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Abstract. The study aims to shed light on Algerian Banking system through
investigating its evolution’s stages starting from the independence (1962), wherein
Algeria inherited the colonial banking system. For examining the evolution, the study
focused on the critical phases in the evolution of the Algerian banking system (Colonial
Phase, Sovereignty Phase, Nationalization and Socialization Phase, Restricting Phase
and Liberalization Phase). In Addition, the study analyzed several indicators of the
banking sectors in Algeria such as (interest rate spread, banks’ ownership, banks’
activity and banks’ profitability). Furthermore, it made a comparison between the
Algerian banking sector and the banking sectors of two North African neighbors,
Morocco and Tunisia. The study revealed that the Algerian banking system has
witnessed several mutations. Therefore, the Algerian authorities had constructed an
Algerian Banking system (Stated-owned banks) to substitute the colonial banking
system. After that, many reforms had been adopted by the Algerian government based
on economic and social requirements. In the early nineties, especially with the Law on
Money and Credit (1990), the Algerian authorities endeavored to liberalize the banks'
activities to improve the banks' performance. As consequences, the Algerian banking
system changed radically, wherein, in 2016, it is composed of twenty commercial banks
and eight financial companies and a group of liaison offices of foreign banks. The total
assets have grown significantly from2000-2015, in which the total assets increased by
412%, and the total assets which represent 75.5% of the GDP in 2015. In addition, they
granted more loans to the economy, wherein the credit for the economy as a
percentage of GDP passed from 2.4% in 2000 to 4.4% in 2015. Therefore, the
progression of the Banks activities had a positive effect on the banks’ profitability, in
which ROA was 0.46% in 2005 and reached 1.9% in 2015. The liberalization policy
encouraged The entry of thirteen foreign banks, which improved the services’ quality.
On the other hand, the banking sector in Algeria still needs more development to reach
the level of banks in the region (Morocco and Tunisia), especially in the market
concentration and credit risk management.
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Introduction

The Algerian banking system has passed through many stages. Thus, Algeria has
inherited a well-developed banking system from the French colonial, but this system
had hampered the achievement of the development programs planned by the
Algerian state. After that, the banking system has been dominated by the state to
ensure the required financing of the investment programs to develop an industrial
sector that characterized by an intensive capital production technology.

The economic crisis of 1986 has pushed the Algerian government to adopt important
economic reforms in which the banking system development was the pillar of these
reforms. The transition from the centrally-planned economy to the market economy
involves structural reforms focusing on the correction of the macro-economic
imbalances, stimulate the foreign direct investment, and open the Algerian economy
to the international competition (Ruppert, 1999).

Hence, the banking reforms of 1990 had a significant impact on the Algerian banking
system, where these reforms have allowed liberalizing the banking sector from the
state intervention. Furthermore, the reforms have encouraged opening the banking
sector to private investment to increase the competition level in the banking sector
and improving the banks’ performance. It is worth noting that banking competition
is the cornerstone of the financial system and economic stability, authorities either in
developed or developing countries give utmost importance to make the banking
market competitive (Hartmann, Straetmans, & De Vries, 2005). In other words, the
authorities should remove the financial restrictions and initiate a real financial
development to promote and sustain the economic growth (Creane, Goya, Mobarak,
& Sab, 2003).

Based on the aforementioned, the study seeks to shed light on the evolution of the
Algerian banking sector. For this purpose, the study firstly focuses on the historical
background of the evolution of the Algerian banking system. The Algerian banking
sector has passed through five phases; colonial phase, sovereignty phase,
nationalization and socialization phase, restricting phase and Liberalization Phase.

Secondly, the study discusses the main indicators of the Algerian banking system
through; banks’ ownership, bank activity (assets, credit granted to the economy), and
bank's soundness (liquidity, profitability and credit risk).

Historical background
The banking system in Algeria has witnessed several changes; this section highlights

the historical stages of the banking system development through summarizing these
stages in five phases.
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Colonial phase

In Algeria, the banking existence traced its roots back to the French colonial period,
where the Algerian banking system was among the developed banking systems in the
north of Africa and French colonies. During this period, the Algerian banking system
was composed of; the Bank of Algeria (1851) (la Banque de I’Algerie) that was an
annex of bank of French (Banque de la France), in which its role was the issuance of
money, providing loans for financing the colonial economic activities and assuring the
services of currency exchange (Latrach, 2001).

Furthermore, there was a vast network of commercial banks, financial institutions
operated in Algeria. In fact, the majority of banks operated in Algeria were branches
and subsidiaries of French banks such as (la société générale, Le Credit Lyonnais...
etc.). In order to organize and control the banking activities, French authorities
established the Algerian Council of Credit that had a mission of setting regulations
and legal framework and providing propositions and consultations concerning the
development of the banking system.

In general, Algerian banks were just an extension of the French banking system; they
were created to guarantee the financial needs of the colonial economy. Hence, the
banks were installed in the large cities where the colonist widely exists. In addition,
they specialized financing the colonist agriculture activities, foreign trade, petrol and
mining exploitation. On the other hand, they neglected to finance the activities related
to the Algerian interests.

Sovereignty phase

After the independence in 1962, the Algerian government undertook to build an
economy independent from the colonial economy in order to accomplish the
independence of the country. Following the political ideology, the Algerian
authorities have adopted a socialist economy oriented by the state; this choice has
been justified by the objective of improving the living conditions of the Algerian
people.

