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The Managing Director has been informed that the authorities of 
Algeria will shortly request a purchase of SDR 315.2 million (equivalent 
to 50.6 percent of quota) under the decision on the compensatory and 
contingency financing facility (Decision No. 8955-(88/126). adopted 
August 23. 1988). The request is being made in respect of a shortfall of 
SDR 970.3 million in merchandise exports and an excess in cereal import 
costs of SDR 66.0 million in calendar year 1988. This is Algeria's first 
request for a compensatory financing purchase. The proposed request is 
expected to be considered by the Executive Board concurrently with the 
request for a first credit tranche stand-by arrangement (EBS/89/88, 
5/4/89). If both requests are approved. the Fund's holdings of the 
member's currency will rise from 100 percent of quota to 175.6 percent of 
quota. 

This paper. which is being circulated in advance of the formal 
request from Algeria, includes four sections and two annexes. The 
sections deal with: c.1) balance of payments position and cooperation with 
the Fund; (2) estimation of the export shortfall and excess in cereal 
import costs; (3) causes of the export shortfall and excess in cereal 
import costs and prospects; and (4) staff appraisal and proposed 
decision. Annex I analyzes the export shortfall and excess in cereal 
import costs by reference to developments and prospects for major 
commodities. Annex II summarizes Algeria's relations with the Fund. 

1. Balance of payments oosition and cooneration with the Fund 

a. Balance of payments position 

Algeria's balance of payments position deteriorated in 1988. Exports 
declined by 17 percent in SDR terms, reflecting mainly a reduction in the 
volumes and unit \ralues of crude oil and condensate exports (Table 1). 
Cereal imports nearly doubled because of a drought but total imports were 
contained to less than the previous year's level through trade and 





paJ;ments c011tr01s. Interest pa”ents rose significantly. As a result of 
th?se developments. the current account balance shifted fl-om a small 
surplus in 1987 to a deficit of SDR 574 million in 1988. As the capital 
account was in virtual balance, the current account deficit was financed 
mainly by a drawdown of foreign exchange reserves. togsther with the 
utiI.ization at vear-end oE Algeria’s reserve tranche in the Fund 
(SDP. 72 millioni and SDR holdings (SDR 144 million). At the end of 1986. 
gross reserves (excluding gold) amounted to 1.4 months oE imports of goods 
and nonfactot- services, compared with 2.1 months at the end of the 
preceding year. Reflecting both the decline in exports and the rise in 
ser\rice payments, the ratio of debt service payments to exports of goods 
and nonfactor services rose from 55 percent in 1987 to 77 percent in 1968. 

The balance of payments is e:xpected co improx.‘e during the period 
1989.90. The projected rise in export earnings would allow for a” 
increase in imports together with a reduction in the current account 
deficit in 1999 and the reattainment of a current account surplus in 1990. 
The capital account is F’ojected to be in virtual balance in both years 
a~ continued high amortizatio” payments during these years would be 
matched by new borrowing. As a result. the ratio of gross reserves to 
imports is projected to increase only marginally. With the improved 
export performance, the debt service ratio is projected to decline to 
62 pel-cent in t98Q and to 54 percent in 1990. 

b. Cooperation with the Flund 

The Government of Algeria has a record of good relations with the 
Fund, A policy dialogue has been regularly maintained through Article IV 
consultations and. in recent years, Algeria has received Fund technical 
assistance missions in the fields of central banking. public finance, and 
exchange and trade, Algeria has not previously used Flund resources. 
The Algerian authorities have adopted a financial and economic program, in 
support of which they have requested a first credit tranche stand-by 
arrangement !EBS,‘E”,‘SR, 5,‘4/89!. 

