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• High global hydrocarbon prices and 
government expenditure measures, partly 
aimed at limiting social discontent in a 
regional context characterised by the Arab 
Spring, were the two main factors influencing 
Algeria’s economic situation in 2012. 

• Comfortable foreign exchange reserves and 
low external debt levels place the country in a 
financially strong position, able to weather 
external shocks. 

• Investing in human capital (education, 
training, employment and health) and 
increasing employment (notably among young 
people and women) will be crucial to 
strengthen sustainable and inclusive growth 
over the next years. 

Macroeconomic and financial developments 

High global hydrocarbon prices and the 
government’s attempt to limit possible spillover 
effects of the Arab Spring were the two main 
factors influencing Algeria’s economic situation in 
2012. Increasing gas and oil revenues were offset 
by a rise in fiscal expenditure, as public sector 
salaries rose by more than 50% over 2009-2012. 
Economic growth accelerated slightly to 2.5% of 
GDP in 2012 (up from 2.3% in 2011, but down 
from 3.6% in 2010). This modest growth pace will 
not suffice to reduce the important and growing 
informal labour market and the high 
unemployment rate among the youth, which stood 
at 20% in 2012. 

Although a net oil and gas-exporting country, 
Algeria’s GDP growth potential is underexploited. 
The country continues to be excessively dependent 
on hydrocarbons, which accounted for almost 35% 
of GDP, more than 95% of export receipts and 
more than two thirds of fiscal revenues in 2012. 
The government has been trying to promote 
growth in the non-hydrocarbon sector, as set out in 
the government’s action plan of September 2012, 
through an ambitious public investment policy 
under the five-year (2010-14) development 
programme. This has been combined with a steep 
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increase in public sector wages (between 10% and 
40% from 2011 to 2012 alone) and social 
expenditure. The fiscal expansion drove up the 
budget deficit to 2.7% of GDP in 2012 from 0.4% 
in 2011. 

As the deficit increased, so did the breakeven price 
per barrel of oil and the country’s vulnerability to a 
fall in the global price. As in preceding years, the 
government aimed to stabilise prices through direct 
interventions (including subsidies and the 
suspension of VAT and custom duties on basic 
goods) and a prudent monetary policy. However, 
the surge in public spending together with 
international food price increases (worsened by 
speculation in the supply chain, the introduction of 
import restrictions and adverse climatic 
conditions) contributed to inflation, which 
accelerated to a 15-year high of 8.9% in 2012 from 
3.9% and 4.5% in 2010 and 2011, respectively. In 
an attempt to tighten monetary policy by reducing 
liquidity, the central bank raised the required 
reserves rate from 9% to 11% in May 2012 and to 
12% in April 2013. 

The government’s direct involvement in the 
economy is further exemplified by the official 
exchange rate, which is maintained through central 
bank interventions near a targeted level. IMF data 
indicate that following a slight depreciation of 
0.6% in 2011, the real effective exchange rate 
appreciated by 5.8% in the first three quarters of 
2012 (year-on-year), primarily because of the 
inflation differential between the country and its 
main trading partners. The unofficial exchange rate 
is approximately 40% higher than the official one. 

High hydrocarbon prices balanced lower real 
exports of hydrocarbons resulting in a current 
account surplus of 5.9% of GDP in 2012. In 
December 2012, the foreign exchange reserves 
held by the central bank equalled USD 194 billion, 
equivalent to 3.3 years of imports. This, together 
with large foreign exchange reserves held by the 
Fonds de Regulation des Recettes, the fund where 
the government channels hydrocarbon receipts 
obtained when the oil price exceeds a reference 
value (USD 139 per barrel as of July 2013), placed 
the country in a financially strong position, able to 
weather external shocks. External debt remains 
low, representing only 0.9% of GDP at the end of 
2012. 

FDI to the country dropped by 15% to USD 1.7 
billion. FDI remained limited for different reasons, 
including the volatile situation in the region. The 
49-51% investment rule (68) instituted in 2009, 
which limits foreign ownership and participation, 
has also been identified as a potential deterrent to 
investors. Algeria would benefit from structural 
reforms aimed at improving the business climate. 
The country ranked 152 (out of 185) in the 2012 
World Bank’s ‘Doing Business’ index, far below 
the MENA average, which stood at 98. The 
government has been working to foster private 
sector growth through a number of measures, 
including the setting up of a national council to 
analyse the situation. So far, measures have not 
been sufficiently wide-ranging. The January 2013 
attack of the In Amenas gas installation, near the 
Libyan border, may also discourage capital inflows 
to the country. 

