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A 

lgeria for years resisted 
raising its reference price 
for crude oil in state 
budget forecasts, stick-
ing with $37 per barrel 

even when prices were booming. 
Excesses were used to build a rainy 
day fund and keep foreign currency 
reserves high.

But 2017’s draft budget broke 
with this traditional fiscal caution 
by setting an average price of crude 
oil at $50 per barrel as the country 
prepares for local and legislative 
elections — the latest political test 
for President Abdelaziz Bouteflika, 
whose nearly 20 years in office ends 
in 2019.

Oil and gas account for 95% of Al-
geria’s exports and 60% of the state 
budget.

A cabinet meeting in early Oc-
tober approved the draft budget, 
which slashes spending 14% but 
maintains social spending, includ-
ing subsidies, at current levels. Op-
position leaders warned the govern-
ment against “impoverishing” the 
population by adopting austerity 
measures in the 2017 draft budget.

“The fact that the budget fore-
casts are based on $50 (per barrel) is 
a good thing. That means that the fi-
nancial law is realistic and there will 
be more rigour and belt-tightening,” 
said economist M’hamed Hami-
douche. “The bad thing is a return 
to the policy of the 1980s, of launch-
ing bold investment projects when 
oil prices are high and stopping 
them during price contractions.”

Algeria has been struggling fi-
nancially since oil prices slumped 
in June 2014 from more than $100 
per barrel, forcing the government 
to delay ambitious plans to upgrade 
infrastructure.

Despite lower oil prices, Algeria 
has preserved two sacrosanct poli-
cies: Remaining free of foreign debt 
and maintaining high levels of for-
eign currency reserves.

Under Bouteflika, authorities 
have sought to avoid a repeat of 
the social upheaval of 1988 when 
shrinking oil prices pushed Algeria 
to reschedule its foreign debt, take 
austerity measures and grant politi-
cal concessions to the opposition.

Ultimately, the country plunged 
into a 10-year civil war pitting Is-
lamist insurgents against the pow-
erful military at the cost of more 
than 200,000 lives and an estimat-
ed $100 billion in economic damage 
and lost development opportuni-
ties.

“Bouteflika gave priority [in the 
2017 draft budget] to the necessities 
of the short term [by] maintaining 
the social transfers which represent 
about 25% of [gross domestic prod-
uct] GDP while reducing investment 
by more than 25%,” said economic 
analyst Kadi Ihsane.

“This move stems from Boutef-
lika’s political DNA. He always pays 
to win time. He resists and waits 
while paying for the costs of gaining 
the time.”

A social spending spree helped 
Algeria buy social peace and escape 
the turmoil of the “Arab spring” 
revolutions, which began in 2010 
and plunged some countries into 
violence and civil wars.

“The government fears the re-
percussions of a degradation of the 
social situation before the elections 
in 2017,” said Brahim Guendouzi, a 
financial consultant and economics 
professor.

Despite rising spending that cut 
an estimated $850 billion from 

funds Algeria had accumulated 
from oil and gas exports since 
Bouteflika took over as president 
in 1999, the country maintained a 
rainy day fund called Fund for the 
Regulation of Receipts (FRR).

Analysts said that moving the ref-
erence price of oil from $37 to $50 
suggested that the FRR might be 
depleted, requiring the government 
to draw from reserves or even be 
forced to tap the international bond 
market to plug budget gaps.

“The FRR is almost empty and 
with a budget deficit of 15% for 2016 
and 10% for 2017 according to the 
most optimistic forecasts, Algeria 
would likely resort to foreign debt 
for the next few years, [which] is 
not a bad thing if the debt will fi-
nance investment projects,” said 
Alexandre Kateb, an economist at 
TELL group.

Financial experts argue that Al-
geria must keep its budget deficit 
slightly less than $20 billion to pre-

serve its foreign currency reserves, 
which could dry up within three 
years if the deficits climb to $30 bil-
lion.

The World Bank and International 
Monetary Fund (IMF) forecast oil 
prices at $50 in 2017 and at $57 and 
$59 for the two following years be-
fore reaching $60 per barrel in 2020.

