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Abstract

Purpose: This study aims to examine the deposit insurance system as a key mechanism for enhancing financial
stability and protecting depositors, with a specific focus on the Algerian experience. It addresses the problem
of declining public confidence in the banking sector in the absence of effective depositor protection frameworks.
Method: The study adopts an analytical and descriptive approach by examining the legal and institutional
framework governing deposit insurance in Algeria. It analyzes relevant legislation, particularly Monetary and
Banking Law No. 23-09 and related regulations, and compares them with international practices. Findings: The
findings indicate that the Algerian deposit insurance system plays a significant role in strengthening public trust,
preventing bank runs, and supporting financial stability. However, certain structural and legal limitations exist,
including constraints related to compensation ceilings, institutional design, and coordination with supervisory
authorities. Conclusion/Contribution: The study contributes by providing a comprehensive evaluation of the
Algerian deposit insurance system and highlighting areas for improvement. It emphasizes the need for
continuous regulatory updates, enhanced institutional coordination, and adaptive policy measures to ensure
long-term financial stability and effective depositor protection.
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1. Introduction

The protection of bank deposits represents a fundamental pillar of modern banking supervision systems.
A bank deposit legally constitutes a liability owed by the bank to the depositor and must be repaid upon
demand or according to agreed terms (Saeed, 2014). Ensuring the safety of these funds is therefore a
primary objective of financial regulators and supervisory authorities.

Banking systems adopt a range of measures to safeguard depositors’ funds, among which deposit
insurance schemes are considered the most significant. These systems operate as protective mechanisms
that guarantee compensation to depositors in cases where banks become insolvent or unable to meet
their obligations (Abdel Nabi, 2010). Beyond individual protection, deposit insurance plays a broader
macroeconomic role by strengthening public confidence, encouraging savings and investment, and
enhancing the resilience of the financial system (Wisam, 2026).

In Algeria, the protection of depositors has been a legislative priority since the enactment of Law No.
90-10 on Money and Credit, which established the basic regulatory framework for the banking sector.
Subsequent amendments maintained the same objective of reinforcing trust, particularly following
major banking crises in the early 2000s, including the collapse of Khalifa Bank and the Commercial and
Industrial Bank. These events prompted the authorities to activate the Deposit Guarantee Fund through
Ordinance No. 03-11, later consolidated within Monetary and Banking Law No. 23-09.

This study therefore seeks to assess the effectiveness of the Algerian deposit insurance mechanism in
protecting depositors and strengthening confidence in the banking system, in light of Article 134 of Law
No. 23-09.

2. The General Framework of The Bank Deposit Insurance Mechanism

Deposit insurance systems emerged internationally as a response to recurring financial crises and the
growing dependence of banks on customer deposits as a primary source of funding. The accumulation
of depositor claims against banks increased systemic vulnerability, prompting financial experts and
regulators to develop mechanisms to protect depositors and maintain stability (Ibrahim & Naji, 2016).

Many advanced banking systems integrated deposit insurance within broader prudential frameworks
aimed at preventing bank runs and mitigating systemic risk. For example, the French Deposit Guarantee
and Resolution Fund (FGDR) operates as part of the national financial safety net to ensure depositor
protection and crisis management (FGDR, 2022).

2.1 Emergence of Deposit Insurance Systems

The modern concept of deposit insurance was largely shaped by the consequences of the Great
Depression of 1929, which triggered widespread bank failures and massive withdrawals due to a loss of
public confidence. In response, the United States enacted the Banking Act of 1933, establishing the
Federal Deposit Insurance Corporation (FDIC) in 1934. The primary objective was to restore confidence
and encourage savings, enabling banks to channel funds into productive investment and economic
recovery.

Following the U.S. experience, many countries adopted similar systems, including Germany in 1974
and the United Kingdom in 1979 (Abdulnabi, n.d.). At the regional level, Lebanon became the first Arab
country to establish a deposit insurance system through Law No. 67-28 of 1967, which created the
Lebanese National Deposit Guarantee Corporation.

2.2 Objectives of Deposit Insurance Systems

The principal objective of deposit insurance is to compensate depositors in the event of bank failure.
However, the broader rationale lies in maintaining financial stability and preventing systemic crises.
International cooperation between the Basel Committee on Banking Supervision and the International
Association of Deposit Insurers (IADI) has contributed to defining the core principles for effective
deposit insurance systems (IADI, 2002).
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The main objectives can be summarized as follows:

e Strengthening public confidence in the banking system and supporting financial stability.

e Enhancing the operational efficiency of banks, particularly in the context of financial
globalization and innovation.

e Preventing bank runs and sudden mass withdrawals that may lead to liquidity crises.

e Supporting early detection and management of banking risks (Majbal & Dawood, 2020).