On the other hand, the period of independence has witnessed a contraction of the
financial institutions' activities, as a result of the departure of the businessmen of the
colonists and the transferring of their capital and investments outside Algeria. Thus,
many banks stopped their activities by closing their branches which led to a shortage
of financing the economic activities. Moreover, the remaining foreign banks, which
followed the liberal economic doctrine have refused to finance the investment
programs of the Algerian government; they also refused to deal with the state-owned-
companies for the reason that these programs and companies are programs with
social objectives and unprofitable programs which contradicts with their commercial
objectives.

In these circumstances, it was necessary for the Algerian authorities to establish an
Algerian banking system that supports and finance the ambitious programs for the
economic development. Thus, to reach this objective and monitor the credit policies,
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the Algerian authorities have outlined the process of "Algerianisation”. In this context,
the treasury was created in August 1962. The principal role of the treasury is ensuring
the financial resources for executing the budget of the state. The Treasury has been
charged also monitoring the financial and accounting's organization of the state-
owned enterprises.

Central Bank of Algeria (CBA) was set up in December 1962, in which its principal
role was orienting and protecting the Algerian economy in a manner that ensures the
general interest of the country. For this purpose, CBA was charged for creating and
maintaining money (Algerian Dinar) as Algeria moved out of the Franc, making and
controlling currency exchange, and assuring the financing of the economy directly
and indirectly through the commercial banks and the financial institutions. CBA was
charged with providing loans and advances for financing the state-owned enterprises
and the agriculture sector. In summary, CBA plays different roles; Bank of Banks,
Bank of State and Bank of Exchange (Naas, 2003).

In the context of the process of Algerianization, the government has endeavored to
construct a core of Algerian commercial banks. Thus, a set of public banks was created
as, the “Caisse Algerienne de Développement” (CAD) was created in May 1963, as the
first investment bank created by CBA. CAD had a role in financing the development's
programs planned by the state through providing the medium and long term loans.
Furthermore, CAD had contributed to creating the state-owned-enterprises in
different sectors and finance their activities (El-hassar, 2000).

In order to collect savings, the “Caisse National d’Epargne et de Prévoyance” (CNEP)
was created in August 1964. CNEP has been considered as a bank of housing in which
it was responsible for financing the housing programs through promoting and
encouraging the households’ savings. In fact, CNEP has ensured the financing of the
operations of construction, operations of local communities, and operations of
private that have the general interest (Latrach, 2001).

However, Naas (2003) revealed that the Algerian authorities during this period have
planned set of development programs that had economic-social objectives but these
programs have needed the financing. For this purpose, the Algerian government has
searched for creating its own banking sector, while the existed foreign banks have
refused to finance these programs.

Nationalization and socialization phase

In 1966, the Algerian banking network has expanded by creating three commercial
banks as a result of the nationalization process of the foreign banks that had operated
in Algeria since the colonial period. Thus, “Banque Nationale d’Algérie” (BNA) was
created in 1966 as a national corporation. BNA was created to succeed the operations
of foreign banks that stopped their activities among these banks, Le Credit Foncier
D’Algerie et de Tunisie, La Banque National pour le Commerce et I'Industrie, La
Banque du Paris et des Pays-Bas. BNA has provided all the services of a bank, in which
it collects saving from the public as a form of deposits, provides all types of loans to
the privates and enterprises, and ensures the exchange operations. Moreover, the
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enterprises of the public sector have been obliged by the government to deal only
with BNA.

The “Crédit Populaire d’Algérie” (CPA) was created in 1966, as a national corporation.
It was established to succeed the operations of; Caisse Centrale Algerienne de Credit
Populaire, Societe Marseillaise de Credit, Companies Francaise de Credit et de
Banque. However, CPA was provided all the services of a bank, where, its activities
covered the operations of hotelier, tourism, fishing and craft activities.

The” Banque Extérieure d’Algérie” (BAE) was created in 1967. It succeeded the
activities of Credit Lyonnais, Credit du Nord, Societe Generale, Banque Industrielle de
I'Algerie et de la Mediterranee. BEA is a bank that provides all services of a bank. Its
functions focus mainly on facilitating and developing all transactions between Algeria
and foreign countries (BenHalima, 1996).

However, the main characteristic of this period is the domination of the state on the
economic activities and the orientation of the banking sector to finance these
activities. Thus, the government has relied principally on the treasury to allocate the
financial resources to the investment programs which implies that the role of the
banking sector was passive.

Moreover, banks' credit policies were determined completely by the state that did
not take into account the banks' profitability. Rather, the programs of development
were financed by the public treasury and the banks were just an intermediate that
transfers the funds to state-owned-enterprises. This means that the objective of the
banks was purely accounting rather than financial, in which providing loans to
enterprises regardless of their financial health and performance.

In the context of the central planning, the banking sector in Algeria was subjected to
a set of restrictions that had a negative impact on its profitability. The Algerian
authorities have obliged the state-owned enterprises to localize their financial
operations in one bank. This was introduced in the context of realizing the mono-bank
principle which allows monitoring and controlling the enterprises’ activities and
ensuring that these enterprises operate to realize the government's plans. For
example, BNA has specialized in financing the enterprises of the agriculture sector,
BEA has specialized in dealing with enterprises of industry sector and CPA has
specialized in services and construction sectors (Latrach, 2001). Therefore, these
principles have prevented the development of the banking sector in which killed the
competition among banks in collecting savings and allocating loans efficiently.