Public banks account for the majority of Algeria’s 
banking sector. In 2012, Algerian banks continued 
to benefit from growing deposits. However, 
although banks are well capitalised and profitable, 
bank intermediation and private sector credit 
remains low, partly as a result of the 2009 ban on 
consumer lending (loans to households account for 
less than 10% of credit to the economy). In 2011, 
the ratio of NPLs stood at 14.2%. Public banks, 
which lend primarily to state-owned enterprises, 
suffered from higher levels of NPLs (16%), than 
private ones (4.2%). Algeria’s bond and equity 
markets are shallow and integration with 
international financial markets remains low, 
leaving the private sector with little access to funds 
to finance projects and limiting investment 
possibilities further. 

Structural reform challenges 

Over the past decade, the Algerian authorities have 
attempted a number of legislative and regulatory 
reforms aimed at modernising and diversifying the 
economy. Additional efforts to diversify and 
privatise the Algerian economy further would 
reduce the excessive dominance of the 
hydrocarbon sector and the state’s high share in it, 
which not only increases its exposure to 

                                                           
(68) Since December 2009, FDI legislation imposes a 49% 

ceiling on foreign investors’ ownership of assets in FDI 
projects. In 2010, this requirement was extended to foreign 
participation in investments in the financial sector. 
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fluctuations in hydrocarbon prices and affects its 
medium-term growth potential, but also tends to 
produce Dutch disease effects, attracting labour 
and capital resources away from alternative 
sectors. 

Not only the economy continues to depend heavily 
on the hydrocarbon sector, but state ownership 
dominates several sectors, such as energy and 
banking (nearly 90% of banks are state-owned) or 
the vehicle sector, where all companies are public. 
Moreover, the privatisation process has lost steam. 
Other infant sectors of the economy with 
significant potential, such as the chemical industry, 
agriculture, tourism, retail trade, communications 
and innovation/research need to be further 
developed, including by supporting SMEs, a key 
source of employment. The agricultural sector, for 
example, contributes less than 8% to GDP and 
although it employs approximately 20% of the 
active population, it is not in a position to meet 
domestic demand. Algeria is thus a net food 
importing country. The underdevelopment of the 
agricultural sector, despite the fertile land in the 
North, good climatic conditions and proximity to 
the EU market illustrate, like the 
underdevelopment of the tourism sector despite an 
attractive Mediterranean coast and the country’s 
historical sites, Algeria’s unexploited potential for 
diversification. 

In order to promote economic diversification and 
private sector development, it is essential to 
improve the investment climate. Algeria’s negative 
scores in the main surveys of business conditions 
and competitiveness, partly reflect heavy tax, 
customs and other regulations, which impose a 
significant burden on enterprises (see Box on 
Doing Business in Part II). This regulatory burden 
also encourages the development of the informal 
sector (estimated at 40-60% of the economy). This 
large informal economy, in turn, limits the non-
hydrocarbon tax base and contributes to social 
inequality as it leaves a significant part of the 
labour force out of the social security and health 
systems. 

The labour market represents another major 
structural challenge: the state is by far the first 
source of employment in the country, and there is a 
large pool of potential workers that could benefit 
from job creation in the private sector. The 
employment rate (employment to population ratio) 

is only 37.6% at the national level (63.3% for men, 
11.5% for women), while the official 
unemployment rate is 10%. Participation rates are 
particularly low among women and young 
graduates. Labour market reforms and 
improvements in the educational system (to reduce 
skill mismatches) would be therefore particularly 
helpful. 

It is important for Algeria to move to a more 
inclusive growth model consistent with a better 
distribution of income. However, this should be 
based less on the expansion of civil service wages 
and current social expenditure (as was the case of 
the fiscal easing undertaken in recent years), but 
rather, rely to a larger extent on social expenditure 
with durable poverty-reduction and growth-
enhancing effects such as spending in education 
and health. It will also be important to gradually 
replace the existing generalised food and energy 
subsidies with means-tested transfers targeted on 
the poorest households. Finally, measures are 
needed to support the development of the private 
sector (including through a more ambitious 
privatisation policy), improve the business climate, 
attract foreign investments and foster trade 
integration. The large public investments in 
infrastructure (roads, railways, housing, water, 
electricity gas) over the last years will only pay off 
if the investment climate improves and the private 
sector is given a chance to develop further. Trade 
policy, in particular, has an important role to play. 

Algeria’s trade regime is similar to that of other 
MENA countries in terms of average tariff rates. 
The country’s most important trade challenges are 
trade facilitation and the country’s non-integration 
with its geographical neighbours. The EU is 
Algeria’s main trading partner, absorbing half of 
Algerian exports. Between 2007 and 2012 and 
driven by rising oil exports, EU-Algeria trade 
volumes increased by more than 40%. Although an 
EU-Algeria Association Agreement entered into 
force in September 2005, setting the framework for 
trade relations, this has not been complemented by 
ensuing talks for a free trade area. In 2012, and 
following a request by the Algerian authorities, the 
deadline for tariff dismantling, which was to be 
accomplished in 2017, was extended to 2020. 
Algeria is not a WTO member, although it is in the 
process of resuming serious discussions to accede. 
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Risks and outlook 

Algeria has exhibited a strong resilience to the 
weaker global and regional economic environment 
with solid GDP growth rates and a strong external 
and budgetary position due to abundant 
hydrocarbon revenues and relatively low trade and 
financial integration. As a major oil and gas 
exporter, the country has benefited from higher 
hydrocarbon prices since 2010, enabling it to 
recover from the global financial crisis and 
contributing to a strong reserve position and 
significant budgetary savings. This has helped 
Algeria to moderate the impact of the euro area 
crisis and regional (Arab Spring-related) crises on 
the domestic economy. However, behind this 
apparent success at the macroeconomic level, there 
are serious challenges that need to be addressed, 
notably on the structural reform front. 

