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Abstract

The literature on the effects of FDI in de-
veloping countries provides a range of
prospective benefits to the recipient coun-
try, however many benefit of FDI are fre-
quently challenged. The orientation to the
market economy adopted by the Algerian
government in the early nineties, and its
desire to investment development allow it
to attempt to attract FDI by giving many
incentives. This paper examines qualita-
tively the extent to which Algeria benefits
from the FDI attracted since the progres-
sive economic reform and the opening
process. The major conclusions stand out
from this paper are as follow: (a) Algeria
has not yet reached to attract the desired
level of foreign investments. (b) Most of
the foreign projects focus on the hydro-
carbon sector. (c) The lack of the absorp-
tive capacity of the Algerian economy.
All these factors together hamper the po-
tential spillover benefits from FDI.

Key words: economic growth, FDI, job
creation, national investment.

1. Introduction

Foreign Direct Investment (FDI) became
an important financial source for capital
projects, vital for Emerging country’s de-
velopment. According to OECD defini-
tions, FDI is a category of investment that
reflects the objective of establishing a
lasting interest by a resident enterprise in
one economy (direct investor) in an en-
terprise (direct investment enterprise) that
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is resident in an economy other than that
of the direct investor, the lasting interest
implies the existence of a long term rela-
tionship between the direct investor and
the direct investment enterprise and a
significant degree of influence on the
management of the enterprise. The direct
or indirect ownership of 10% or more of
the voting power of an enterprise resident
in one economy by an investor resident in
another economy is evidence of such a
relationship. The provision of incentives
(tax incentives, and/or subsidies) and the
adoption of FDI stimulating policies stem
from the expectation that FDI will bring
tremendous benefits to the recipient coun-
tries (Azman Saini, Ahmed Zoubaidi and
Siong Hook Law, 2010)™ by enhancing
the economic growth. Andreas Johnson
(2005) suggests that there are two mech-
anisms through which the FDI growth
enhancing effect may take place, first, the
FDI growth nexus might involve an im-
pact of FDI on capital accumulation, in
this case the impact of FDI depends only
on its influence on domestic investment,
second beyond its direct role on capital
accumulation, FDI is expected to be
growth enhancing by increasing produc-
tivity in host countries through technolo-
gy transfers. The interaction between
transnational corporations (TNCs) and
domestic firms in developing countries
can results in higher rates of knowledge
and technology diffusion, thanks to the
number of mechanisms, such as imitation,
increased competition, training and hu-
man resources mobility (UNCTD, Gene-
va, 2010 ). Kjetil Bjorvatn, Hans Jarle



Kind and Hildegunn Kyvik Nord& (2002)
B state that local suppliers may be able to
provide intermediates to foreign affiliates
and over time, these supplies may be-
come more and more skill intensive. Ro-
land Craigwell (2006)™ suggests that an
increase in FDI leads to higher employ-
ment. It has been pointed out in many
studies that FDI spillovers do not appear
automatically, but depend on the host
countries absorptive capacity (Magnus
Blomsterom &Ari Kokko, 2003) ! FDI
in the primary sector tend to have a nega-
tive effect on growth while investment in
manufacturing a positive one, an evi-
dence from the FDI in the service sector
is ambiguous ( Alfaro, 2003)"®!. The po-
tential spillover benefits from FDI are re-
alized only if local firms have the ability
and motivation to invest in absorbing for-
eign technologies and skills, to motivate
subsidization of foreign investment, it is
therefore necessary at the same time, to
support learning and investment in local
firms as well (Magnus Blomsterom &Ari
Kokko, 2003)!"). E.Borenztein, J.De Gre-
gorio, J-W.lee (1998) ! suggest that the
higher productivity of FDI holds only
when the host country has a minimum
threshold stock of human capital. Thus
FDI contributes to economic growth only
when a sufficient absorptive capability of
the technologies is available in the host
country. Among local country conditions
Laura al (2003)F, herms and lensink
(2003)™ Mohammed Omran and Al
Bolbol (2003)™! Christer and Junjie
(2007)*4 Mohammed Arshad Khan
(2007)™® examined the intermediary role
played by local financial institutions in
channeling the contributions of FDI to
economic growth, they argued that the
lack of development of local financial
markets can limit the economy’s ability
to take advantage of potential FDI spillo-
Vers.
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Like other developing countries, Al-
geria wants to benefit from the ad-
vantages of foreign direct