During this period, banks have been prohibited from managing their profits and
revenues autonomously in which banks need the approval of the central authorities
for all decisions even the decisions concerning the investment of their financial
resources. This restriction was imposed to prevent banks working for their private
interest which might harm the state's investment programs. Thus, any investment
plan or financial decision should subject to the approval of the central authorities
which might prevent the banks to set their strategies based on the business logic
(Naas, 2003).
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However, the Algerian authorities have emphasized on the principle of the
centralization of the resource allocation to ensure orienting resources according to
the state objectives without taking into consideration the banks’ objectives.
BenBitour (1998) revealed that in this period the principal institution in the Algerian
financial system is the treasury in which it managed the state financial resources,
while the banking sector is just a channel that distributes capital according to the
state plans.

Restricting phase

In this phase, the Algerian banking sector was enhanced by creating two commerecial
banks: La Banque de L’Agriculture et du Developpement Rural (BADR) was created
in 1982 to replace BNA in the role of financing the agriculture sector. Thus, BADR was
charged to finance the programs of agriculture development and agro-industrial
industries in order to realize the objective of increasing the agricultural production
and realizing self-sufficiency of food products.

La Banque de Development Local (BDL) was created in 1985. It replaced the CPA in
its activities of financing the state-owned-enterprises with the economic nature and
financing the investment plans of the local authorities. In fact, BDL was created in the
context of realizing the local development by ensuring the necessary financing to the
local enterprises and the local investment projects (BenHalima, 1996). The creation
of these specialized banks is included in the context of the organizational
restructuring of public enterprises. It was also for the purpose of the expansion of the
banking sector to cover all sectors across the country. In 1985 the number of the
commercial banks reached six banks all of them are owned by the state.

However, the main characteristic of this period is restructuring the state-owned
enterprises in order to improve their profitability. Thus, at the beginning of the years
of the eighties, the enterprises have got their autonomy in determining their policies
and objectives in the context of the process of management decentralization. They
have been benefited from relaxing the bureaucratic control procedures.

In addition, enterprises have been benefited from the financial restructuring by
effacing their debts, where, treasury intervened to clean the long-term debts of
enterprises to improve their financial situation. On the other hand, enterprises were
required to assume their responsibilities and financial engagements toward banks in
the future.

Liberalization phase

In years of the 1970s, Algerian people lived in what was called “The Golden Age”,
wherein the socioeconomic indicators were good. After that, the beginning of the
1980s, Algeria faced serious economic difficulties (Meliani, Aghrout, & Ammari,
2004).

In 1986, the Algerian economy has witnessed a severe crisis caused by a drastic fall
in oil prices, which led to the contraction of the exportation revenue and economic
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growth rate which registered negative values. This, in turn, led to the collapse of the
currency reserve and increasing the level of external debt and the debt service.

In light of these realities, it was necessary, making a set of reforms touching the
majority of economic sectors among them the banking sector. The Algerian banks
have suffered from the insolvency problem that was aggravated by the critical
situation of the state-owned-enterprises that failed to attain their objectives and
hence impeded the banks' performance. Therefore, the law of bank and credit of 1986
was issued in order to include radical changes in the banking sector. Algerian
authorities also sought to determine the legal framework that defines the activities of
the different financial institutions.

The management autonomy has been given to the banks to determine their credit
policies in the context of the national plan of credit. Hence, banks were able to collect
deposits whatever their forms and duration and provide loans in short and long term,
also they enjoy the entire responsibilities to evaluate and manage the credit risk.
However, the objective of the flexibility in determining the bank credit policies was
increasing the banks' role in collecting all financial resources to finance the
investment programs and reduce the role of treasury in financing these programs.

The reforms have enabled the Central Bank to retrieve its traditional role as the bank
of banks, control the loan distribution and determining the monetary policy. The law
also organized the different relationships between the bank and its customers, and it
established a new control and advisory entities. The authorities in Algeria have
endeavored through the law of 1986 to correct the mission of the banks, in which the
bank credit policy should be determined based on economic objectives rather than
social objectives. However, this autonomy didn't have a great impact on bank sectors
because the enterprises owned by the state were not autonomy and they still
managed by a centralized system (Hadj-Nacer, 1990). In addition, some points of this
law were not applied and they have remained just an ink on paper.

In order to eliminate the shortcoming that appeared in previous reforms, the law of
banks autonomy came in 1988 to complete and modify the law of 1986. The Law of
1988 was established for the purpose of achieving the process of providing the
autonomy to the economic public enterprises including the financial institutions.
Thus, the economic public enterprises were required to subject only to the logic of
the performance and profitability. Hence, this orientation has confirmed the principle
of management's independence of the banks as an economic enterprise.

At the end of the eighties, Algeria has witnessed a multidimensional crisis (political,
social, and economic) which was characterized by a poor production system, high
level of external debt, decline of exports, and contraction of currency reserve that has
led to reducing the importation. These situations have influenced negatively the
Algerian living standards. The Algerian people were unsatisfied with this situation
and they have called the authorities to make reforms, including political reform,
which caused the explosion of the events of October 1988.