2.3 Types of Deposit Insurance Systems

Deposit insurance arrangements vary across countries depending on institutional structure, funding
mechanisms, and supervisory roles. Systems may be publicly managed, privately operated, or structured
as mixed entities. Funding models may rely on flat-rate contributions or risk-based premiums linked to
the financial condition of participating banks.

In some jurisdictions, deposit insurance agencies perform a limited “pay-box” function, focusing solely
on compensation, while others adopt broader mandates that include bank supervision, risk monitoring,
and participation in resolution processes (Bonneau, 2017).

3. Institutional Requirements for Effective Deposit Insurance Systems

Despite differences across countries, there is broad international consensus regarding the key criteria
necessary to ensure the effectiveness of deposit insurance systems. First, the system must be transparent,
clearly defined, and widely known to the public. Participation by banking institutions should be
mandatory to prevent adverse selection and ensure comprehensive protection across the financial
system. In addition, the mandate of the deposit insurance agency must be explicitly defined, supported
by adequate financial resources, and governed by a clear legal and regulatory framework that specifies
its relationship with other components of the financial safety net, including central banks and
supervisory authorities (IADI, 2014).

It is important to emphasize that deposit insurance institutions typically operate within a limited
mandate. Their primary role is to compensate depositors and contribute to financial stability; however,
they are generally not responsible for managing systemic banking or macroeconomic crises. Crisis
management and resolution functions remain the responsibility of central banks, prudential supervisory
authorities, and other regulatory bodies within the banking oversight framework (IADI, 2014).

The financing structure of deposit insurance funds varies depending on the design of the banking system.
Funding may be established ex ante, whereby contributions are collected in advance to build reserves
before crises occur, or ex post, where member institutions are required to contribute after a crisis to
cover losses. The ex ante model, which resembles traditional insurance mechanisms, is more widely
adopted due to its effectiveness in enabling rapid compensation and reinforcing depositor confidence.
Nevertheless, the initial accumulation of funds may temporarily reduce liquidity within the banking
system (Stoufflet & Rouaud, 2023).

Contribution systems also differ across jurisdictions. Some countries adopt risk-based premium
structures that vary according to the financial condition and risk profile of each bank, while others apply
uniform contribution rates. The Algerian system, as will be discussed below, follows a uniform
contribution approach.

4. Second: The Legal Framework of The Deposit Guarantee System in Algerian
Legislation

The protection of depositors’ funds constitutes a fundamental objective of Algerian banking regulation.
This protection is ensured through a set of legislative and regulatory instruments governing the guarantee
of deposits and the procedures for compensating depositors in the event of bank failure. The overarching
objective of this legal framework is to create a secure and stable banking environment that encourages
savings and investment.
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4.1 Legal Basis of the Deposit Guarantee Mechanism

The foundational principles of the Algerian deposit insurance system were first established under Law
No. 90-10 on Money and Credit, which dedicated Chapter IV of Book V to deposit guarantees and
required banks to subscribe to the capital of a joint-stock company responsible for guaranteeing deposits.
The Bank of Algeria acted as the sole founder without holding equity participation (Law No. 90-10, art.
170).

However, the operational implementation of this mechanism was delayed until the issuance of
Regulation No. 97-04 (1997) due to inconsistencies between the initial legal framework and the
provisions governing joint-stock companies under commercial law. Subsequent reforms to company
law, particularly Legislative Decree No. 93-08, introduced modern governance structures separating
management and supervisory functions. The implementing rules were later specified through Executive
Decree No. 95-438, which further delayed the effective establishment of the deposit guarantee
mechanism.

Following major banking failures in the early 2000s, including the collapse of Khalifa Bank, the legal
framework was restructured through Order No. 03-11, complemented by Regulation No. 04-03 and its
amendments (Regulation No. 18-01). Later developments in financial inclusion and the expansion of
Islamic banking products led to the adoption of Regulation No. 20-03, which modernized the system
and strengthened incentives for savings.

These reforms were consolidated under Monetary and Banking Law No. 23-09, which obliges all
licensed banks to participate in financing the National Deposit Guarantee Fund established under the
supervision of the Bank of Algeria (Law No. 23-09, art. 134).