2. FDI in Algeria :overview

2.1. Trend and patterns of FDI

The evolution of FDI inflow to Algeria
can be divided into stages according to
the analysis of the table’s data. The peri-
od between1993 to 1995 was character-
ized by a total absence of the FDI in Al-
geria due to the complicated situation of
Algeria on the economic, politic, and so-
cial levels. This period witnessed the ex-
ternal indebtedness crisis aggravation,
and therefore the raise of the external
debt services which exceeded the availa-
ble payment capacities, so that, the au-
thorities were forced reschedule the ex-
ternal debts, which was followed with a
strict application of the structural reform
conditions made by the International
Monetary Fund. Besides that, the deterio-
ration of the security situations, as well as
the political instability during that time
had negatively affected the attraction of
the FDI. Under this situation as well as
the economic instability and the high risk,
FDI would never be attracted even if bet-
ter financial and tax motives have been
given. The period between 1996 -2000
has been characterized by the inflow of
the FDI to Algeria which estimated to
270 and 438 million dollars mostly con-
secrated in oil sector [15], so that Algeria
wasn’t attractive to the FDI in the other
sectors. In the same time, Algeria was too
far from the level reached by the Neigh-
boring countries like Morocco where the
FDI volume was in 1997 four times high-
er than in Algeria. While the fact of the
FDI inflow to China is incomparable with
the one of Algeria, since China got what
is estimated to USD 41 billion in 2000,
the equivalent of 93 times of the FDI in-
flow to Algeria in the same year. The pe-
riod between 2001 and 2005 has known a



remarkable improvement in the volume
of the FDI inflow to Algeria since it sur-
passed USD 1 billion in 2001, 2002, 2005,
at the same time Tunisia knew less FDI
inflow than Algeria and more inflow to
Morocco, except in 2002 when Algeria
exceeded Morocco in the level of FDI
inflow. According to the world invest-
ment report 2004 [16], Algeria was the
third biggest FDI recipient in Africa in
2002, and the largest in the Maghreb re-
gion, this was mainly due to macroeco-
nomic stabilization and economic liberal-
ization implemented by the government
in the early 1990s. However, its FDI in-
flows declined by 40% in 2003 (from
USD 1065 million in 2002 to USD 633.8
million in 2003), so far, Algeria has not
fully benefited from the downstream ef-
fects of FDI in term of local enterprises’
competitiveness, job creation, domestic
capital and technology transfer. Histori-
cally, a large part of investment went to
oil and gas exploration. In the period be-
tween 2005 — 2011 after the decrease of
the FDI inflow in 2010 by 17% after be-
ing estimated to USD 2761 million in
2009, it increased again by 13.6% to get
USD 2571 million in 2011, which repre-
sents 6% of the FDI inflow to the Arab
countries, that is why Algeria got the fifth
rank among the Arab countries in 2011,
after the Saudi Arabia that got the first
rank being the biggest welcoming country
of the foreign investments by 38.2%
among the total FDI inflow to Arab coun-
tries, followed by Emirates, then Lebanon,
then Sudan, while

Morocco was the sixth after Algeria
followed by Tunisia; Egypt got the 19th
rank before Yemen and Libya which are
in the last ranks [17]. The decline of the
FDI inflow to Egypt is due to its recent
bad political situation.
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Fig.1 FDI inflow to Algeria versus other
North African countries and china