Algerian Prime Minister Abdel-
malek Sellal said: “Some experts 
predicted that Algeria’s economy 
would face difficulties during the 
next three years through 2019. We 
have studied the situation and con-
cluded that, until 2019, the foreign 
currency reserves will not fall below 
the threshold of $100 billion and in-
flation will remain stable between 
4% and 5% with GDP growing by 
3.5% in 2016 and 3.9% in 2017.”

The government’s supporters 
control parliament and a vote in fa-
vour of the draft budget in Decem-
ber is considered a foregone conclu-
sion.

Algeria raises oil 
price basis for 
next year’s budget
Lamine Ghanmi

A general view of the headquarters of Algeria’s state energy 
company Sonatrach in Algiers.

 Oil and gas account 
for 95% of Algeria’s 
exports and 60% of 
the state budget.
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P 

oorer Egyptians fear they 
will be especially hard 
pressed should the Central 
Bank of Egypt allow the 
Egyptian pound to float 

freely on the currency markets.
The pound flotation is a condition 

for Egypt to receive a $12 billion loan 
from the International Monetary 
Fund (IMF) to strengthen Cairo’s 
foreign currency reserves and gain 
investor confidence.

“All measures taken by the Cen-
tral Bank show that the pound fluc-
tuation is imminent,” economist 
Rashad Abdo said. “The pound flo-
tation is indispensable for economic 
reform in Egypt.”

The Egyptian pound has been los-
ing value to the US dollar over re-
cent months with a greenback now 
selling for 15 pounds on the black 
market. In January, the Central 
Bank devalued the pound by 30% 
putting the official exchange rate at 
about 8.88 pounds to the dollar.

But Egypt’s controlled foreign 
exchange regime created a paral-
lel market that has functioned as 
a magnet for dollars held by Egyp-
tians and billions of dollars sent in 
remittances by Egyptians working 
abroad, depriving the state treasury 
of US dollars.

Foreign currency reserves at the 
Central Bank stand at $19.6 billion 
but they are not nearly enough to 
satisfy import-dependent Egypt’s 
needs for more than a few months.

Central Bank officials were re-
luctant to talk about floating the 
pound, sometimes denying such a 
plan. However, IMF Managing Di-
rector Christine Lagarde recently 
said Egypt had “almost completed” 
the actions required for the IMF’s 
board to review its $12 billion loan 
accord, although some measures 
related to the exchange rate and 
subsidies were still pending.

Egypt has slashed water, electrici-
ty and energy subsidies. It is about to 
cut transport subsidies and plans to 
restructure its food subsidy regime, 
which benefits more than 70 mil-
lion Egyptians — more than three-
quarters of the country’s popula-
tion.

Abdo said he expects the pound 
flotation to be made by the end of 
the year.

Many fear the move would send 
prices of basic commodities shoot-
ing up, resulting in the impoverish-
ment of millions of people.

“The pound flotation will be 
catastrophic for millions of people 
who will have to bear the brunt of 
such a move,” said Fayqa al-Rifae, 
a former Central Bank deputy gov-
ernor. “Apart from raising the cost 
of imports, the flotation will raise 
commodity prices in the local mar-
ket, which will cause public resent-
ment.”

Commodity prices have in-
creased almost 40% in the last 

six months and the flota-
tion regime is expected 

to raise prices even 
more. Commodity 
prices have already 
risen on news of the 

flotation, ushering in 
calls for revolt. More 

Egyptian citizens report an in-
ability to buy essential items 
and there are expectations 

that Egypt’s poverty rate will 
rise.

More than 27% of Egyp-
tians are considered poor, an 

increase of about 1.5 million 
people since 2013. More peo-

ple are expected to fall into pov-
erty as Egypt adapts to IMF loan 

conditions.
This is fuelling nationwide anger, 

pitting the regime of President Ab-
del Fattah al-Sisi against millions of 
hungry Egyptians. There are calls 
for a popular uprising on Novem-

ber 11th against Sisi’s new economic 
measures.

To ease public anger, Sisi has 
promised to impose tighter control 
on the markets, stabilise prices and 
instruct the army and other state 
institutions to offer the public es-
sential goods at reduced prices. But 
his previous calls for such measures 
never came about and prices con-
tinued to increase.