Comparatively, the French deposit guarantee system was initially established under Law No. 84-46
(1984) and subsequently expanded following European Directive 97/9/EC. Later reforms created the
Deposit and Resolution Guarantee Fund (FGDR), which requires mandatory membership and
participation from all authorized credit institutions (European Parliament & Council, 1997; Bonneau,
2017).

4.2 Legal Nature of the National Deposit Guarantee Fund

The current structure of the Algerian Deposit Guarantee Fund reflects a hybrid institutional design.
Under Law No. 23-09, the fund operates as a joint-stock company financed through mandatory bank
contributions and denominated exclusively in national currency. The law also expanded coverage to
include Islamic banking products, subject to separate accounting and regulatory treatment (Law No. 23-
09, art. 134).

Regulation No. 20-03 further specifies that the fund’s capital is divided equally among participating
banks and adjusted proportionally when new institutions enter or exit the banking sector. Although the
Bank of Algeria is responsible for establishing the fund, it does not hold equity participation. This
arrangement raises legal questions in light of general company law principles, which typically require
founders to be shareholders (Commercial Code, arts. 600, 606).

The rationale for this structure is linked to the supervisory role of the Bank of Algeria and the historically
dominant presence of public banks. However, recent liberalization measures under Law No. 23-09,
which encourage private and foreign participation in the banking sector, may warrant reconsideration of
this institutional arrangement.

In comparison, the French FGDR is recognized as a private legal entity with legal personality and a
governance structure consisting of a management board overseen by a supervisory board, reflecting
modern corporate governance principles (Bonneau, 2017).

4.3 Financing Mechanisms of the Fund

Funding arrangements for deposit guarantee systems differ internationally. Some systems rely partially
on government support, while others are financed entirely through member contributions.
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The Algerian legislator adopted an ex ante annual premium system, whereby each licensed bank pays a
contribution determined annually by the Monetary and Banking Council based on prudential criteria.
The premium may reach up to 1% of total deposits recorded at the end of the financial year and must be
paid exclusively in national currency (Law No. 23-09, art. 134).

Given the specific nature of Islamic banking, the law requires separate accounting for contributions
related to Islamic deposits. Accordingly, the fund maintains two distinct accounts at the Bank of Algeria:
one for conventional deposits and another for Islamic banking operations.

The accumulated funds may be invested only in low-risk public securities guaranteed by the state,
ensuring capital preservation and liquidity.

In contrast, the French FGDR operates partly on a loss-coverage principle, whereby contributions may
be mobilized to compensate depositors after losses occur. The fund also has legal recourse against the
managers or shareholders of failed institutions to recover compensation amounts and cooperates with
the Prudential Supervision and Resolution Authority (ACPR) for disciplinary measures (Bonneau,
2017).

5. Categories of Deposits Eligible for Compensation

Before analyzing compensation procedures, it is essential to determine the material scope of the Algerian
deposit guarantee system—namely, whether protection extends to all deposits or only to selected
categories. Comparative practice shows that deposit insurance schemes do not necessarily guarantee all
deposits. Most systems prioritize the protection of small depositors (individuals, households, and small
enterprises), while excluding certain categories such as deposits held by financial institutions, public
entities, or insiders, on the assumption that these actors possess higher risk awareness, greater capacity
to absorb losses, or alternative protective instruments (International Association of Deposit Insurers
[IADI], 2014).

In Algerian legislation, the principle of eligibility for compensation is anchored in the definition of
“compensable deposits” and the explicit enumeration of excluded categories. Under Law No. 23-09,
compensable deposits broadly include sums received from third parties that the bank uses and invests
and that remain legally repayable under applicable rules (Law No. 23-09, 2023, art. 69). This coverage
is reinforced by Regulation No. 20-03, which specifies the forms and balances considered eligible
(Regulation No. 20-03, 2020, art. 5). In practical terms, the system covers the remaining credit balances
in deposit accounts and other collected amounts linked to banking operations (including certain
payment-system and clearing-related balances), provided that their legal nature remains that of a deposit
obligation owed by the bank to the customer.

However, Algerian regulation also adopts explicit exclusion rules, consistent with common international
practice. Deposits received from banks and financial institutions, deposits of central and local executive
authorities, deposits linked to significant shareholders (e.g., holders of a defined percentage of the bank’s
capital), and certain institutional deposits (e.g., specific mutual funds, pension funds, and some
investment entities) are generally treated as non-compensable (Regulation No. 20-03, 2020, art. 5). The
underlying policy logic is that these entities are either part of the financial safety net itself, benefit from
other forms of protection, or are expected to monitor bank risk more effectively than ordinary retail
depositors.