Source: compiled by the author based on the
UNCTAD data accessed on 2012

2.2. Source country composition

So far there have been many countries
have FDI projects established in Algeria,
like Arab countries, European countries
mostly those of the European Union
countries and Asian countries. The Euro-
pean Union countries are dominant in
terms of project and capital with 190 pro-
jects with a value of 172550 million DZD
(USD 3.703 billion) between 2002 and
2011, this because of the association
agreement between Algeria and EU
which was signed in 2002 and came into
force on 1% September 20058, and that
includes 36 French projects of 9 billion
DZD (USD 0.122 million). As the second
major investor in Algeria, Arab countries
with 174 projects which represent DZD
1258036 million (USD 0.652 billion),
among them 14 projects belong to Egyp-
tian investors with DZD 48 billion (USD
0.652 billion). Emirate, Egypt, Saudi
Arabia, Kuwait and Sultanate of Oman
are considered as the most important Ar-
ab investors in Algeria in the number of
projects, especially in the communication
sector through Orascom Telecom Com-
pany of cell phone and some activities in
services sector. USA occupied the fourth
rank with 9 projects with the value of
DZD 58821 million (USD 0.799 billion),
in the same period of 2002 to 2011, after
being the largest foreign investor in Alge-
ria with more than USD 906 million



(which is approximately the equivalent of
DZD 63 billion) in the period 1998-2001;
the American companies focus particular-
ly on hydrocarbon sector, beside other
sectors such as Pharmacy ™%,

Table 1: FDI inflow by countries in the peri-
od (2002-2011)

is clear that despite the variety of other
sectors that in which foreign investors
work, hydrocarbon sector still the most
attractive sector of the FDI, particularly
after the Investment Law of 1991 that
opened the door for the foreign investors
to invest in energy and hydrocarbon sec-
tors, in which the investment volume of

— the FDI reached USD1.8 billion in 2003,
Number of | Size (million DA) .
projects (13=73.57AD) where Sonat(ach company[21] signed 8
European contracts during 2004 [22].
countries 230 313 200 . .
= Table 2: FDI composition by sectors in the
Lopean 190 272 550 period (2002-2011)
Arab . Capital
countries 174 1258 036 Number tﬁ)tglf ot %5 of
Sector gf pro- number éng[ljn)l&nag; ;:;ltlal
Asia 31 512 196 Jects of pro- | _bzp amount
Jects 73.57)
Agri- 8 1.77 6.533 0.30
USA 9 58 821 culture
Con- 70 15.52 41 981 1.94
Multinational suuetio
: 5 14 641 n
corporation Industry | 257 56.98 949 710 43.88
African Health 3 0.67 8.589 0.40
countries 1 4.510 Transpo | 16 355 9351 0.43
rt
Australia 1 2.974 iTs‘r’n“f' 11 2.44 481 321 22.24
S?Cfe's 85 18.85 578 393 26.72
VI
ommuni
cation
Source: www.ANDI.dz accessed on 2012 Total | 451 100 2164378 | 100

2.3. Form of ownership and investment
composition by sector

According to the National Agency for In-
vestment Development (ANDI) [20], the
total of foreign projects is estimated with
451 projects, among which 209 of them
are joint venture projects and 242 are
wholly owned by foreigners. Regarding
to the distribution of these projects on
economic sectors, FDI projects are main-
ly implemented in industrial, services,
Construction and public works sectors,
which make together about 412 projects
from a total of 451 with an amount of
DZD 1570084 million (USD 21.341 bil-
lion) representing 72.54 % of the total
amount of foreign projects in Algeria, it
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Source: www.andi.dz accessed on 2012

3. The contribution of FDI in Algeria’s
economy

3.1. FDI contribution in the national
investment

The number of investment projects de-
clared by ANDI agency reached 47284 in
the period between 2002-2011, among
which 46833 are national projects repre-
senting 99.5% of the total projects,
while 451 which represents 0.95% of the
total investment projects are foreign in-
vestment projects. The weight of FDI
projects has progressed slightly in 2011
representing 32.9% of the total amounts
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of capital invested in Algeria, after being
22% in 2005. It is worth mentioning that
although the few number of these projects,
they constitute huge projects regarding
their contribution in the invested capital
amounts in Algeria due to the focus of the
most of the projects on energy and oil
sectors which need a huge amounts of
capitals compared to the other sectors,
despite that the attraction of foreign in-
vestments in other sectors took place in
the recent years.