These situations have forced the Algerian authorities introducing a set of political and
economic reforms. In the economic aspect, the essence of the reforms was switching
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the national economy from system highly dominated by state (socialist) to the
market-oriented system. Following to International Monetary Fund (IMF)
recommendations, Algeria has worked to reconstruct the economy to sustain long-
term growth by creating a favorable macroeconomic environment (Oufriha, 2008).
Thus, programs of macroeconomic stabilization and structural reform have been
launched as began as early as 1988. The objectives of these programs were correcting
macroeconomic imbalances, attracting foreign direct investment, and promoting the
private sector by encouraging privatization (Saad, Meliani, & Benosman, 2005).

It's worthy to clarify that the economic reforms and the macroeconomic stability
require a developed financial system and a competitive banking sector to implement
an effective monetary policy. However, Mishra, Montiel, Pedroni, and Spilimbergo
(2014) proved that in low-income countries, which characterized by poor
institutional environment and concentrated banking sector, the monetary policy is an
ineffective instrument for the macroeconomic stabilization. Furthermore, they
suggested that the implementation of an aggressive monetary policy in these
environments may aggravate rather than reduce macroeconomic instability.

In order to realize the objectives of the economic reforms, it was necessary to make
fundamental financial reforms. To this end, the Law on Money and Credit (LMC) was
issued in 1990, in which it aimed to construct a modern banking system that it is able
to meet the requirements of the market economy system. The main objectives of this
law were moving from the directed credit banks to market-determined credit banks
and enhancing the modernization and competitions in the banking sector. Thus, the
authorities have proceeded to a gradual withdrawal of the role of treasury in
financing the state-owned enterprises and transferred this role to banks. Moreover,
the role of the central bank in financing the deficit of the treasury has been reduced
by determining a specific ceiling in financing the deficit.

The LMC was focused on the liberalization of banks’ activities from the centralized
management through breaking down of state interferences in the banks’ decisions;
such as the administrative determination of interest rates and the orientation of loans
allocation. For the first time, CBA was charged for the monetary policy and interest
rate determination (Benachenhou, 1993). LMC has neutralized the role of treasury
in setting preferable interest rates for the public sector, where the lending interest
rates have been unified for the private and public sectors.

On the other hand, the law has allowed deregulating the interest rates on deposits by
removing the interest rates ceiling. Hence, ceilings on lending interest rates were
substituted by limits on banking spreads, and in 1995, these limits were removed.
Furthermore, the law had unified the interest rates for the public and private banks
(Jbili, Enders, & Treichel, 1997).

Table 1 reports the interest rate indicators. It is clear that the banking reforms have
allowed the interest on deposits and lending varying, where, deposits interest rate
has taken an increased trend from 8% to reach the maximum value of 16.6 %. After
that, it has reversed its direction and has decreased to reach 1.8 %. Concerning the
lending interest rate, it started from 16% to reach the maximum value of 19%, after
that, it followed a decreasing trend to reach 8%. From another side, the decline of the



Management Dynamics in the Knowledge Economy | 153
Vol.6 (2018) no.1, pp.147-168; www.managementdynamics.ro

lending and deposit interest rates may be explained by the decline of the inflation rate
and the stabilization of the exchange rate which are the consequences of the economic
reforms (Benamraoui, 2008). It is clear that spread interest rate (yield) has registered
a significant increase from 4% to 6%. This demonstrates that the liberalization policy
had a positive impact on the bank profitability in which it enabled banks increased
their interest yield by reducing the deposit interest rate and increasing the lending
interest rate.

Table 1. Interest Rate Indicators (1990-2016) (IMF, 2017)

Deposit l(r(l);)e)rest Rate Lending l(l;/to(;rest Rate spread (%)
1990 8.0 N.A N.A
1991 8.0 N.A N.A
1992 8.0 N.A N.A
1993 8.0 N.A N.A
1994 12.0 16.0 4.0
1995 16.6 18.4 1.8
1996 14.5 19.0 4.5
1997 12.6 15.7 3.1
1998 9.1 11.5 2.4
1999 8.3 10.8 2.5
2000 7.5 10.0 2.5
2001 6.3 9.5 3.2
2002 53 8.6 3.3
2003 53 8.1 2.8
2004 3.6 8.0 4.4
2005 1.9 8.0 6.1
2006 1.8 8.0 6.2
2007 1.8 8.0 6.2
2008 1.8 8.0 6.2
2009 1.8 8.0 6.2
2010 1.8 8.0 6.2
2011 1.8 8.0 6.2
2012 1.8 8.0 6.2
2013 1.8 8.0 6.2
2014 1.8 8.0 6.2
2015 1.8 8.0 6.2
2016 1.8 8.0 6.2

Deposit interest rate is the rate paid by commercial or similar banks for demand,
time, or savings deposits. Lending Interest Rate is the bank rate that usually meets
the short- and medium-term financing needs of the private sector. This rate is
normally differentiated according to the creditworthiness of borrowers and
objectives of financing. Interest rate spread is the interest rate charged by banks on
loans minus the interest rate paid by commercial or similar banks for savings
deposits.
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LMC has abandoned the principles of mono-bank and bank specialization, where
banks are not obliged to deal with specific sectors, but they are autonomous to
determine their target, consequently, all sectors were opened to all banks including
the specialized banks. Thus, banks have obtained great autonomy in financing the
state-owned enterprises and holding Treasury Bills. Moreover, the banks have
disposed of the nonperforming loans of the state-owned enterprises through the
operation of bank recapitalization (Iradian, Bazzoni, & Joly, 2000).

