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Abstract

Before carrying out the structural adjust-
ment program, the Algerian economy was
struggling, characterized by dwindling
foreign exchange reserves, rising foreign
debt, dropping GDP growth rates, persis-
tent budgetary deficits, high inflation,
malaise the private sector areas of agri-
culture, construction and industry, rising
unemployment, and supply and demand
imbalances. To combat these fiscal and
social problems, the fundamental pillars
of the structural adjustment program were
laid out in a May 1994 standby agree-
ment.

The fundamental objective of the struc-
tural reform program has been to restore
growth, correct macroeconomic imbal-
ances and improve economic efficiency.
This paper tries to analyze the results of
application of the structural adjustment
program on overall economic balance.
The findings of this study indicate that
the results of the structural adjustment
program at the level of the internal and
external balances were mostly positive,
but the positive results did not materialize
without negative effects on the social
side. This is not to say that structural ad-
justment program was wholly successful,
as the amelioration in some economic in-
dicators was actually due to favorable ex-
ternal factors (i.e. rising of oil prices in
the international markets).
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1. Introduction

Facing a dire economic situation, Algeria,
in cooperation with the World Bank and
IMF, initiated far-reaching reforms in the
form of a structural adjustment program
in 1995. Before carrying out the structural
adjustment program, the Algerian econ-
omy was struggling, characterized by
dwindling foreign exchange reserves, ris-
ing foreign debt, dropping GDP growth
rates, persistent budgetary deficits, high
inflation, malaise the private sector areas
of agriculture, construction and industry,
rising unemployment, and supply and
demand imbalances. To combat these fis-
cal and social problems, the fundamental
pillars of the structural adjustment pro-
gram were laid out in a May 1994
standby agreement, which was followed
by an extended fund facility accompanied
by the rescheduling of Algeria’s foreign
debts over three years."

With the implementation of the 1994 re-
form program, Algeria marked a solid
departure from the past, in terms of both
macroeconomics policy and results. The
program was put in place following a se-
vere external payments crisis, in the wake
of the oil price drop throughout 1993.
The Government introduced swift stabili-
zation and adjustment measures, includ-
ing a strong fiscal adjustment; tight mon-
etary policy; an active exchange rate pol-
icy; and price liberalization. The program
was accompanied by a debt rescheduling
agreement with the Paris and London
clubs, and the initiation of structural re-
forms, including privatization.?



The main objectives of this program are
to restore the economic growth, correct
macro-economic imbalances by lowering
budget deficit and external debt, adjust
the exchange rate, rebalance the balance
of payment and contain inflation, ect.

It more appropriate to give some answers
to the following question: What are the
results of the application of the structural
adjustment program on the overall bal-
ance of Algerian economy?

2. Analysis of the results of structural
adjustment program on Algeria’s
economy:

2.1. GDP growth:

The reform program succeeded in revers-
ing the long past decline in GDP growth,
but the recovery is still slow and subject
to large fluctuations provoked by weather
and oil price variability ( see figure 1).2
The GDP growth in 1995-1996 averaged
3.95%, due to the raise of oil prices in the
international markets and to the good
climatic conditions that permitted to ame-
liorate the agriculture productivity that
led to increase the rate of contribution of
agricultural sector to the GDP from 15%
in 1995 to 21.5% in 1996. Also the ame-
lioration in the volume of imports by 2%
and that had a positive impact on the
household consumption that increased to
2.5% and increase of investments to 3%
in 1995 against 0.2% and 0.5 % respec-
tively in 1994,

However, the increase registered in the
GDP declined again in 1997 by 1.1% be-
cause of the deterioration in the agricul-
tural sector, as well as lower growth in
the construction sector and public works
and a continued decline in the industrial
sector level. Economic performance in
1998, with a GDP growth rate of 5.1%,
was exceptionally high despite the oil
price shock, principally due to an excep-
tionally good harvesting year by good
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rainfalls, and some recovery in manufac-
turing resulting from the restructuring ef-
forts of the previous 4 years.