Table 3: Shares of FDI in total investment
projects in the period (2002-2010)

% of
total
invest-
vest-
ments

% total
size of
projects

Num-
ber of
projects

Size of projects
(million of AD)
(1USD=73.57AD)

Investment
projects

46
833

National

investment 99.05

4414 144 67.10

FDI
investment

451 0.95 2164378 32.90

47

Total 284

100 6578 522 100

Source: www.andi.dz accessed on 2012

According to the table.4, the contribu-
tion of the FDI in the total of fixed capital
formation is too weak, since it reached
2.47% in 2000. But, it has witnessed
slight progress in 2001 by 9.54%, 8.53%
in 2002, and 9.21% in 2007.

Table 4: Shares of FDI in gross national in-
vestment (%)

YEARS FDI/GFCF
2000 247
2001 9.54
2002 8.52
2003 4.82
2004 6.21
2005 7.05
2006 1.09
2007 9.21
2008 1.31
2009 1.06

Source: made by the author according to the
FDI and GFCF data from UNCTAD and
WORLD BANK accessed on 2012
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Therefore it can be said that the ratio
of FDI in the total of the fixed capital
formation knew unbalanced rates during
the period from 2000 to 2009. Although
the improvement realized in some years,
but the FDI is not that important for Al-
geria to finance investments, since the
state has been relied on the average of the
national saving which is considered high
as it’s shown in the following graph:

100
=4=0r0ss
0 —— saving/
GDP
1995 2000 2005 2010

Fig. 2: the evolution of saving and investment
rate in Algeria

Source: World Bank, gross saving/GDP &
GFCF/GDP statistics, accessed on 2012

3.2. FDI Contribution in the Economic
growth

The total of the GDP has increased from
USD 54.79 billion in 2000 to approxi-
mately USD 81.143 billion in 2011, thus
registering fluctuation in the growth rate
estimated to 3.52% average growth rate
in the period between (2000-2011), which
is considered as a positive factor but it is
still out of the expected levels, this is in
line with the low level of FDI inflow to
Algeria which didn’t pass USD 2.746 bil-
lion in all this period, although it in-
creased by a great growth rate especially
in  (2001,2006, 2008) which were
(295.53%, 66.07%, 56.07%) respectively,
since Algeria received in 2001 what’s ap-
proximately four times more than the re-
ceived projects in 2000 (from 280.1 mil-
lion dollars to 1.1079 billion $ in 2001).
However and despite the sharp increase
of the FDI inflow in this year, the eco-
nomic growth of this year was estimated



to 2.59 %, therefore it knew only a slight
progress from 2000 when it was 2.20 %,
that means that the realized increase of
this year concerning the attraction of FDI
doesn’t have enough contribution in the
realized economic growth in the same
year. While in (2002, 2003, 2007, and
2010), the FDI inflow growth rate was
negative, this is reverse to what was reg-
istered in the realized economic growth
rate, because in 2002 when the economic
growth rate registered a higher level
compared to the previous years, the FDI
decreased by 3.87%, the same thing hap-
pened in 2003 when the levels of the eco-
nomic growth estimated to 6.89% which
represents the highest level of economic
growth, the FDI inflow realized the low-
est level of growth rate. Furthermore,
when the economic growth rate decreased
from 5.1% in 2005 to 1.99 % in 20086, the
FDI inflow growth rate increased from
22.58 % in 2005, to 66.07 % in 2006, in
2010 also when the economic growth rate
registered an augmentation, FDI inflow
growth rate registered a very low level

which estimated to -17.56%. From anoth-
er side, the contribution of the FDI meas-
ured by the FDI inflow as a ratio of GDP
is still weak, since it knew a varying val-
ues during the period 2000-2011, which
were limited between 0.51 % in 2000
when the FDI inflow was weak, and
3.58 % as the highest ratio in 2009, when
Algeria knew the highest level of the FDI
inflow, and the following graph shows
the relationship between the economic
growth rate, and the FDI inflow growth
rate.