For the first time, the law allowed opening the banking sector to the private
investment to increase the competition level in the banking sector and improving the
banks' performance. For this purpose, the authorities have removed the entry
constraints in order to encourage the foreign banks to operate in the Algerian
markets. On the other hand, authorities have offered the privatization of some state-
owned banks by negotiating the sale of these banks to the foreign investors. As a
result, the establishment of the private banks has started in the early year of 1990 by
establishing Baraka Bank, which is a joint venture between banks from Algeria and
Saudi Arabia, and Banque du Maghreb Arab (BAMIC), which is Joint Offshore between
Libya and Algeria. After that, the entry of new foreign and private banks has
intensified since 1997. Thus, several international banks have started to operate in
Algeria such as; B.N.P Paribas Bank, Société Générale, Natixis Bank, Arab Banking
Corporation...etc. The process of opening the banking sector to the private and
foreign investment has continued with increased pace, in 2001, the Algerian banking
system is composed of more than twenty banks and financial institutions vary
between public, private, and foreign.

Concerning the privatization state-owned banks by transferring their ownership to
private investors no transfer had been made to date regarding several obstacles.
Among the obstacles that have prevented the process of privatization is the high level
of non-performing loans that characterized the state-owned banks and backed to the
period of the centralized economy. Therefore, the authorities have conducted the
process of banks recapitalization during the period of 1992-1993 and after in 1997,
where, the treasury bought these debts by substituting them with Treasury Bonds.

The haste in liberalizing the banking sector and the insufficiency of laws devoted to
controlling the banks' activities have exposed the Algerian banking system to a
violent shake represented in the failure of three national private banks; Banque
Commercial et Industrielle (BCIA), EL-Khalifa Bank and Union Bank (Tlemcani,
2008). In fact, these failures have caused a confidence crisis toward the private banks
which braked their development. Therefore, the Algerian authorities have
accelerated to reinforce the legislative environment and regulations of banks’
activities via issuing the banking ordinance in 2003.

However, the ordinance of 2003 has revolved around the following axes; tightening
the procedures of providing the accreditation for banks, augmenting the minimum
capital of the banks and financial institutions, modernization the methods of the
bank’s management and improving the operations of supervision and control of
banks’ activities. At the same time, the government has continued its policy of
privation of the public banks through its attempt to privatize Crédit Populaire
d'Algérie (CPA) described as the least bad state-owned bank. Thus, Société Générale
has negotiated to buy CPA bank. Unfortunately, any public bank has been privatized
because of the lack of profitable offers and the effects of the international financial
crisis, on the other hand, the heavy bureaucratic system of the evaluation procedures
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in Algeria. In addition, the insistence of the Algerian government for maintaining 51
percent of bank’s capital as public ownership hindered the process of the banks’
privatization (Aghrout, Bouhezza, & Sadaoui, 2004).

However, foreign banks such as Société Générale, B.N.P Paribas, and H.S.B.C banks
have chosen to enter the Algerian market by establishing new banks instead to buy
the Algerian banks. Moreover, Iradian et al. (2000) have argued that in Algeria the
number of operating banks is not sufficient to satisfy the financial services’ demand
in the short-term. Therefore, there is still an opportunity to capture a part of the
market by opening new banks. Therefore, the foreign banks have preferred offering
new banks instead to buy the state-owned banks.

Research design

The study seeks to analyze the evolution of the banking sector in Algeria. For this
objective, a comprehensive analysis was conducted, starting from the colonial phase
until the recent period. In addition, the study has shed light on the important reforms
adopted for the banks in Algeria.

In order to evaluate the performance of the banks in Algeria, the study used several
indicators on the banks as a whole such as (bank ownership, Assets, resources, credit
for economic, non-performing loans and profitability). Furthermore, the study made
a comparison based on these indicators between banks in Algeria and Morocco and
Tunisia.

The study used annual data by focusing on the recent periods because the principal
banking reforms were adopted in the period of the nineties. Data were collected from
different sources such as Official Journal, Annual reports of central banks of Algeria,
Morocco and Tunisia and annual reports of Professional Association of Banks.

Algerian banking sector’ indicators

This section analyses the banking sector in Algeria by focusing on the following
indicators; bank ownership, bank activity, and bank soundness.

Banks’ ownership

After the process of the reforms, it could be said that the banking system in Algeria
today changed radically, where it moved from closed-central system to independent
open system. In 2015, the banking system is composed of twenty commercial banks
and eight financial companies and a group of liaison offices of foreign banks, as the
table 2 shows.

Concerning the commercial banks, six of the commercial banks are public; while
thirteen are privates all of them are foreign banks except "Al Barka bank" which has
mixed capital (public + private). Despite, the superiority of the private banks in term
of the number the public banks capture the majority of the banking activities,
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regarding the vastness of their branch network. The public banks cover all the
national territory while the existence of the private banks is limited in the large cities
and in the north of the country. At the end of 2015, the branches' number of public
banks was 1123 branches and just 346 branches of the private banks (CBA, 2016).
This allows the public banks hold 87.2% of the total assets of the banking sector in
Algeria. By comparing the situation in 2014, 1113 branches of the public banks and
325 branches of private banks. It is clear that the private banks try to improve their
spread by increasing the pace of creating new branches in comparison with the public
banks. Nevertheless, bancarization rate remains weak with one counter for 25 600
people (including the financial companies), while the international standards
determine one counter for 8000 people (CBA, 2016).