Algeria continlucs to maintain a restrictive tl-.?dr and exchange 
syscrm. Recently the authorities ha-:e introduced foreign exchange hudgrcs 
at the level of each enterprise, which no longer in-Jolve the detailed 
specification of the end-use of foreign exchange resources, thus proxriding 
enterprises gl-eater flexibility. Mareo\‘e ,-. in foreign exchange allocation 
the private sector is now treated on a more equal Eooting with the public 
sector. Algeria’s exchange restrictinns, with the exception of that 
arising from the nw foreign exchange budgets, were in effect when Algeria 
became a member of the Fund in 19133 and are maintained in accordance with 
the transitional arrangements under Article XIV. The exchange restriction 
arising from the new foreign exchange budget is subject to Fund app~-o\‘al 
under Article :.‘I1 1 and appro\‘al b;: the E:.:rcuci\,e Eoard is being proposed 
i n ( / 1 I : 5 / S ‘! ,/ ,Lt :-: . 5 ;? j ,I :< I 4 1 

The request for .2 pul-chase under the comprns$tory element of the 
compc”snro~-v and contingency fin‘ancing focilitv is expected to inclludz n 
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statement by the authorities that Algeria will cooperate with the Fund in 
an effort to find, where required, appropriate solutions for its balance 
of payments difficulties. The staff considers that the financial and 
economic program to be supported by the proposed stand-by arrangement and 
Algeria's record of cooperation with the Fund meet the requirement of 
cooperation associated with the proposed compensatory purchase. 

2. Estimation of extort shortfall and cereal excess 

The calculations supporting the proposed compensatory purchase by 
Algeria are based on a shortfall in merchandise exports and an excess in 
cereal import costs for calendar year 1988. the latest period for which 
actual data are available (Table 2). After declining by 17 percent in the 
shortfall year. total export earnings in SDRs are projected to increase by 
16 percent in the first post-shortfall year and by 13 percent in the 
second post-shortfall year (Table 3). On the basis of these movements, 
the export shortfall for calendar year 1988 is calculated at 
SDR 970.3 million, equivalent to 155.7 percent of quota. After declining 
by some 24 percent in 1987, the value of cereal imports virtually doubled 
in 1988. A further increase of 15 percent is projected for 1989. followed 
by a decline of 10 percent in 1990. On the basis of these movements, the 
excess in cereal import costs is calculated at SDR 66.0 million, 
equivalent to 10.6 percent of quota. The sum of the export shortfall and 
the cereal excess. at SDR 1.036.3 million, is more than three times the 
proposed purchase of SDR 315.2 million. 

3. Causes of the export shortfall and cereal import excess, 
and "rostwcts 

The export shortfall calculated for calendar 1988 mainly reflects 
shortfalls in three commodities: condensates (SDR 353 millionj. crude 
petroleum (SDR 196 million), and liquefied natural gas (LNG) 
(SDR 159 million). Smaller shortfalls were also recorded for all other 
energy products and for non-energy exports. The shortfalls in energy 
exports reflect shortfalls in the unit values of all energy products as 
well as shortfalls in the volumes of condensates, crude petroleum 2nd LNG 
exports (Table 4). The excess in cereal import costs of SDR 6h.O million 
reflects excesses in the volumes of all cereal imports (hard and sofr 
wheat, maize, barley. and rice) and excesses in the unit values of all 
such imports except hard wheat. The following sections provide an 
overview of developments affecting energy exports, non-energy exports. and 
cereal import costs. A detailed account of developments relating to 
specific commodities is contained in Annex I. 

a. Export shortfall 

(1) Petroleum ex!Jorts 

Petroleum exports. consisting of crude petroleum. condensates. 
refined petroleum products, and liquid petroleum gas (LPG), accounted for 
68 percent of total exports in 1988, the shortfall year. The decline in 
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Table 2. Algeria: Estimation of Amount of Compensation, 1986-90 

(In millions of SDRs) 

1986 

Years Ending December 
Proiected 1/ 

1987 1988 1989 1990 

1. Merchandise 
exports 

2. Commercial 
cereal imports 

3. sum of export 
shortfall and 
cereal excess 

Export shortfall 
Excess in cereal 

import costs 

6,874.0 6.982.0 5.827.0 6,762.0 7.671.0 

349.7 266.7 521.3 599.6 539.3 

1.036.3 
970.3 

66.0 

4. Proposed purchase 2/ 
Export shortfall 

component 
Cereal excess 

component 

315.2 

249.2 

66.0 

sources: Data provided by the Algerian authorities; and Fund staff 
estimates. 

lJ Based on judgmental forecasts of earnings presented in Tables 3, 4. 
and 5. The constraint that exports in the post-shortfall period not 
exceed 20 percent of their average level in the preshortfall period is not 
binding in this case. 

u The export shortfall component amounts to 40 percent of quota and 
the cereal component amounts to 10.6 percent of quota. 