400 -
200 - =4=GDP
0 growth
rate
-2001996——2016—

Fig. 3: The evolution of FDI growth rate
and GDP

Source: compiled by the author based on the
table’s data

Table 5: FDI and economic growth in Algeria in the period (2000-2011)

GDP(USD) rGatDeP(O/%;OMh ::n?llow(USD) ';?c:\l:/r':l??;,\t/e (%) FGDDISS(or/?;IO o
2000 | 54790060000 220 | 280100000 0.5112241
2001 | 56214600000 | 2.509997153 | 1107900000 | 2955373081 |  1.9708403
2002 | 58856690000 | 4.70000676 | 1065000000 | -3.872190631 |  1.8094799
2003 | 62917800000 | 6.899997265 | 633700000 | -40.49765258 |  1.0071872
2004 | 66189520000 | 5.199991099 | 881900000 |  39.16679817 |  1.3323862
2005 | 69565190000 | 5.100006768 | 1081100000 |  22.58750497 | 15540819
2006 | 70956490000 | 1.999994537 | 1795400000 |  66.07159375 2 530283
2007 | 73085190000 | 3.000007469 | 1661800000 | -7.441238721 |  2.2737849
2008 | 74839230000 | 2.399993761 | 2593600000 |  56.07172945 |  3.4655621
2009 | 76635370000 | 2.399997969 | 2746400000 | 5891425046 | 35837238
2010 | 79164340000 | 3.300003641 | 2264000000 | -17.56481212 |  2.8598735
2011 | 81143448101 | 2.499999496 | 2571000000 |  13.56007067 |  3.1684628

Source: UNCTAD and WORLD BANK accessed on 2012
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The table.6 which represents the con-
tribution of FDI in the economy measured
by the value of FDI inflow as a ratio of
GDP in Algeria and other countries,
shows that the rate of the contribution of
the FDI in the Algerian economy is the
weakest compared to other countries with
an average of 2.35 % of FDI as a ratio of
GDP during the period from 2002 to 2011,
while it’s considered high in other coun-
tries in comparison to Algeria, among
which Saudi Arabia takes the first rank
concerning the contribution of the FDI in
the economy by 6.86 % , then Tunisia by
5.07%, then Egypt, and Morocco by
3.83% and 3.66% respectively.

Table 6: FDI as a ratio of GDP in Algeria and
some Arab countries

Algeria | Morocco | Tunisia | Egypt /s:\arl;g:a

@ | o ORI ORI
2002 1.8 211 3.58 0.61 0.23
2003 1 3.75 241 0.21 0.38
2004 1.33 8.42 2.49 1.89 0.90
2005 | 1.55 35 2.94 452 5.33
2006 2.53 4.81 11.76 791 7.32
2007 2.27 5.36 5.40 8.52 9.55
2008 3.46 4.50 8.83 6.52 15.32
2009 3.58 3.37 5.24 4.40 12.88
2010 2.85 2.62 4.56 3.98 10.77
2011 3.16 4.02 3.50 -0.29 5.89
mean | 2.35 3.66 5.07 3.83 6.86

Source: made by the author according to the
data of FDI and GDP collected from
UNCTAD and WORLD BANK
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3.3. The contribution of FDI in the ab-
sorption of the unemployment:

According to the statistics set out in the
figure.4, it can be noticed that the at-
tracted FDI in Algeria in the period 2002-
2010 had a positive effect on the em-
ployment level in terms of creating jobs.
The number of the Algerian workers be-
ing employed by foreign companies dur-
ing this period was approximately 39984
workers. Which represents 17.65% of the
total provided job opportunities by in-
vestment projects during the same period,
versus 186487 job opportunities provided
by national projects, which represents
82.34% of the total job opportunities. So,
it is clear that FDI contribution is very
low in creating job opportunities com-
pared to the national projects. However,
the number of the foreign investment pro-
jects during this period estimated to 360
projects, which represents 1.5% of the to-
tal of projects, provided 17.65% of the
total offered job opportunities during the
period between (2002-2010).While the
local projects humber estimated to 24655
projects during the same period, which
represents almost 98.5%, offered 82.34%
of the total offered job opportunities for
the same period. This is an evidence of
the effectiveness of foreign investment
projects in providing job opportunities.