In 1999, GDP growth dropped again to
3.2%, mainly due to a substantial slow-
down of the non-hydrocarbon sector, due
to the budgetary impact of the sharp drop
in oil prices. This was due to the decel-
eration of the construction and services
sectors, compounded by a severe slow-
down in agriculture due to an important
late-season drought that mostly affected
the cereal sector.

From 2000 to 2011, the country’s GDP
growth rate averaged 3.5%, It reached
only 2.5% in 2011 as a result of the struc-

tural decline in oil production.

The contribution made by hydrocarbons
to GDP dropped from 48.4% in 2006 to
37.0% in 2011. The effect of this fall on
oil revenues was mitigated by the good
performance of the price of oil which av-
eraged USD 112.8 per barrel in 2011. The
hydrocarbons sector remains the engine
of the nation's economy: by itself it pro-
duces 70% of budgetary receipts, making
possible a sustained high level of public
spending.®
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Fig. 1: GDP growth rate (in percent) (Source:
World Bank data)

2.2. Inflation:

Inflation remained under control, mainly
due to the prudent monetary policy pur-
sued by the Bank of Algeria® (see fig-
ure2).
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Fig. 2: Inflation Rate (in percent) (Source:
World Bank data).

The period that preceded the structural
adjustment program was distinguished by
high rates of inflation, where the rate
reached 31.7% in 1992. between 1995-
1996 the inflation rate declined by 3.7%
due to the execution of the structural ad-
justment program, where the inflation
rate decrease from 29.8 % in 1995 to 18.7
% in 1996 . After this, the inflation rate
continued to decrease to reach about
0.3% in 2000 and this is the lowest infla-
tion rate known by Algeria since its inde-
pendence, and this is due to the restrictive
procedures and policies adopted by the
successive governments within the scope
of the structural adjustment program as
devaluation of the Algerian dinar, prices
liberalization, wages control, reducing the
deficit of the budget, control the money
supply and following new methods to
finance economic activities.

However, in the beginning of 2001 the
inflation rate rose again to reach about
4.2% this is due to the increase of money
supply which its growth rate reached
24.9% in the same year because of the
economic revival program. During the
period 2002-2010, inflation was around
3.5% annually, as a result of the pressure
exerted by rising food prices, the rate
reached 4.9% in 2008, 5.7% in 2009 and
3.9% in 2010.

Inflation got worse, with a rate of 4.5% in
2011, as against 3.9% in 2010, as a con-
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sequence of rises in food prices, which
increased from 3.64% in 2010 to 4.22%
in 2011. The higher inflation figure is al-
so due to the high cost of imported goods
and a rise in the prices of health and
physical-hygiene products. The average
price of manufactured goods rose by
5.5% in 2011. The increase in the costs of
services was 3.3%. The rises in the prices
of staple products such as cereals, milk
and sugar would have been greater still in
2011 if they had not been subsidized. In
respect of gas and electricity, the gov-
ernment continues to spend USD 7 billion
to cover the gap between the cost price
and the amount charged to the consumer
by Sonelgaz on the domestic market.
Drinking water enjoys similar treatment.’

2.3. Balance of payments:

From 1990 till 1994, the balance of pay-
ments registered an unstable results,
where recorded a small surplus about 0.5
billion dollars in 1991. The balance of
payments reached the biggest deficit in
between 1994 and 1995 which are years
of the intense crisis in the foreign pay-
ments that Algeria faced, the deficit
reached about 6.32 billion dollars in 1995
and this is due to the fall of oil prices and
the increase of foreign debt services, But
in the end of 1996 and the beginning of
1997 the results of reforms applied in the
foreign sector showed by the positive
balance of the balance of payments that
recorded a surplus of about 1.16 billion
dollars in 1997 resulting principally from
the positive balance of trade balance, then
the balance of payments recorded in 1998
and 1999 a deficit of 1.74 and 2.38 billion
dollars respectively as a result of reduc-
tion of exports revenues due to the de-
crease of oil prices.