Table 3. Algeria: Export Earnings and Shortfalls By Major Commodities, 1984-90 

Years EndinE December 
Proiected Shortfall Year - 1988 

1984 1985 1986 1987 1988 1989 1990 Geometric Arithmetic 

(In millions of SDRs) 

Total exports 12,480 12,837 6,874 6,982 5,827 6,762 7,671 970.3 996.6 

Total hydrocarbons 12,293 12,632 6,663 6,810 5,523 6,236 7,073 914.2 937.9 

Crude petroleum 2,799 3,172 1,203 1,329 1,004 1,221 
Condensates 3,221 3,014 1,433 1,842 1,298 1,803 
Refined petroleum 2,741 2,451 1,440 1,527 1,334 1,189 
LPG 369 455 298 342 303 339 
LNG 1,948 1.851 990 790 848 1,132 
Natural gas 951 1,282 734 659 619 552 
Other 264 408 564 322 117 __ 

1,270 196.0 201.3 
1.987 353.2 374.6 
1,429 44.8 49.7 

325 17.8 18.3 
1,381 159.2 LEO.1 o\ 

682 27.3 30.3 
__ __ __ 

Non-energy exports 186 205 211 172 304 526 598 17.7 57.7 

Total exports 

Total hydrocarbons 

Crude petroleum 
Condensates 
Refined petroleum 
LPG 
LNG 
Natural gas 
Other 

Non-energy exports 

5 

-9 
-3 
-8 

131 
-9 

203 

3 -46 

3 -47 

13 -62 
-6 -52 

-11 -41 
23 -35 
-5 -47 
35 -43 
55 38 

10 3 

(Percentage chanae) 

2 -17 16 

-2 -19 13 

10 -24 22 
29 -30 39 

6 -13 -11 
15 -11 12 

-20 7 34 
-10 -6 -11 
-43 -64 -- 

-19 77 72 

13 

13 

4 
10 
20 
-4 
22 
24 
__ 

14 

Sources : Data provided by the Algerian authorities; and Fund staff estimates 

. . 



. . 

T;lL>le 4. Algeria: E,:pol-t Eal-nings and Shortfalls 
and by Value. Volume and Unit Value. 

(19SE=100; In terms of SDRs) 

Value Share Shortfall in 
in Total Percent of 
EsFOrtS years Endinp December Level in 
in 1988 Proiected Shortfall 

i In percent) 1964 19R5 1986 1987 19se 1589 1990 year = 19E8 

Value 

Crude petroleum 
Condensates 
Refined petroleum 
LPG 
LNG 
Natural gas 

Volume 

Crude petroleum 
Condensates 
Refined petroleum 
LPG 
LNG 
Natural gas 

Unit Value 

Crude petroleum 
Condensates 
Refined petroleum 
LPG 
LNG 
IJatural gas 

92.8 ?23 

17.2 279 
22.3 24F. 
22.9 205 

5.2 122 
14.6 230 
10.6 154 

x.2 

“?6 11: 

316 120 
232 110 
184 108 
150 98 
213 117 
207 119 

120 - 

132 
142 
114 
113 

93 
106 

122 139 120 110 
96 91 98 112 
99 94 106 92 
46 59 75 93 
78 El 79 93 
62 81 77 105 

115 

100 
112 
lD2 
126 
146 
155 

229 227 
258 ?55 

207 196 
265 254 
295 269 
246 256 

120 
127 
124 
122 
100 
101 

101) 