The Algerian economy remains too dependent on 
the hydrocarbon sector and the state. This non-
diversified economy is susceptible to 
destabilisation through the volatile global 
hydrocarbon and food markets, highlighting a 
precarious situation notwithstanding its relative 
macroeconomic stability. In recent years, the 
combination of an ambitious public investment 
programme and an expansion of current 
expenditure have further increased the exposure of 
the fiscal position to a downward correction in 
hydrocarbon prices. Liberalising and privatising 
the economy further, promoting greater trade

openness and a more friendly investment 
environment would contribute to realise Algeria’s 
growth potential. An enabling business 
environment goes hand in hand with effective 
competition. Current policies seeking to ensure the 
long-term growth of the country’s economy, such 
as the need for a 51% national participation in all 
FDI projects, may have at least in the short run, the 
contrary effect. Another key economic challenge 
for Algeria is creating more employment, so as to 
reduce the persistently high rates of unemployment 
(notably among young people) while raising 
participation rates (notably among women). 

The government’s attempt to curb possible spill-
overs from neighbours through public sector salary 
increases contributed to a 15-year peak in the 
inflation rate in 2012. Social discontent, however, 
is widespread and the government will be hard-
pressed to implement reforms that promote private 
sector growth and employment and establish an 
economic model in which the wealth stemming 
from the hydrocarbon sector is more equitably 
distributed among the population. The fear of 
social unrest has driven Algeria’s politics for the 
past few years and is one of the main reasons why 
structural reforms have not been advanced. Algeria 
would need to break out of a circle in which the 
economy is based on one main source of income 
and living conditions are dependent on government 
subsidies. 
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Table IV.1.1:
Algeria - Main economic indicators 2009 2010 2011 2012 2013

projection
Real sector
   Real GDP (% change) 1.7 3.6 2.4 2.5 3.3
   Real non-hydrocarbon GDP (% change) 9.3 5.3 5.3 5 4.8
   GDP nominal (USD, billion) 137.6 161.8 198.8 207.8 210.5
   GDP per capita (USD) 3,943 4,567 5,528 5,694 5,683
   Inflation (%, end-period) 5.8 3.6 5.2 9.0 5.0
   Inflation (%, average) 5.7 3.9 4.5 8.9 5.0
Social indicators
   Unemployment rate (survey based, %) 10.2 10.0 10.0 9.7 9.3
   Population (million) 35.3 36.0 36.7 37.5 37.8
Fiscal sector

   General government revenues (% GDP) 36.7 36.5 40.0 39.6 37.3

   General government non-hydrocarbon revenues (% GDP) 18.1 18.3 19.6 21.3 19.4

   General government total expenditures (% GDP) 42.2 36.9 40.4 42.2 38.5
   General government balance (% GDP) -5.4 -0.4 -0.4 -2.7 -1.2
   Non-hydrocarbon general balance (% GDP) -44.8 -39.8 -45.8 -44.6 -39.6
   Gross government debt (% GDP, end-period) 10.5 11.1 11.1 9.9 9.0
Monetary sector
   Key policy rate (%, end-period) 4.0 4.0 4.0 4.0 4.0
   Credit to the private sector (% change) 14.7 12.5 12.5 14.9 n.a.
   Broad money (% change) 4.8 13.5 19.9 11.5 9.0
External sector
   Trade balance (% GDP) 5.6 12.4 14.0 13.1 12.3
   Current account balance (% GDP) 0.3 7.5 10.0 5.9 6.1
   Net FDI (USD billions) 2.5 2.0 2.0 1.7 1.9
   Net FDI (% GDP) 1.8 1.3 1.0 0.8 0.9
   Gross external debt (% GDP, end-period) 3.8 1.2 0.9 0.9 n.a.
   Gross official reserves (USD billion, end-period) 149.4 162.9 182.2 193.9 208.6
    In months of next year's imports 35.2 33.9 38.2 40.2 41.7
Exchange rates
   Exchange rate (dinar per USD, average) 64.6 72.7 74.4 72.9 77.5
   Exchange rate (dinar per EUR, average) 93.1 97.1 96.3 96.2 103.4

Sources: Algerian authorities, IMF, World Bank