From a governance perspective, such differentiation reflects a key design objective: targeted depositor
protection that preserves systemic confidence while limiting moral hazard and reducing the financial
burden on the guarantee fund (IADI, 2014). Yet, the effectiveness of this targeting depends on clarity,
publicity, and consistent application by both banks and the fund.
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6. Rules and Procedures for Compensating Depositors
6.1 Disclosure and Depositor Information Obligations

A deposit insurance scheme cannot achieve its stabilizing function unless depositors understand the
scope and conditions of protection. Accordingly, banks should disclose, within deposit agreements and
related documentation, information concerning applicable profit rates (where relevant), service fees, the
guarantee’s scope, and the procedures required to obtain compensation. This is consistent with the
broader principle that banking disclosure should be balanced with confidentiality, while still enabling
customers to make informed decisions and to exercise rights when needed (El-Essawy, 2016).

In operational practice, depositors may access this information through contractual terms and conditions,
bank notices, or direct requests to the bank—especially at moments of uncertainty or when a bank’s
financial condition becomes publicly contested (El-Essawy, 2016).

6.2 Triggering The Guarantee Mechanism: Inability to Pay, Not Necessarily Bankruptcy

Under Algerian law, the guarantee mechanism is not activated automatically; it requires proof that the
bank has become unable to meet its obligations toward depositors. Article 134 of Law No. 23-09 links
intervention to the occurrence of a legally relevant inability to pay (Law No. 23-09, 2023, art. 134).
Importantly, the regulatory approach under Regulation No. 20-03 indicates that activation is not strictly
dependent on the formal opening of insolvency proceedings (bankruptcy, judicial settlement, or
liquidation). Instead, it may be sufficient for the competent authority (Banking Commission) to
determine that the bank is no longer capable of repaying deposits when due, or that repayment has
become materially doubtful under conditions reflecting a liquidity crisis (Regulation No. 20-03, 2020).

This model aligns with the policy objective of deposit insurance as a confidence-stabilization
mechanism: compensation must occur rapidly to avoid depositor panic and systemic runs, especially
when liquidity stress can spread through contagion.

6.3 Notification, File Processing, and Timelines

Regulation No. 20-03 establishes a procedural chain designed to accelerate compensation:

1. Regulatory confirmation of inability to pay by the Banking Commission.

2. Formal notification to the company managing the Deposit Guarantee Fund within a specified
period (your text refers to 21 days) after confirmation of cessation of payments. This
notification must be grounded in the bank’s financial situation and typically excludes
unrelated causes such as force majeure when not linked to insolvency risk.

3. Public communication to depositors by the bank (or the relevant authority), guiding them
toward the fund management entity and clarifying required documentation.

4. Verification and classification by the fund: the fund reviews depositor files, verifies the
deposit’s legal nature, and determines whether it falls within guaranteed categories
(Regulation No. 20-03, 2020).

5. Payment within a maximum legal period (your text indicates up to six months), with a
possibility of one extension under exceptional conditions.

Procedurally, this design attempts to balance speed with due diligence. However, the key risk is
administrative overload or weak information systems, which can slow file verification and thereby
weaken the scheme’s stabilizing impact—particularly during broad banking stress.

6.4 Nature and Ceiling of Compensation

A central legal feature of the Algerian framework is that the depositor’s protected right is often framed
as a right to compensation rather than an absolute right to full reimbursement of the deposit amount.
Under Regulation No. 20-03, compensation is capped, and your text identifies a ceiling of 2,000,000
DZD per depositor (Regulation No. 20-03, 2020, art. 10). Deposits held in foreign currency are
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converted into national currency using the exchange rate applicable during the period in which the
bank’s inability to pay is announced or confirmed (Regulation No. 20-03, 2020).

From a distributive justice perspective, a fixed ceiling enhances protection for small depositors and
supports fund sustainability, but it can also produce perceived inequality by leaving portions of large
depositors’ balances unprotected. This raises a legal-policy debate: while it is common for deposit
insurance systems to cap coverage, the question becomes whether the ceiling remains proportionate to
inflation, deposit structure, and the role of corporate deposits in financial intermediation (IADI, 2014).