100 
100 
100 
100 
100 
100 

100 

LOO 
LOO 
LOO 
LOO 
100 
100 

100 

100 
100 
100 
100 
100 
100 

122 
139 

89 
112 
134 

8Y 

110 
118 

81 
99 

122 
94 

112 

111 
118 
llil 
113 
110 

95 

131 15.6 

126 19.5 
153 27.1 
107 3.2 
107 5.8 
163 18.5 
110 4.3 

113 3.3 

112 10.2 
128 10.6 

93 -6.0 
96 -7.2 

139 4.5 
102 -5.0 

116 12.0 

113 8.5 
120 15.0 
115 9.9 
111 14.0 
117 13.8 
108 9.9 

sources : Data provided by the Algerian authnrities; and Fund staff estimtes. 



8 - 

earnings from petroleum exports. from an average level of 
SDR 4,695 million in the two preshortfall years (1986 and 1987) to 
SDR 3,939 million in the shortfall year, was due to declines in the exporr 
unit values of all petroleum products and to a reduction in the volumes of 
crude petroleum and condensates. In the case of crude petroleum, the 
export unit value declined in the shortfall year by 10 percent relative to 
the average unit value in the two preshortfall years, while volume fell hy 
15 percent. The export unit value of condensates declined by 16 percent 
and volume fell by 5 percent over the same period. The movements in 
Algeria's crude petroleum prices and other energy prices closely Eollow 
those of world spot market prices for crude oil (Chart 1). 

Algeria is a member of the Organization of Petroleum Exporting 
Countries (OPEC). 1/ Developments in the world oil market that led to the 
weakening of oil prices in 1988 have been described in detail in 
Supplementary Note 8 of the latest World Economic Outlook report (Apx-il 
1989). These developments are reviewed in Annex I. Howevex-. it may be 
useful to summarize briefly the main features of recent developments as 
they provide important background to an understanding of the emergence of 
Algeria's export shortfall. Over the three-year period ended in 1988 (the 
shortfall year), world consumption of petroleum increased at a relatively 
steady rate of about 2 l/2 percent per annum (Table 5). Since the short- 
run price elasticity of demand for oil is generally estimated to be quite 
low, changes in the price of oil in the "ear term have mainly reflected 
shifts in the supply of oil. Although the share of OPEC members in total 
world production has declined to about one third in recent years, 
movements in world oil supplies during the period over which the shortfall 
is calculated were the result mainly of changes in petroleum production by 
the members of OPEC. 

After falling sharply in 1986, crude oil prices 2i recovered irr 19S7 
to an average of $17.79 per barrel, largely as a result of a moderate 
decline in OPEC output following the sharp increase in the previous ;;rar. 
Crude oil prices weakened again in 1988, particularly in the third 
quarter, when spot market prices averaged $13.59 per barrel. as several 
OPEC members experienced difficulties in adhering to their production 
quotas. In late November 1988. the members of OPEC agreed to abide by 
newly established production quotas within an overall production ceiling 
of 18.5 million barrels a day (mbd) for the first half of 1989 and 
reaffirmed their intention to stabilize prices at the $18 a barrel 
reference Level. Following this agreement, crude oil prices strengthened 
considerably. rising from an average $11.77 a barrel in November 1988 to 
$17.45 a barrel in March 1989; prices increased further in April to $18.85 

1/ The member-s of OPEC are: Algeria. Ecuador. Gabon, Indonesia, 
Islamic Republic of Iran, Iraq. Kuwait, Socialist People's Libyan Arab 
Jamahiriya. Nigeria. Qatar, Saudi Arabia. United Arab Emirates. and Venezuela 

2,' The simple average of spot market prices for U.K. Brent. Dubai, and 
Alaskan North Slope crude petroleum, representing light, medium, and 
heavy crude oils, respectively. 



