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Abstract

The present study aimed to analyse the contribution of stress testing to the stability of the
Algerian banking sector. This was achieved through applying various scenarios related to credit
risk stress testing, liquidity risk stress testing, and contagion risk stress testing. The study
included a sample of six banks operating in Algeria, representing 50% of the Algerian banking
sector in terms of market share. The goal was to evaluate how Algerian banks respond to
potential shocks, taking into consideration the transmission of these shocks from individual
risks to banking system risks. The methodology adopted relied on comprehensive stress testing
(top-down) related to credit risks, liquidity risks, and contagion risks.

The study concluded that stress testing significantly contributes to achieving stability in
the Algerian banking sector. The results showed that these tests are able to identify weaknesses
within the Algerian banking sector which enables appropriate measures to be taken before
potential crises occur. Regarding credit risks, the results indicated that the Algerian banking
sector, in general, is unable to withstand credit risk. Its major vulnerability lies in the
deterioration of asset quality, especially among public banks, where the lowest capital
adequacy ratio would be 0.14%. This would require a recapitalization of 226,736,862 thousand
Algerian dinars.

As for liquidity risk, the hypothetical Algerian banking sector is generally capable of
withstanding a liquidity shock for a consecutive period of five days. However, two public banks
will experience a liquidity deficit on the fifth day of the shock, with respective needs amounting
to 105,755,232 thousand Algerian dinars and 78,335,961 thousand Algerian dinars. Regarding
contagion risk, the hypothetical Algerian banking sector would incur a loss of 115,445,494
thousand Algerian dinars, equivalent to 22% of the total capital of the system. This is due to
the successive insolvency of the systematically important bank.

Key words: Financial banks stability, management of banks risks, banks stress testing,
Algerian banks
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