A more balanced approach may involve:

e Periodic recalibration of the ceiling using macro indicators (inflation, median deposits);

e Tiered coverage (higher ceilings for SMEs, for example); or

e Explicit exclusion of certain large and institutional deposits to preserve clarity and avoid
partial-protection disputes (IADI, 2014).

7. Advantages of The Bank Deposit Guarantee Fund
7.1 A Comprehensive and Mandatory Mechanism

One of the key strengths of the Algerian deposit guarantee framework is mandatory participation.
Linking licensing/accreditation to compulsory membership enhances coverage completeness and
reduces the risk that higher-risk institutions remain outside the safety net. Under the Algerian model, all
licensed banks must participate in the fund, and this legal relationship ends when the bank’s
accreditation is withdrawn or banking activity ceases (Law No. 23-09, 2023, art. 134; Regulation No.
20-03, 2020).

A practical interpretive question arises regarding branches of authorized foreign banks. Although Article
134 refers to “authorized banks,” the functional equivalence of branches conducting banking operations
supports the conclusion that they should fall within the same protective network—especially when
official lists publish banks and foreign branches together. This interpretive approach strengthens
consistency and avoids regulatory arbitrage.

7.2 The Relationship with New Banking Categories: Digital and Investment Banking

Law No. 23-09 introduces newer banking categories (including digital banking), which may create
regulatory tension if implementing regulations have not yet fully updated deposit guarantee rules. Where
digital banks collect deposits through electronic channels, depositor protection should remain
functionally equivalent to conventional banks, unless the legislator explicitly creates a differentiated
deposit regime. Any mismatch between licensing categories and guarantee rules can undermine
depositor confidence and complicate fund operations.

7.3 Remedial and System-Stabilizing Functions: Ex Post Intervention With Ex Ante Impact

Formally, the Algerian deposit guarantee fund appears primarily remedial: it intervenes after the
Banking Commission confirms inability to pay (Regulation No. 20-03, 2020, art. 15). In this sense, it
does not operate as a direct prudential supervisor or early-warning authority.

Nevertheless, deposit insurance also has a preventive systemic effect. By guaranteeing compensation
within legal limits, the scheme reduces incentives for panic withdrawals and therefore decreases the
probability of bank runs, contributing indirectly to overall financial stability (IADI, 2014). This
preventive impact is not derived from supervisory powers but from the credibility of compensation
commitments and the operational capacity to pay quickly (Wisam, 2026).

8. Conclusion

The imperative of strengthening public confidence in banking has led many legal systems to adopt
compulsory mechanisms for protecting depositors. Historically, international practice often cites the
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U.S. experience of creating deposit insurance after the Great Depression, reflecting the logic that
credible depositor protection stabilizes expectations, reduces panic behavior, and supports savings
mobilization.

In Algeria, Law No. 23-09 consolidated the deposit guarantee framework by obliging licensed banks to
participate in the Deposit Guarantee Fund and by reaffirming core operational principles. The fund is
structured as a joint-stock company governed in many respects by company law rules, with capital
financed by mandatory bank contributions and subject to adjustment as banks enter or exit the sector
(Law No. 23-09, 2023, art. 134; Regulation No. 20-03, 2020).

However, the institutional design raises legal questions—particularly where the Bank of Algeria is
granted authority to establish the fund while not participating in its capital. This may be viewed as
tension with general commercial company principles that link founding powers to shareholding and
governance rights. Such tension can be mitigated legally through clearer statutory justification (e.g.,
defining the fund as a special-purpose entity within the financial safety net) and operationally through
enhanced transparency and accountability.

In addition, limiting compensation to a fixed ceiling (e.g., 2 million DZD per depositor) represents a
policy choice favoring broad protection of small depositors but leaving large balances partially
uncovered. While coverage limits are globally common, the Algerian approach may benefit from
periodic review, possible tiering for productive sectors (such as SMEs), and clearer treatment of
excluded institutional deposits to strengthen fairness and legal certainty (IADI, 2014).

Ultimately, the effectiveness of the Algerian mechanism depends not only on its legal existence but also
on: (1) adequacy and liquidity of fund resources, (2) speed and clarity of intervention procedures, (3)
robust coordination with supervisory bodies, and (4) depositor awareness through disclosure and public
communication. Given rapid changes in financial products (including Islamic banking and digital
banking), periodic regulatory updating remains essential to maintain relevance and ensure durable
confidence in the banking system.
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