CHART 1. World Oil Prices and Algeria’s Esport Unit Values 1; 
of Selected Hydrocarbon Products, 1980-90 

, 
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Table 5. Movements in Hydrocarbon Production 
and World Oil Consumption, 1984-88 

(Annual !xrcentage chanw) 

1984 1985 1986 1987 1988 

Crude oil production 
World 1.7 -0.6 5.6 -0.1 3.9 
OPEC -3.5 -4.2 16.8 -2.8 11.4 
OPEC (excluding Algeria) -3.9 -4.2 18.0 -3.1 11.8 
Algeria 6.6 3.4 1.3 -6.0 -0.7 

World oil consumption 1.5 -0.5 2.7 2.5 2.6 

Algerian hydrocarbon 
production 

Crude and condensates 1/ 5.0 0.9 2.5 -0.1 -3.5 
Condensates 1.6 -4.6 5.5 13.7 -8.9 
Natural production 2/ gas 2.2 10.4 -0.1 14.2 2.9 
Total 2/ 4.4 2.7 2.1 2.5 -2.2 

Memorandum items: 
Capacity utilisation 

(in percent) 4J 87.8 90.8 92.0 86.5 85.8 
Crude oil output (mbd) 0.703 0.726 0.736 0.692 0.687 
Algeria's OPEC quota (mbd) ?J/ 0.715 0.663 a/ 0.651 0.667 

SOLXCfZS : Data provided by the Algerian authorities, various oil industry 
publications, and Fund staff estimates. 

1,/ Although Algerian condensates are a by-product of gas production. they 
are a close substitute for lighter crude and are classified as a petroleum 
product. 

z/ Volume of gas transported. 
2/ Composite index of crude, condensates and natural gas. based on energy 

equivalents. 
k/ On the basis of about 800.000 mbd capacity. 
1: Weighted monthly average. 
6.' OPEL quotas were de facto not in effect from the latter part of 1985 to 

September 1986. 
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partly as a result of supply interruptions in some areas. The current 
situation in the oil market remains uncertain, but average oil prices in 
1989 now appear likely to be somewhat higher than earlier forecasts. 
Prices are assumed to remain constant in real terms in 1990, implying an 
increase in nominal U.S. dollar terms of about 4 percent. 

Algeria accounts for about 3-4 percent of OPEC crude oil output and 
about 1 percent of total world output. lJ During the period 1986-88. 
Algerian crude oil output was more stable than total output of the other 
members of OPEC (see Table 5). Following an increase of about 1 percent 
in 1986, Algeria's crude oil output fell by about 6 percent in 1987 and by 
about 1 percent in 1988. Algeria's total output of petroleum, including 
condensates, was considerably more stable. remaining virtually unchanged 
in 1987 and declining by 3.5 percent in 1988. u By contrast, OPEC crude 
oil output (excluding Algeria) rose by about 18 percent in 1986. fell by 
about 3 percent in 1987. and rose by about 11 percent in 1988. Since 
Algeria's share in total OPEC output and the fluctuations in its crude oil 
output were both relatively small during the period 1986-88. Algeria did 
not contribute significantly to the changes in crude oil supplies by OPEC 
as a group, and hence to the fluctuations in crude oil prices, during the 
three years ending in the shortfall year. Furthermore, Algerian crude oil 
output declined in 1988 while that of other OPEC members rose markedly. 
Thus. Algeria does not appear to have played any role in the breakdown of 
the OPEC production-sharing arrangement in the shortfall year. 

Algeria has for several years been producing crude oil at near its 
short-run capacity of about 800 thousand barrels per day. recording one 
of the highest rates of capacity utilization of the members of OPEC. At 
this level of capacity utilization. Algeria's crude oil output has been on 
axrage slightly higher than its OPEC quota. The decline in crude 
petl-oleum output and in the rate of capacity utilization in 1987 and 1988 
reflects, in part. the reduction of investment in earlier years owing to 
financial constraints. A law passed in 1986 permitted foreign equity 
participation in exploration. Subsequently, investment in the petroleum 
sector has risen and the number of wells drilled per year has increased. 
However, because the fruition of these investments will involve a 
substantial lag and the need to interrupt production in certain wells to 

1/ The proportion of crude oil and petroleum products in Algeria's 
exports has declined sharply in recent years, from about 93 percent in 
1975 to 45 percent in 1988, as a result of Algeria’s diversification 
policy and the exploitation of the country's relatively larger resources 
of gas and condensates. At current production levels, Algeria possesses 
175 years of reserves of condensates and 32 years of reserves of natural 
g=*, compared with 23 years of reserves of crude oil. The export 
shortfalls in 1988 for crude oil and its derivative products amounted to 
about one quarter of the total export shortfall. 

u Algerian condensates, although a close substitlutr for lighter 
c rudes , are a by-product of gas production and are not included in OPEC 
production-sharing agreements. 



