the CMC, which lenihe independence of the
BA in the use of monetary policy instruments.
This ordinance has considerably reduced the autgradinthe BA, which can be
seen in the composition of the CMC. It is made LipGpeople: 7 members of the
board of directors and three civil servants. As anetary authority, a simple
majority of votes, therefore six votes, must takeisions. These six people can
be the three officials of the board of directorsl éime three officials of the CMC,
which translates a transfer of decision-making posgside the BA.
During the second period, the seventh criterioesake value of O

» The 8th criterion: Financial autonomy.
According to article 14 of the LMC the initial cagli of the BA is constituted by
an endowment entirely subscribed by the State b@dmount of which is fixed
by law.
The value of this 8th criterion is 1 for the twaipés.

* The 9th criterion: Responsibility
According to article 23 of the LMC, the governopresents the state before
international public institutions of economic, fir@al and monetary character.
According to Article 28, the governor represents BA before public authorities,
other central banks, international financial orgations and generally with third
parties.
The value of this 9th criterion is 1 for the twaipés

* The 10th criterion: Transparency
Since the promulgation of the LMC, the central bandkws up with the ministry
for finances a situation of its accounts stoppethatend of each month. This
situation is published in the official journal dfet republic.
In the closing month of each financial year, theagaor submits to the president

of the republic the balance sheet and the profitlass account as well as a report
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giving an account of the operations of the certiealk. These documents will be
published in the official journal.

However, we note the lack of certification from aexternal auditor.
Therefore we attribute to this criterion the valok 0.5 for the two periods.
To measure the legal independence of the Bank gérid, we collect all the
values assigned to the 10 criteria during the teoogs, and we associate them
with the weights of each criterion.

Thus, the result of the legal independence of thekBof Algeria is presented in
the following table.

Table N ° 1 The criteria relating to the legal independenicithe Bank of Algeria.

1990 to 2001 2001 to 2019
Independence criteria Valug Weight Weightedvalue | Weight | Weighted
value value
Objective 1 2 2 1 2 2
Appointment of board 0 2 0 0 2 0
members
Board structure 0,5 2 1 0,5 2 1
Board member dismissal 0,5 2 1 0,5 2 1
Government credit 0,5 3 1,5 0 3 0
Financing of commercial 1 2 2 1 2 2
banks
Independence in the use of 1 3 3 0 3 0
monetary instruments
Financial independence 1 1 1 1 1 1
The governor's responsibility 1 1 1 1 1 1
Transparency and publication 0,5 1 0,5 0,5 1 0,5
of financial statements
Total = Degree of / 19 13 / 19 8,5
independence of the CB

Source: produced by us
From the previous table:
During the period from 1990 to 2001, the legal mdd the Bank of Algeria
reached a value of 13 out of a total value of 19.
This reflects the level of independence that thgeeAian legislature had granted to

the Bank of Algeria.
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Indeed, the year 1990 was the year of the beginmiitige economic and financial
reforms undertaken by the Algerian authorities lideo to effect a reconversion
towards a market economy. In this momentum, the LM&@ brought a new
structure to the Algerian banking system by enshgirthe independence of the
central bank vis-a-vis the executive power, whiléimizing the number of
government representatives.
In addition, this independence was noted for thatdition of the amount and
duration of credits granted to the public treasury.
Concerning the second period, which begins in 2@t4 Jegal index of the Bank
of Algeria fell to reach a value of 8.5 out of atalo value of 19.
This decrease is the result of the promulgatiothefbanking ordinance n° 01-01
which considerably reduced the independence dBfehrough:

* The abolition of the mandate of the governor arsctiniee vice governors.

» Strengthening the weight of the government andptesidency on the BA

board of directors.

This decline in independence continued with therprgation of ordinance 03-
11, which authorizes the Bank of Algeria to excepailly grant the Treasury an
advance, intended exclusively for the active mamege of external public debt
and this, beyond the overdrafts, the duration oictvldoes not exceed 240 days,
authorized by the LMC.
And finally, the independence of the central bardswhaped by ordinance 17-10,
according to which the Bank of Algeria proceeds,amexceptional basis and
during a period of five (5) years, to purchase adiyefrom Treasury, securities
issued by it, to participate, including:

» Covering the Treasury's financing needs;

* Financing of internal public debt;

* Financing of the National Investment Fund.