A kilogram of rice sells for about 
90 US cents, up from 45 cents eight 
months ago. A kilogram of red meat, 
$9 last February, now sells for $13.

Economist Mukhtar al-Sherif said 
Sisi had a lot of work to do to ensure 
that public resentment at commod-
ity prices and deteriorating living 
conditions will not translate into 
public action that threatens his gov-
ernment.

“Apart from investing more in so-
cial welfare programmes, the gov-
ernment needs to impose very tight 
control on the market to ensure that 
commodity prices do not rise in a 
way that makes millions of people 
incapable of buying their needs,” 
said Sherif, an economics professor 
at al-Azhar University. “The govern-
ment also needs to end monopolies 
and open the door for more compe-
tition in the market, which will ben-
efit consumers.”

Egypt’s poor fret over prospect of currency float
Ahmed Megahid

An 
Egyptian 
vendor 
carries bread 
trays in the 
neighbourhood 
of El-Gamaliah, 
in Cairo, Egypt, 
on  October  
7th.

Egypt has slashed 
water, electricity and 
energy subsidies. It 
is about to cut 
transport subsidies.

IMF’s Lagarde: 
Saudi Arabia 
should keep 
reining in budget

IRGC says Iranian 
firms should lead 
oil projects

Turkish government 
steps in to help 
central bank

Saudi Arabia should continue 
to rein in spending and seek more 
ways to raise revenues despite 
recent increases in oil prices, Inter-
national Monetary Fund Managing 
Director Christine Lagarde said.

Lagarde said she welcomed steps 
that Saudi Arabia had taken to 
reduce reliance on oil and increase 
employment opportunities.

“Fiscal adjustment has started, 
with the government containing 
expenditures and raising additional 
revenues,” Lagarde said. “These 
efforts should continue over the 
medium-term including through 
further increases in energy prices 
which are still low by international 
standards.”
(Reuters)

A senior commander of Iran’s Is-
lamic Revolutionary Guards Corps 
(IRGC) said cooperation with for-
eign firms on oil projects was nec-
essary but putting them in charge 
would be a national “disgrace”.

“No one is against foreigners 
coming. We can have some coop-
eration with them,” said Brigadier-
General Ebadollah Abdollahi, head 
of the IRGC’s industrial conglomer-
ate Khatam al-Anbiya. “(But) it is a 
disgrace to be under the hands of 
foreigners when we have so many 
educated young people.”

Khatam al-Anbiya is Iran’s big-
gest industrial contractor and its 
leaders have opposed recent plans 
by the Oil Ministry to put inter-
national firms in charge of major 
projects.

Gholamreza Manouchehri, vice-
president of the National Iranian 
Oil Company, recently said for-
eign firms would take the lead on 
large-scale projects coming up for 
tender. However, Oil Minister Bijan 
Zanganeh appeared to row back 
on that decision, giving Khatam 
Al-Anbiya the chance to tender for 
the first major scheme, a $10 billion 
project to expand the South Azade-
gan oil field in south-western Iran.

Another Iranian conglomerate, 
Setad, which is supervised by the 
office of Supreme Leader Ayatollah 
Ali Khamenei, was also given the 
chance to bid for the project.

It will be the first tendering pro-
cess since sanctions were lifted as 
part of last year’s nuclear deal with 
world powers.
(Agence France-Presse)

The Turkish government plans to 
take a more active role in fighting 
inflation and will attempt to tame 
volatile food prices, senior econom-
ic officials said, moves designed to 
give the Central Bank more leeway 
for monetary easing.

The bank recently took a rare 
pause in its easing cycle, leaving 
rates on hold and citing the effects 
of a weaker lira on inflation. It had 
cut rates at the seven previous 
meetings.

The government is focused on 
keeping a lid on food prices, offi-
cials say, or at least lessen inflation’s 
effects on those costs. The aim is to 
shave 1 percentage point off head-
line inflation.

That may be easier said than 
done. The agricultural supply 
chain is rife with middlemen and 
hindered by bureaucracy. In some 
cases, produce is sold at four or five 
times its actual cost, none of which 
goes to producers.
(Reuters)
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