- 11 

maintain and rehabilitate equipment, Algeria’s crude oil production is 
expected to continue to decline moderately in 1989. With no further 
stoppages anticipated. an increase in production of about 5 percent is 
projected for 1950. 

In addition to supply limitations. exports of crude petroleum have 
also been afEectrd by changes in the composition of exports in line with 
Algeria’s export diversification program. Although crude oil exports 
declined in the shortfall year. this was largely offset by: an increase in 
the volume of refined ~,rtrol.eur products exports. Exports of refined 
products are expected to decline in 1YSY because of scheduled maintenance 
WOI-ks in refineries. A recovery is forecast in 1590 as the refineries 
would resume operating near their total input capacity of 21.5 million 
tons per yea,-. 

Condensates ha..re assumed greater importance in the energy sector in 
L-ecenc years. The volume of exports of condensates increased rapidly 
following the deq.,elopment of the Hassi R’Mel gas field in 1982 and the 
d’Alt-ar field in 1984. and Algeria is no” the largest exporter of 
condensates in the <world. The decline in the export ~~olume of condensates 
in 1988 resulted partly from production interr-uptions during maintenance 
works at Hassi R’Mel. The rising trend in the export volume of 
condensates is projected to I-esume over the two post-shortfall years. as a 
result of investments undertaken since 19E6. Addit ional production is 
expected to come on stream from two gas fields in the near term. Rhourde 
Nouss in 1989 and Rhourde Adra in lY50. The export volume of m. which 
has steadily risen through 1588, is expected to decline moderately in 
1985-90. in view of higher domestic consumption. III the two post- 
shot-tfall years. the unit values of Algeria’s prtl-oleun exports are 
expected to follow closely world crlude spot prices. 

Algeria’s exports of natural P..RS and liquefied natural was (LNG) 
accounted for abolut one fourth of total exports in L’?RX. Reflecting the 
strength of inl,estment in this sector. the usable production of natural 
gas (volume transported) rose steadily in rhe three-year period ended in 
1988. and is expected to increase bv an average of 14 percent per annum in 
the two post-shortfall yea,-*. The isport volume of LPIG has also risen 
steadily and is projected to continue to increase in line with the 
expansion of world demand. The rxporcc volume of natural gas. which is 
sold hy pipeline to ltal.v, reached a peak in 19’7; in view of excess 
pipeline capacity. fluctuations irl the volume r?f r?:pol-ts have been 
dete,mined mainly by movements in demand in that cctuntrv. I” the 
shortfall year. the volume of natura1 gas and Uli; expo’ts “as I? percent 
higher than the average level in the two preshortfall years. The declines 
in earnings from L.PlG and natul-al gas in the shortfall year were entirely 
due to reductions in export unit values. Erlacivr to the levels r-rcorded 
during the two prrshortfall yen,-s. export unit values in the shortfall 
year declined b:; 1E percent fol- LNG and 20 percent for natural gas. As 
indicated in (Chart 1. mnvcments in the e:ipol-t unit values of UK tend to 
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be correlated over the long term with international prices for petroleum 
owing to the partial substitutability of these energy sources. In 
Algeria, gas products are generally sold under long-term contracts with 
prices in many cases linked to recent prices of competing fuels. 

