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A nonlinear approach to estimating the impact of the central bank independence on
the effectiveness of monetary policy in Algeria for the period (1990-2021)
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Abstract:

The purpose of this study is to estimate the impact of the Central Bank independence on the
effectiveness of monetary policy in stabilizing inflation rates by using the Markov Switching
regimes, for the case of Algeria, between 1990 and 2021. The study concluded that the Bank of
Algeria’s independence is an important factor in enhancing the effectiveness of monetary policy in
Algeria, with results (under both of regimes: price stability and price volatility) showing that the
independence of the Bank of Algeria and that the nominal effective exchange rate and the
rediscount rate have a negative impact. Thus, inflation is affected negatively when the exchange
rate depreciates, causing inflation to rise (the pass-through effect is significant), and inflation is
reduced when the rediscount rate is increased. Besides, the rise in oil prices was observed to have
a positive effect on inflation.
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Covariance Analysis: Ordinary
Sample: 1990 2021
Included observations: 32
Correlation LNCPI BCI LNOP LNNEER LNDR
LNCPI 1.000000
BCI -0.399282 1.000000
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Dependent Variable: LNCPI
Method: Markov Switching Regression (BFGS / Marquardt steps)
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Regime classification based on smoothed probabilities
Regime 0 years avg.prob
1991 - 1992 2 1.000
1995 - 1996 2 0.981
2000 - 2010 11 0.967
Total: 15 years (46.88%) with average duration of 5.00 years.
Regime 1 years avg.prob
1990 - 1990 1 1.000
1993 - 1994 2 0.999
1997 - 1999 3 0.989
2011 - 2021 11 0.970
Total: 17 years (53.13%) with average duration of 4.25 years.
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P(S(t)=1) P(S(t)=2)
Mean 0.501972 0.498028
Median 0.375511 0.624489
Maximum 0.812908 0.787431
Minimum 0.212569 0.187092
Std. Dev. 0.297483 0.297483
Skewness 0.059361 -0.059361
Kurtosis 1.039997 1.039997
Jarque-Bera 5.140944 5.140944
Probability 0.076499 0.076499
Sum 16.06312 15.93688
Sum Sq. Dev. 2.743379 2.743379
Observations 32 32
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Source: Cukierman, A., Web, S. B., & Neyapti, B. (1992). Measuring the independence of central banks and
its effect on policy outcomes. The world bank economic review, 6(3), 353-398.
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