Concerning the financial companies, there are eight companies that operate in
Algeria, all of them are privates except three companies. The number of their
branches remained without changes 88 in 2015 versus 88 branches in 2014.
According to LMC of 1990, the financial companies are entities that perform all the
activities of commercial banks excluding the reception of funds from the public as
deposits.

Table 2. List of Banks and Financial Companies in Algeria (CBA, 2016)

I: Commercial Banks
No Name Ownership Approval Date
01 Banque Nationale d’Algérie Public 25/09/1995
02 Caisse Natlor}ale d’Epargne et de Public 25/05/1997
prévoyance
03 Crédit Populaire d’Algérie Public 25/05/1997
04 Banque de Développement Local Public 23/09/2002
05 Banque Extérieur d’Algérie Public 23/09/2002
Banque de I’Agriculture et du .
06 Développement Rural Public 23/09/2002
07 Banque Al Baraka Algérie Private (Mixed) 20/05/1991
08 Arab Banking Corporation Algerie Private (Foreign) 24/09/1998
09 Natixis Banque Private (Foreign) 27/10/1999
10 Société Générale Algérie Private (Foreign) 04/11/1999
11 City Bank Algeria Private (Foreign) 18/05/1998
12 Arab Bank Private (Foreign) 15/10/2001
13 B.N.P Paribas El Djazair Private (Foreign) 31/01/2001
14 Trust Bank Algeria Private (Foreign) 30/12/2002
15 Gulf Bank Algeria Private (Foreign) 15/12/2003
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16| The HO“SFiirIE fc"";l;fg (ifri radeAnd | pivate (Foreign) | 08/10/2003
17 Fransabank El Djazair Private (Foreign) 07/09/2006
18 ﬁlrfi‘ttlige“nfgrlﬁ gz;‘f(oxggz Private (Foreign) | 09/05/2007
19 Al Salam Bank-Algeria Private (Foreign) 10/09/2008
20 H.S.B.C Algeria Private (Foreign) 17/06/2008
II: Financial Companies
No Name Ownership Approval Date
01 Sofinance Public 09/01/2001
02 Socli{‘iflfo‘iﬁ ;Z?;f?scl:}%e“t Public 06/041998
03 Arab Leasing Corporation Mixed 20/02/2002
04 Cetelem Algerie Private (Foreign) 22/02/2006
05 Maghreb Leasing Algerie Private (Foreign) 11/03/2006
06 Société Nationale de Leasing Public 23/02/2011
07 IJAR Leasing Algerie Mixed 31/05/2012
08 El Djazair ljar Mixed 02/08/2012

The financial companies provide all types of investment’s loans with more orientation
toward leasing in which five companies from eight are leasing companies. As
commercial banks, all the private and mixed companies have foreign capital without
any national private investment. This might be explained by the hesitation of the
Algerian investors after the failure of the Algerian private banks such as BCIA, EL-
Khalifa, and Union Banks.

Lee (2002) in his study on the bank’s ownership in the Arab countries, has confirmed
that the domestic equity (private and public) dominates the total equity of banking
sector in these countries, while the foreign equity represents the smallest part. He
also revealed that the Algerian banking sector is dominated by the state-owned banks
in which the state equity represents 95% of the total equity of the banking sector.
This share remains very high compared to the equity average of Arab countries which
the foreign equity represents 16 %. Claessens (2009) suggested that, in order to
stimulate the foreign investment in the banking sector, the authorities should revise
the banking regulations by making it more open, reduce the entry barriers, remove
intra-sectoral restrictions, and reinforce the supervision’s institutions.
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The table clarifies that banks in Algeria have grown significantly from2000-2015, in
which the total assets increased by 412%, and the total assets which represent 75.5%
of the GDP in 2015. This expansion is due to the establishment of new banks in the
context of the entry of foreign banks, and the increasing of the branches of the existing
banks. Concerning the banking intermediation, banks have known large activities in
collecting funds (deposits) and granting loans. Figure 1 presents the evolution of the
total assets as a percentage of GDP. Therefore, there is an upward trend in the long-
run of the total assets of the Algerian banks, but this progress is inferior to the
progress in Morocco and Tunisia.

14
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2001/2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

et Algeria 0.6560.7320.6710.6370.557/0.6140.692 0.66 0.7230.6660.6170.596 0.62 0.6960.754
e={l==MVaroc 0.9040.7960.8230.8640.9321.0641.1091.1311.124/ 1.21 1.257 1.22 1.1941.166
Tunisia 0.6950.6570.7090.7050.684 0.6 0.7080.7150.786 0.81 0.85 0.863/0.828 0.84 0.881

Figure 1. Banks total Assets as a percentage of GDP in Algeria, Morocco, and
Tunisia (Bank Al-Maghrib, 2016; CBA, 2016; CBT, 2016)

The deposits (current and long term) have expanded by 365% from 2001 to 2015, in
which the collected deposits have represented 8.7% of GDP in 2015. This clarifies the
role of banks in mobilizing savings. However; the largest part of the deposits is
collected by the public banks, in 2012 the public banks collected 88.3% of the total
deposits while the private banks collected 11.7%. These percentages demonstrate the
extent of the dominance of the public banks over the private banks.

