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Abstract :

Using the ARDL model and the causal technique in the frequency domain, this study attempts to
analyze the impact of the central bank's independence (CBI) on the effectiveness of monetary
policy in Algeria for the period 1990-2020. The long-term empirical results show an inverse
relationship between the CBI and inflation targeting, confirming the significant impact of the CBI
on the effectiveness of monetary policy in Algeria. The institutional environment represented by
democracy has a strong negative impact on inflation targeting. Furthermore, the results of the
causal tests in the frequency domain reveal the existence of three significant unidirectional causal
relationships: the causal relationship from inflation targeting to trade openness and central bank
independence, as well as the causal relationship from democracy to inflation targeting.

Keywords: Central bank independence, Monetary policy, Inflation targeting, ARDL model, Causality in
the frequency domain, Algeria.
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Test Statistic Value k
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Significance 10 Bound 11 Bound
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Variable Coefficient Std. Error t-Statistic Prob.
D(P(-1)) 0.723077 0.182515 3.961742 0.0033
D(CBI) -27.054719 5.856601 -4.619526 0.0013
D(LNGDP) -57.555165 21.111581 -2.726237 0.0234
D(FB) -0.030958 0.348469 -0.088839 0.9312
D(FB(-1)) 0.818259 0.316649 2.584121 0.0295
D(LNOPEN) 122.202825 43.173556 2.830502 0.0197
D(LNREER) 23.361374 48.681463 0.479882 0.6428
D(LNREER(-1)) 102.445376 31.396289 3.262977 0.0098
D(CRIS) 12.596022 5.379537 2.341469 0.0439
D(CRIS(-1)) 18.125530 5.563275 3.258068 0.0099
D(DEMO) -1901.173722 296.941345 -6.402523 0.0001
D(DEMO(-1)) 1139.813758 205.050500 5.558698 0.0004
CointEq(-1) -3.105126 0.359812 -8.629849 0.0000
Cointeq = P - (-12.6855*CBI -18.5355*LNGDP -0.4869*FB + 82.3009
*LNOPEN -111.8592*LNREER -2.5194*CRIS -767.5835*DEMO +
401.2525)
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Variable Coefficient Std. Error t-Statistic Prob.
CBI -12.685515 2.455343 -5.166495 0.0006
LNGDP -18.535533 6.754066 -2.744352 0.0227
FB -0.486903 0.108837 -4.473674 0.0015
LNOPEN 82.300915 9.336437 8.815024 0.0000
LNREER -111.859153 | 26.820225 -4.170701 0.0024
CRIS -2.519372 2.223521 -1.133055 0.2865
DEMO -767.583498 | 59.682251 -12.861169 0.0000
C 401.252484 | 158.758086 2.527446 0.0324
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