3.2. The governor's turnover rate
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This index represents the average change adrgow at the head of the central
bank during a given period.
If the public authorities have the possibility ofamging governor, they will
choose the one who will support their economicged. So a quick change of
governor means a low level of independence.
To study the level of rotation of the Bank of Algerfrom 1990 to the present day,

we adopt the following formula:

Turnover rate = number of changes [/ term of office
The results obtained are presented in the followaide
Table N ° 2 The turnover rate of the BA governor
Gouvernor Installation Date of Term of | Turnover Average
date departure office rate turnover rate
Abderrahmane Hadjt 1989 1992 3ans 0,33
Nacer
Abdelouahab Keramane 1992 2001 9 ans 0,1111111
Mohamed Laksaci 2001 31-mai-16 14 ans 0,0714§285 0,2
Mohamed Loukal 31-mai-16 31-mars-19 3 ans 0,333333
Amar Hiouani (intérim) 20-avr-19 en fonctiorP / /

Source: produced by us

According to the preceding table, the turnover aftéhe governor of the BA is
low, with an average rate estimated at 0.2.

Indeed, A.Keramane spent 9 years at the head dAhe running for a mandate
and a half, as for Laksaci, he was governor foyddrs, and this from 2001, the
year of the abolition of the term until 2016. FigalLoukal spent 3 years at the
head of the BA before being appointed Minister iolaRce in 2019.

However, a low turnover rate does not necessardgmthat the Central Bank is
truly independent, because the incumbent goverarsanply stay there because
he does not come into conflict with the politicatizorities (Ghrissi, 2014).

2.3. Governor Political Vulnerability Index

This index, put forward by Cukierman and Webb i83,9measures the governor's

political vulnerability by looking at the change executive authority followed by
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a change in the governor of the Central Bank duangeriod which does not
exceed 6 month. Thus, this indicator makes it bsdo analyze the influence of
political power on the central bank.

Regarding the case of Algeria, we use for the ¢aficn of this index the change
of the president of the republic, instead of themerMinister who is the first
representative of the executive authority.

This choice is justified by the fact that in Algerit is the president of the republic

who appoints the governor of the Bank of Algeria.

The result obtained is presented in the followailge.

Table N ° 3: Vulnerability index of the governor'spolicy.

List of presidents Mandate's duratiof List of governors Mandate's
duration
Chadli Bendjedid 1990/1992| Abderrahmane Hadj 1989-1992
Nacer
Mohamed Boudiaff January1992/junel992 Abdelouahab Keramane 1992-2001
Ali Kafi 1992/1994 Mohamed Laksac 2001-2016
Liamine Zéroual 1994/1999 Mohamed Loukal 2016-2019
Abdelaziz Bouteflika 1999/2019| Amar Hiouani (intérim) Since 2019
Abdelkader Bensalaf In office

Source: produced by us.
From the previous table, we note that only one ghaf governor coincides with
the change of the president of the republic. Thiscerns the appointment of A.
Keramane following the arrival of Boudiaf at thealeof the High Commission of
State. Nevertheless, we believe that this chandaado the departure of A. Hadj-
Nacer following the resignation of President Ch&#indjdid.
4. CONCLUSION -
In this work, we have attempted to assess the Evadependence of the Bank of
Algeria over two distinct periods: 1990-2001 an@20uly 2019.
The independence of a central bank has been thecsudd many debates and

theories, which differ in their analyzes of its adtages and disadvantages.
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Initially, the independence of central banks, whids become very widespread
since the early 1990s, particularly in Europe, waposed by the Maastricht
Treaty with the aim of improving the conduct of netary policy.

However, it would be interesting to note that aaarnumber of empirical works
refute this conclusion, since there are many limdsthis independence, in
particular, the problem of coordination of monetaayd budgetary policies.
But beyond its advantages and disadvantagesnidsssary to question the true
degree of independence of the Bank of Algerialdady shows that this bank is
in a fairly sensitive situation, since it is sultjgo numerous criticisms of its
monetary policy and that it conveys an image wittlel credibility among
Algerian economists.
Through the CWN and Jacome indices adopted invibik, we have noticed a
significant decline in the independence of the BamkAlgeria from the first
period to the second period.

This is due in particular to the strengthening bé trepresentatives of the
government and of the presidency of the republitiwithe Council of Money
and Credit, of this fact, its decisions follow p@ial considerations as economic.
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