The private banks collect funds principally from the private companies and
householders while the public banks collect funds from private companies,
householders, and public companies. The public companies prefer to deal only with
the public banks. Furthermore, it appears that the private sector (householders and
private enterprises) is the primary source of the banks' deposits which represent
59% of the total deposits in 2015.

The loans granted to the economy have recorded sustained growth from 2000 to
2015 with 600% growth rate; this might be explained by the economic reforms that
oriented banks toward financing the economy. Before 2005, the largest part of the
loans was granted to the public sector and this was included in the context of the
operation of repurchase the bank overdrafts of the state-owned enterprises by the
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public treasury. In addition, loans have been granted to state-owned enterprises to
finance the operations of equipment and the importation of the raw materials.

After 2005, it clears that banks have oriented to finance the private sector, in which
the loans granted to the private sector reached 53% of the total loans granted to the
economy. The increase of the loans to the private sector is the consequence of the
government policy for encouraging the investment through encouraging the creation
of small-medium enterprises. Therefore, several procedures have been launched by
the government to involve banks in financing the investment projects of the private
investors in the context of ANGEM, ANSE] and CNAC programs. On the other hand, the
increase of loans granted to the private sector is due to the increase of loans provided
to householders in the form of mortgage loans and loans to finance other durable
goods.

1
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0.7 — —
0.6 y
05 .—I’.",
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% 120002001]2002200320042005/2006]2007/2008]2009201020112012/2013}20142015
= Algeria |0.24|0.25|0.280.26/0.25/0.24|0.23/0.230.24/0.31|0.27]0.26|0.26 | 0.310.38 | 0.44
i Maroc 0.44/0.45/0.48/0.52/0.69/0.75/0.78|0.81|0.85|0.87/ 0.830.82|0.79
Tunisia [0.53|0.54|0.56/0.55|0.54|0.54|0.57|0.59/0.56/0.58|0.65|0.72| 0.7 |0.68/0.67|0.69

Figure 2. Credit for the Economy as a percentage of GDP in Algeria, Morocco,
and Tunisia (Bank Al-Maghrib, 2016; CBA, 2016; CBT, 2016)

The figure 2 indicates that the credit granted to the economy as a percentage of GDP
passed from 20% to 45%, but the banks' credit to the economy as a percentage of
Non-hydrocarbons GDP did not exceed the level of 50%. Hence, it is clear that banking
sector does not play its role as the principal source in financing the economic sector
despite the high level of liquidity that it holds. The ratio of credit to NHGDP in Algeria
is below than the ratios recorded in non-hydrocarbons countries, while in the
developed countries the percentage of the credit to GDP exceeds 100%. On the other
hand, the banks in Morocco and Tunisia plays important role in financing the
economy, wherein the amount of credit as a percentage of GDP reached 87% in
Morocco and 72%.

The weakness of the banking sector in granting more credit to the economy might be
explained by the unwillingness of the Algerian householders to borrow to finance
their activities, considering that householders are among the main borrowers in the
developed countries. However, the refraining of borrowing of the householders and
Algerian peoples, in general, is due to religious considerations. On another hand, this
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shortcoming might be explained by the failure of the banking sector in Algeria to
transform efficiently the short-term savings into long-term assets to finance the
investment projects regarding the limited information they hold about enterprises
and projects that might push the banks to invest their savings in long-term
investments. Indeed, banks sector in Algeria is the only financial source that serves
the economic units, considering that the financial market and the financial institution
are inactive and the commercial banks dominate the financial system as is the case in
the MENA countries (Olson & Zoubi, 2011).

It is important to note that the public banks dominate the credit market in Algeria. In
2015, 87.5% of loans granted to the economy are provided by the public banks and
this is due to the dominance of the state-owned banks on the exclusivity of financing
the public sector, while the private banks were content with 12.5%. However, Delis
(2012) suggested that the banking sectors in former centrally-planned economies,
such as the Algerian case, are characterized by high market power. The market share
of private banks remains important regarding the little experience of these banks in
the Algerian market, moreover, this share increases from year to year in a steady
manner. Therefore, the existence of the private banks will contribute to improving
the services of public banks in Algeria through increasing the level of competition
between the private and public banks.

There are several approaches those explained the dominance of the public banks.
Among these explanations, the public banks are strengthened by the governments to
accompany the economic and financial development when the quality of institutions
is low. This means, that in the weak institutions (economic, political, legal, etc.)
environment, the private banks can’t perform well. Andrianova, Panicos, and Anja
(2012) clarified that the quality of institutions increases the confidence in private
banks, preventing any opportunistic tendencies that appear in less developed
banking systems.

Banks’ soundness

For the financial strength of the banking sector in Algeria, the banks have responded
to the instructions of central bank concerning the prudential regulation by increasing
their capital. Hence, the banks' capital has increased by 60% from 2000 to 2013. The
default risk of banks in Algeria is low, in 2012 the solvency ratio of banks reached
15,4 %, which is superior to the percentage 7% recommended by the standards of
Basel I1I for covering the risks (CBA, 2013).

Banks in Algeria also characterize by the excess liquidity because the banks’ deposits
are much higher than the granted loans, where the ratio of loans/ deposits reached
72% in 2013. The excess liquidity, which represents idle capital, is due to the central
bank policy, where for the purpose of inflation’s control the central bank has
prevented some types of loans such as the loans of consummation.