(3) Non-enerm exDorts 

Non-energy exports have traditionally accounted for a modest 
share of total exports. These exports are composed mainly of industrial 
products, including metal manufactures and recently, petrochemicals. 
Agricultural exports, consisting mainly of wine, fruits, and vegetables, 
have a small share. From a low base, non-energy exports rose by 
77 percent in 1988 and are projected to rise by a further 72 percent in 
1989, on the strength of recent investments in industrial production, the 
real depreciation of the effective exchange rate, and certain fiscal 
incentives. These exports are projected to increase by 14 percent in 
1990. 

b. Cereal import costs 

Algeria's grain production satisfies only about one fifth of domestic 
consumption requirements. The remainder has traditionally been covered 
by imports. In 1988, a serious drought during the growing season reduced 
both the area planted to cereals and yields. Moreover, locust infestation 
caused further damage. As a result. domestic grain output was reduced by 
half, at a time when import prices increased on average by 32 percent; 
as a consequence. total cereal import costs nearly doubled to 
SDR 521 million. The calculated excess in Algeria's cereal imports in the 
shortfall year of 1988 (SDR 66.0 million) is accounted for by excesses in 
import costs of wheat (SDR 37.3 million), barley (SDR 18.5 million), maize 
(SDR 8.2 million), and rice (SDR 2.0 million) (Table 6). 

In comparison with the average of the two preshortfall years. import 
volumes in 1988 increased by 45 percent for hard wheat, 42 percent for 
soft wheat, 29 percent for maize, and 45 percent for rice. The volume of 
barley imports in 1988 was 39 percent higher than in 1987: no imports were 
made in 1986 (Table 7). Compared with the average of the two preshortfall 
YC?~lYS, import unit values in 1988 declined by 4 percent for hard wheat but 
increased by 22 percent for soft wheat, 9 percent for maize, and 
33 percent for rice; the import price for barley rose by 39 percent over 
the 1987 level. 

Algeria's cereal production in 1989 is expected to recover to 
800 thousand tons. approximately equal to the average for 1986-87, and to 
remain at that level in 1990. HOWeVet-. in view of rising consumption. 
domestic production would satisfy only about 13 percent of total 
requirements. In 1989.90, the authorities intend to import barley and 
maize at levels higher than in 1988, because of the slow recovery of 
pasture lands damaged by the drought and the replacement of animal herds 
which were drastically reduced by drought-related acceleration of 
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Table 6. Algeria: Cereal Imports and Excesses 
By Major Commodities, 1986-90 

Years Endine December 
Proiected Arithmetic 

1986 1987 1988 1989 1990 Excess 

(In millions of SDRs) 

Total cereal imports 

Wheat (hard) 
wheat (soft) 
Barley 
Maize 
Rice 

349.7 266.7 521.3 599.6 539.3 6 6 0 

162.8 125.9 204.3 224.7 197.9 21.: 
83.1 67.6 132.6 155.5 143.9 16.1 

_. 8.4 63.6 81.1 72.3 18.5 
97.7 62.7 112.9 131.3 118.9 8.2 

6.1 2.1 7.9 7.0 6.3 2 0 

(Percentaze change) 

Total cereal imports -22.9 -23.7 95.5 15.0 -10.1 

Wheat (hard) -23.4 -22.7 62.3 10.0 -11.9 
wheat (soft) -44.0 -18.7 96.2 17.3 -7.5 
Barley __ __ 657.1 27.5 -10.9 
Maize 36.5 -35.8 80.1 16.3 -9.4 
Rice -30.7 -65.6 276.2 -11.4 -10.0 

Sources : Data provided by the Algerian authorities; and Fund staff estimares 
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Table 7. Algeria: Cereal Imports and Excess by 
Major Commodities and by Value, Volume and Unit Value 

(1988-100: In terms of SDRs) 

Value Share Excess in 
in Total Percent 
Imports of Level 
in 1988 Years Endinv December in Excess 

(In percent) 1986 1987 1988 1989 1990 Year=1988 

Value 100.0 67 51 100 115 104 12.6 

Wheat (hard) 39.2 80 62 100 110 97 10.2 
Wheat (soft) 25.4 63 51 100 117 109 12.0 
Barley 12.2 __ 13 100 128 114 29.0 
Maize 21.7 87 56 100 116 105 7.2 