From the beginning of 2000 till 2008, the
balance of payments recorded a surplus,
that reached in 2008 around 37 billion
dollars and which is the highest surplus
ever realized by the balance of payments



in Algeria since the independence, the
reason of realizing this increase is due to
the rise of the oil exports. In 2009, the
balance of payment balance dropped to
3.9 billion dollar, mainly due to the fall in
the value of oil exports (-42.5% in 2009,
compared to 2008) linked to the global
economic crisis. The situation improved
considerably in 2010 and 2011 with a
balance of payment surplus of 15.6 bil-
lion dollar and 20.1 billion dollars respec-
tively as a result of the rising price of oil
per barrel, enabling export earnings to
reach 57.1 billion dollars in 2010 and
72.9 hillion dollars in 2011, compared to
45.2 billion dollars in 2009. (see figure 3)
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Fig. 3: Balance of payment in billion US
dollars (Source: IMF country re-
ports).

2.4. External debt:

The external debt of Algeria recorded
high rates during the nineties, despite the
reforms undertaken by Algeria. The Al-
gerian external debt of achieved its max-
imal rate in 1996 with around 33.42 bil-
lion dollars. Then the external debt was
brought down from 30.66 billion dollars
in 1998 to 4.41 billion dollars in 2011
which is the smallest value recorded dur-
ing 1990-2011. This fall in the foreign
debts indicator resulted from the rise of
the foreign capital flows due to the in-
crease in oil prices besides the relative
stability of the Algerian economy during
the last years and that reduced the rate of
foreign loans.
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In general, this progress recorded at the
level of foreign debts during the last years
doesn’t really mean a permanent im-
provement given that the situation in Al-
geria is subordinate to the oil prices fluc-
tuation.

2.5. Budget balance:

From the beginning of 1996 till the end of
1997, the budget balance registered a sur-
plus due to the heavy pressure practiced
on equipping expenses and the increase
of tax incomes (the oil tax revenues).
However, the fall in the oil price during
1998 led to the drop of oil tax which rep-
resents usually 50% of the total budget
revenues, despite of this regression, it still
represents more than 48% of that total
and that had a negative impact on the
budget balance that registered a negative
balance of 101.2 billion DA.

The budgetary position, which was in
surplus from 2000 to 2008 (13.5% of
GDP in 2006, 4.4% in 2007, 7.7% in
2008), recorded in 2009 and 2010 deficits
reaching 6.4% and 2.4% of GDP, due to
the combined effect of lower oil revenue
and high levels of public expenditure fol-
lowing the implementation of an ambi-
tious public investment program. The
deficits of 2009 and 2010 were funded in
part by the Revenue Regulation Fund
(FRR) set up in 2000 to insure public
spending against fluctuations in oil pro-
duction and prices.® In 2011 the budget
deficit reached 3% of gross domestic
product (GDP).2

It is obvious from what it precedes that
the Algerian economy is characterized by
a chronic deficit in the state overall bal-
ance which is considered as one of the
main factors of disequilibrium that oc-
curred in the internal financial balance.
The reasons of the persistence of the defi-
cit can be summarized in the increase of
public expenditures with an average
higher than the increase of total incomes,
that’s why, this situation shows that the



budget is still in dependency to oil mar-
kets situation ,the same situation as be-
fore, and which is contrary to reforms
goals that’s why it is necessary to recon-
sider the tax structure and to fight tax
avoidance and fraud ; it is also necessary
to rethink the management expenses ( es-
pecially wages) and capital expenditure
financing the government investments
and which represent the base of the econ-
omy.