In addition, the conservative policy of banks in providing loans is another reason for
the banks' liquidity excess. The banks follow this policy as a procedure to control well
the credit risk regarding the worrying level of non-performing loans, especially for
the public banks. The figure 3 shows that the volume of the non-performing loans at
the public banks is very high, especially in 2007, which reached the maximum with
680 billion DA. The non-performing loans represented 23.6% of total loans granted
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by public banks in 2009, after that, it decreased to reach 16% in 2011. However, these
loans back principally to the loans granted to state-owned enterprises during the
period of the central economy. In addition, the non-performing loans toward the
private enterprises and householders were important, where; it represented 13.4%
and 12% of all the public banks' non-performingloans in 2010 and 2011 respectively.

Billions DA
800
700
G600
500
400 = Public Banks
= Private Banks
300
200
100
o
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Figure 3. Non-Performing Loans (CBA, 2013)

In contrary, the non-performing loans of private banks remain low, where, it didn't
exceed 30 billion DA. It reached 3.8% and 4.2% of all loans in 2009 and 2011
respectively. This demonstrates that the private banks manage well their credit risk
compared to the public banks which positively influence their performance. In the
literature, there is an evidence of a positive relationship between state ownership and
risk-taking and negative relationship for the foreign banks (Lassoued, Houda, &
Mouna, 2016). This may explain the higher level of the nonperforming loans of public
banks compared to the private banks.
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Figure 4. Banks' Profitability
(Bank Al-Maghrib, 2016; CBA, 2016; CBT, 2016)
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Concerning the banks’ profitability, figure 4 reports ROA as an indicator of the
profitability in Algeria, Morocco and, Tunisia. It is clear that the profitability of banks
in Algeria has progressed gradually reaching the level of 2 %. However, the

profitability of Algerian banks has stagnated in 2008 and 2009, and this may be
attributed to the effect of the decision of the authorities increasing of the minimum
required capital in 2008 and the effect of the financial crisis in 2007. Therefore, banks
in Algeria have outperformed the banks in Tunisia and Morocco in term of
profitability. This level of profitability clarifies that the Algerian market didn’t reach
the maturity stage and there are more opportunities to realize high profit contrary to
the Tunisian and Moroccan markets where the competition reached high levels.

Indeed, there is no decisive evidence on the relationship between the market
concentration and the bank profitability. In the literature, there are two approaches
to this issue: The Structure-Conduct-Performance approach and Efficient-Structure
approach. The Structure-Conduct-Performance suggests that the market power
means the monopoly powers, which generates high profitability (Molyneux,
Thornton, & Llyod-Williams, 1996; Rose & Fraser, 1976; Samad, 2005). On the other
hand, the Efficient-Structure approach states that the market concentration isn’t a
guarantee of high profitability, but the bank’s profitability is a result of bank’s
efficiency, which enables efficient banks to hold a large market share and
consequently yield high profits (Demsetz, 1973; Evanoff & Fortier, 1988; Gilligan,
Smirlock, & Marshall, 1984).

Conclusion

The study shows that the banking sector in Algeria has progressed significantly in
many areas. In the side of regulation and laws, the Algerian banks have witnessed
several reforms and laws in order to liberalize their activities and determine their
policy independently, in addition, the Algerian market has been opened to the private
and foreign investment. Therefore, these reforms had a positive impact on the banks’
performance, wherein, the banks’ assets have increased to accompany the economic
development, they increased their capacity to collect the deposits, and they granted
more credit to finance the economy. As results, these activities increased the banks’
profitability, on the other hand, the banks in Algeria have reduced the credit risk by
reducing the level of the non-performing loans.

Despite, the progression of banks in Algeria in many areas, they are still behind the
level of banks in the region (Morocco and Tunisia), wherein, Banks in Algeria still
suffer from many shortcomings that slows their development (Abed & Davoodi,
2003). Among these shortcomings; the dominance of six public banks on 87% of the
credit market, which makes the banking sector in Algeria a concentrated market and
this leads to reducing the quality of services. The weaknesses in the credit risk
management that leads to increasing the volume of the non-performing loans for the
public banks. In addition, lack of the formation and training of the banks' staffs which
reflects on the quality of the banks’ decisions and consequently the banks’
performance.

The study recommends that the Algerian government should continue in the process
of banking reforms with caution and gradual implementation. It is necessary to the
success of the banking reforms, adopt an institutional reform by improving the
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transparency (Corruption, bureaucracy). Delis (2012) suggested that the banking
reforms fail in the underdeveloped banking systems due to the institutions’ fragility.
He advocated for the development of the institutions as the single most important
prerequisites for the success of the financial reforms.

In addition, the government should enhance the competition in the banking market
by providing more facilities to the private investment, opening of the capital of the
public banks and accelerating the banks’ privatization process. The government must
enhance the regulations and strengthen the institutions to promote the private banks
because the majority of studies concluded that bank privatization improves the
banks’ performance when it is adopted correctly (Clarke, Cull, & Shirley, 2005). On
the other hand, the public banks can benefit from the foreign banks in term of
management styles, new technologies and risk-taking. Furthermore, banks in Algeria
must adopt effective risk management tools and financial rules according to the
international standards.
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