number of projects

1%

| national
projects

98%

the created jobs
0,
8% 1oy

82%




11% capital amount
25% '

Fig. 4: FDI and job creation during the period
2002-2011

Source: www.andi.dz accessed on 2012

Concerning labour distribution resulting
from the foreign investment projects ac-
cording to the economic sectors during
the period (2002-2010), the foreign in-
vestment companies in the industrial sec-
tor attracted the largest number of the na-
tional labour force; since the industrial
sector created alone 24318 job opportuni-
ties during the period 2002-2010 of a total
of 39984 job opportunities offered by the
foreign companies among which 1965
were activities related to water and energy,
and 12003 were for steel, metal, mechanic
and electric industry; service sector came
in the second rank with 7314 job opportu-
nities. The companies investing in build-
ing, public works and hydraulic sector
came in the third position concerning the
contribution in creating job opportunities
in Algeria by offering only 5141 job op-
portunities, despite that this sector is con-
sidered as labour-intensive sector, but its
weak contribution in creating jobs is due
to the companies’ reliance on the foreign
labour brought from their parent countries,
such as the Chinese companies activating
in the building and public works, which
significantly relies on the Chinese labour.
The foreign companies investing in the
agricultural sector got the last rank, where
only 22 positions were offered due to the
limited investment projects in this sector
during the period (2002-2010) compared
to the other sectors.
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Table 7: Distribution of workers according to
the economic sector

Amount

N Projects i Created

Designation number in billion ‘obs
DZD )

Agriculture 3 1 22
Building,
Public works 56 10 5141
and hydraulics
Industry 201 528 24318
Health 2 5 697
Transportation 13 4 384
Tourism 6 8 2108
Services 79 151 7314
Total 360 706 39984

Source: www.andi.dz accessed on 2012

3.4 FDI contribution index®?®!:

The inward FDI contribution index aims
to measure the development impact of
FDI in the host economy. It shows the
contribution of foreign affiliates to GDP
(value added), employment, wages and
salaries, exports, R&D expenditures, capi-
tal formation and tax payments as a share
of host country total (e.g. employment by
foreign affiliate as a percentage of total
employment). UNCTAD’s FDI contribu-
tion index contains 79 countries including
Algeria which ranked 75", so this rank is
considered very low, especially compar-
ing to some countries in the region such
as Morocco which is ranked 21% and
Egypt 49™ among 79 countries.

4. Conclusion

Unlike other middle-income economies,
for many decades, Algeria has not been
able to attract large amounts of FDI, and
as foreign investment can help promote
economic diversification through diver-
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sify the export (Banga, 2006) 4. These
results imply that a fall of FDI in Algeria
may hamper the government’s efforts to
diversify the economy away from hydro-
carbons. Therefore because of the weak-
ness of the FDI inflow to Algeria, and the
concentration of most of the projects in
the hydrocarbon sector, the FDI projects
invested in Algeria did not contribute
enough in the economy development. In
addition to the lack of the absorptive ca-
pacity of the Algerian economy (such as:
the weakness of the information and
communication technology, the difficulty
to access the funding, unskilled and inex-
perienced workers...), All these factors
hinder the benefit from the positive ef-
fects of foreign direct investment. Since,
the FDI spillovers don’t appear automati-
cally, but depend on the host counties ab-
sorptive capacity (margnus blomsterom &
kokko, 2003). So that, Algeria should fol-
low some procedures, in Il sectors, to
ameliorate the investment environment to
attract foreign investors on one hand; and
to facilitate the benefit from the ad-
vantages of these investments on another
hand, through:

e  Show the good intention in the exe-
cution of fiscal and financial incen-
tives legally stipulated.

e Initializing the infrastructures

e  Facilitating the establishment of the
projects and getting the local fund-
ing, either for foreign or local in-
vestments.

e  Eliminate the bribery, bureaucracy
and the administrative corruption.

e  Providing habilitation and scientific
training centers for workers that help
to assimilate the technology that for-
eign direct investment brings.
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