2.6. Exchange rate:

One of the immediate objectives of the
program was to correct the previous real
appreciation of the Algerian dinar Along
with broad trade liberalization measures,
including on trade-related payments, a
two step devaluation of the Algerian di-
nar (in total 70 percent) took place be-
tween April and September 1994.°

Since 1995, Algeria’s exchange rate poli-
cy has aimed at maintaining a stable real
exchange rate against a basket of curren-
cies weighted according to the country’s
main trading partners and competitors. In
1995, the managed float regime was im-
plemented through fixing sessions be-
tween the Bank of Algeria and commer-
cial banks. An interbank foreign ex-
change market was established in 1996.°
Between 1995 and 2002, the exchange
rate appreciated by 67.08% that means
the domestic currency depreciated by
67.08 % in average against the dollars,
followed by a depreciation of 2.91 % in
average between 2003 and 2004, which
means the Algerian dinar appreciated by
6.84% against dollars. From 2006 to 2008
the Algerian dinar appreciated by around
11% against the dollars, due the increas-
ing in the oil revenues, and increasing in
the foreign currency reserves, also due
the depreciation of the dollars because of
the financial crisis in 2008. Between
2009 and 2010 the exchange rate appreci-
ated, where recorded 72.6 dinars per dol-
lar and 74.4 dinars per dollar, respective-
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ly. In 2011 the Algerian dinar appreciates
again by 72.9 against the dollars.
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Fig. 4: Exchange Rate DA/US dollar
(Source: IMF country report)

2.7. Unemployment:

Despite the fact that amongst the main
targets of the reform program in Algeria
is to reduce the unemployment rates ex-
cept that the results were negative be-
cause of the interruption of investments
in the public sector. The unemployment
phenomenon knew a continuous increase
during the years of the reform program
because of the Layoffs due to the proce-
dures of restructuration and dissolution of
public enterprises on one hand and the
rise of the demographic growth rates dur-
ing the Nineties on the other hand, and
that led to the worsening of the social
conditions.

During the period 1994-1999, the unem-
ployment rate increased by 23.11%,
where in 1999 reached to 29.99 % which
is the highest unemployment rate record-
ed during 1990-2010

In recent years, the unemployment rate
has dipped from nearly 29.77% in 2000
to 10 % in 2011, but it remained high
among youths under 30 years.

To address this matter, the Government
has established a key mechanism for
providing counseling and support to un-
employed youths (establishment of the
National Youth Employment Support
Agency and mechanisms to facilitate pro-
fessional integration). However, the re-
sults of these initiatives are still mixed.



The Government is also focusing on di-
versifying the sources of growth and de-
veloping the private sector as likely areas
of job creation. In addition, efforts are
underway to alleviate the housing prob-
lem. More than one million housing units
were built between 2004 and 2010, which
helped to raise the housing stock to
7,090,000. Even so, this is still short of
the needs, considering the rapid urbaniza-
tion that the country has experienced over
the past 30 years.

3. Conclusion:

In summary, conclude that many aspects
of the structural adjustment program had
great success and revitalized Algeria’s
economy. On the macroeconomic level,
some indicators showed a return to more
economically acceptable levels.*

After the program’s completion, growth
rates registered a positive growth rate, but
this growth still not enough and fragile,
because it is depend on hydrocarbons and
agriculture sectors. Unemployment is
dropping but still high. The structural ad-
justment also contributed to lowering for-
eign debt and debt servicing rates.

In addition, the dinar’s exchange rate
was relatively stable against major cur-
rencies and the gap between the official
rate and the parallel market’s rate dwin-
dled, inflation fell from 29.78 % to 3.91%
in 2010, and the real interest rate became
positive.

The budget balance was characterized by
a chronic deficit which is considered as
one of the main factors of disequilibrium
in the internal financial equilibrium, the
reasons of the persistence of the deficit
can be summarized in the increase of
public expenditures with a rate higher
than the increase in of total revenues,
that’s why, this situation shows that the
budget is still in dependency to oil mar-
kets situation, the same situation as be-
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fore, and which is contrary to reforms
goals.

Conclude from all of the above analysis
that the results of the structural adjust-
ment program at the level of the internal
and external balances were mostly posi-
tive, but the positive results did not mate-
rialize without negative effects on the so-
cial side.

Finally, this is not to say that structural
adjustment was wholly successful, as the
amelioration in some economic indicators
was actually due to favorable external
factors (i.e. rising of oil prices in the in-
ternational markets).
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