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Algeria

Heightened uncertainties relating to leadership
General Information
GDP

USD214.1bn (World ranking 48, World Bank 2014)

Population

39.9mn (World ranking 33, World Bank 2014)

Form of state

Republic

Head of government

Abdelaziz BOUTEFLIKA

Next elections

2019, presidential

Strengths

Weaknesses

 Strong hydrocarbon resources, with gas reserves
estimated to last a further 54 years at current
rates of extraction (and crude oil almost 22
years).
 Strong liquidity indicators, supported by a period
of sustained high oil prices, now provide a
financial cushion to withstand the impact of
current weak commodity prices.
 External debt management is much improved
following repayment concerns in the 1990s and
debt ratios and obligations are now low, providing
scope for increasing debt to cover FX shortfalls
resulting from low oil and gas prices.

 Uncertain political succession, with the health of
President Abdelaziz Bouteflika a major concern.
 High unemployment and underemployment.
 Lack of economic diversification. Over-dependence on oil
and gas (99% of export earnings).
 Banking sector remains dominated by state enterprises
that have to absorb losses from public sector companies.
 Limited private sector opportunities and perceptions that
the business environment (including regulations) is
restrictive.
 Regional dynamics are affected by continuing friction
between Algeria and Morocco.
 Oil and gas installations are vulnerable to periodic (but
localised) attacks by terrorist groups.
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GDP growth, already low,
impacted by weak oil prices

further

Key economic forecasts

Hydrocarbons (oil but particularly gas) remain pivotal
for economic development as the sector accounts
directly for around 40% of GDP and 99% of exports.
Accordingly, current low oil prices (benchmark Brent
-45% y/y and -74% from a peak in April 2011) are
limiting GDP to below potential rates of growth. EH
expects GDP will expand by around +2.5% in 2016
and +3% in 2017 but with downside risks. Over a
ten-year period to end-2015, annual average growth
was +2.9%, suggesting that other factors were
already limiting the economy’s development. Indeed,
growth was markedly below that of Africa as a whole
through most of that period (see chart). A protracted
period of subdued growth and recession in some
European markets (that region accounts for at least
40% of exports, by value) was one such factor and
another was the Algerian economic model, which
relies heavily on state-run enterprises. Even
programmes to boost public spending (including
increased
subsidies
and
investment
in
infrastructure), partly reflecting an initial official
response to prevent contagion from the Arab Spring,
did not raise growth rates markedly above annual
population expansion.

Sources: National sources, IHS, Euler Hermes
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The general outlook increases risks of
commercial disruption and insolvencies

3%

A weak economic background and accompanying
financial pressures stemming from relatively large
fiscal and current account deficits result in the
government adopting countervailing measures.
These include project delays and some
cancellations, which impact heavily on private sector
suppliers. EH expects associated commercial
disruptions and higher rates of corporate failure.
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Inflationary pressures monitored closely
Monetary policy is not exercised actively through
interest rate changes and the key policy rate has
been unchanged at 4% since 2004. EH expects this
policy will continue over the forecast period.
Policymakers in Algiers seek to limit inflation as it is
a primary cause of social discontent, so they will
attempt to limit upward price pressures from DZD
depreciation. EH expects inflation will end 2016 at
around 3.4% but some action to ease subsidy costs
will push inflation towards 4.9% by end-2017.

Sources: National sources, IHS, Euler Hermes
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Fiscal deficits have deteriorated. Weak
revenue generation and public spending
patterns prevent marked improvements
Strong government revenues in periods of high oil
prices resulted in fiscal surpluses or low deficits.
Strong receipts enabled the state to increase public
expenditure in attempts to limit any contagion from
the Arab Spring. In early 2012, the government
increased the national guaranteed minimum wage,
increased subsidies for the purchase of consumer
goods, introduced tax breaks for SMEs and started
new job creation schemes. Since then weak oil
prices (see above) have reduced earnings but the
social needs have not diminished. Large fiscal
deficits (-10.9% of GDP in 2015) require careful
management.
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Although Algerian financial markets are relatively
illiquid to foreign investors, the country has not been
immune to the general emerging market sell-off.
The exchange rate ended 2015 at DZD107:USD1,
compared with DZD78 and DZD88 in 2013 and
2014, respectively.
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Public debt levels are comfortable…
The general government debt-GDP ratio has been
reduced significantly since 2000 and at current
levels of around 12% is comfortable.

…but external
pressure

accounts

are

Current account and external debt (% of GDP)
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Output of crude oil is the third largest in Africa (after
Nigeria and Angola) and known reserves are
projected to provide almost 22 years of additional
supply at existing rates of extraction. However,
Algeria’s hydrocarbon wealth also stems from its gas
sector. Reserves of natural gas are the 10th largest
in the world and will provide output for a further 54
years. Annual gas output is equivalent to 2.4% of
global supply and Algeria is the 9th largest world
producer. The external accounts depend heavily on
oil and gas sales and therefore on internationallydetermined oil prices.
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External debt obligations are comfortable

High FX reserves and import cover

Current account (% GDP,
right scale)

35

Large annual current account surpluses (>20% of
GDP in 2005-08) allowed FX reserves to be
accumulated and external debt to be reduced
markedly. With the onset of the Arab Spring,
heightened spending was used to limit social
discontent but the current account remained in
surplus. Since the oil price collapse from Q4 2014,
however, the current account has been in deficit
(-6.3% of GDP in 2015). Oil prices are forecast to
remain low this year, so a further large shortfall in
the current account is expected in 2016 (-5.5%).

Following significant pressures in relation to debt
repayments in the 1990s, a revised external debt
policy was adopted that targeted a marked reduction
in the country’s dependence on external borrowings.
The policy has been noticeably successful, with
external debt-GDP currently <3.5% and servicing of
external obligations is very comfortable (annual
external debt servicing equivalent to only 2% of total
foreign exchange earnings).
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Foreign Exchange Reserves and Import Cover
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Official foreign exchange reserves (excluding gold)
are currently around USD150bn and cover around
29 months of imports of goods and services,
compared with an international benchmark comfort
level of three months. An oil stabilisation fund of
around USD50bn provides further support.
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Political uncertainties heighten risks
A large financial cushion provides a buttress during
the current period of low oil prices but political risk is
a key concern. Until the leadership succession
process is clarified significant uncertainties will
weigh against investment and consumption
decisions, with negative knock-on effects for
commerce and trade transactions.

Sources: IHS, Euler Hermes

DISCLAIMER
These assessments are, as always, subject to the disclaimer provided below.
This material is published by Euler Hermes SA, a Company of Allianz, for information purposes only and should not be regarded as providing any
specific advice.
should alerts
make their own
independent
evaluation
of this information and
noreview:
action should
be taken, solely relying on it.
Last
2015-09-07
Subscribe
to EHRecipients
Economics
Contact
Euler
Hermes
This material should not be reproduced or disclosed
without ourResearch
consent. It is Team
not intended for distribution
any jurisdiction
CountryinRisk
Analyst:in which this would be
http://ehnet/eco/Pages/EH-EcononomicsEconomic
prohibited. Whilst this information is believed to be reliable, it has not been independently verified
by EulerStamer
Hermes and Euler Hermes makes no
Alerts.aspx
Manfred

representation or warranty (express or implied) ofresearch@eulerhermes.com
any kind, as regards the accuracy or completeness
of this information, nor does it accept any
manfred.stamer@eulerhermes.com
responsibility or liability for any loss or damage arising in any way from any use made of or reliance placed on, this information. Unless otherwise
stated, any views, forecasts, or estimates are solely those of the Euler Hermes Economics Department, as of this date and are subject to change
without notice. Euler Hermes SA is authorised and regulated by the Financial Markets Authority of France.
© Copyright 2016 Euler Hermes. All rights reserved.

View all Euler Hermes Economic
Research online
http://www.eulerhermes.com

Contact Euler Hermes
Economic Research Team
research@eulerhermes.com

Last review: 2016-03-30
Country Risk Analyst:
Andrew Atkinson
andrew.atkinson@eulerhermes.com

3