80 25.4 Rice 1.5 77 27 100 89 

Volume 61 67 100 98 

Wheat (hard) 64 74 100 90 
Wheat (soft) 65 76 100 100 
Barley __ 18 100 112 
Maize 83 72 100 103 
Rice 102 36 100 94 

98 15.2 

90 16.4 
100 11.8 
112 31.6 
103 7.8 

94 14.8 

Unit value 110 76 100 117 106 -1.8 

Wheat (hard) 125 84 100 122 108 -7.8 
5Jheat (soft) 97 67 100 117 109 2.0 
Barley ._ 72 100 114 102 22.4 
Maize 105 78 100 113 102 0.4 
Rice 75 75 100 95 85 14.0 

Source : Data provided by the Algerian authorities. 
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slaughtering during 1988. The volume of imports of wheat and rice would 
be only somewhat lower than in 1988. 

In 1988. world cereal prices rose by a weighted avel-age of 
34 percent in terms of U.S. dollars (29 percent in terms of SDRs), mainly 
because of the loss of wheat and coarse grain production to adverse 
wearher and the strong demand for rice for replenishment of stocks. 
Severe drought, particularly during the second and third quarters of the 
i'iar, reduced output among large producers in the Western Hemisphere. A 
recovery in global cereal output is projected for 1989/90 in response to 
higher areas planted in North America and an expected improvement in 
),irlds. Nevertheless, the ratio of world stocks to consumption would 
I-rln.ain low. and cereal markets are expected to remain tight. Thus, in 
lqE9. Algeria's average import unit value is projected to rise by 
1: percent. On the assumption of normal weather and the cumulation of 
adr~~uate subsoil moisture in major producing areas. the average import 
Iunic xralue is expected to decline by 9 percent in 1990. 

2. Staff appraisal and ox-noosed decision 

The Algerian authorities are expected to request a purchase of 
SDP ?15.2 million (equivalent to 50.6 percent of quota) under the 
~:a-mpensatory financing element of the compensatory and contingency 
f~iniincing facility. The proposed purchase is in respect of an export 
sho1~cfall calculated at SDR 970.3 million in merchandise exports and an 
e::cess in cereal imports costs of SDR 66.0 million in calendar 19E8. If 
approved. the proposed purchase would raise total purchases outstanding 
under the facility to 50.6 percent of quota. 

In 1988, Algeria's balance of payments came under substantial 
pressure. Export earnings decLined sharply, cereal imports nearly 
doubled. and interest payments increased. Although total imports were 
conrained to less than the previous year's level, the current account 
shifted from surplus to deficit. This deficit was financed mainly by a 
drawdowl~l in international reserves. and gross official reserves declined 
rc. icss than two months of imports. In view of these drvelopmencs. the 
staff considers that Algeria meets the criterion of balance of payments 
need for a compensatory financing purchase. 

As the proposed purchase is for an amount of 50.6 percent of quota 
I.LCI pel-cent of quota in respect of the export shortfall and 10.6 percent 
ol quota for the excess in cereal import costs), the test of cooperation 
requires that the Fund be satisfied that Algeria will cooperate with the 
Fiund in an effort to find, where required, appropriate solutions for its 
bnl~nce of payments difficulties. The staff is satisfied that the PI-ogram 
<of economic and financial adjustment being undertaken by the Algerian 
Authorities, for which they are seeking the supp"'t of the Fund through J 
tirst credit trnnche stand-by arrangement. meets the test of coopel-atior 
ion- n purchase of 50.6 percent of quota. 
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Export earnings in 1988, the shortfall year. were 16 percent lowex- 
than average earnings during the two preshortfall years. This development 
was attributable predominantly to the fall in earnings from energy 
exports, which accounted for 95 percent of total exports in that year. 
Underlying the decline in energy exports were declines in export unit 
values for all commodities as well as a reduction in the volumes of 
condensates and crude petroleum ‘ZXFOrtS. The value of non-energy exports 
in the shortfall year was 60 percent over the average in the two 
preshortfall years. Total exports are projected t" increase by 16 percent 
in the first post-shortfall year and by 13 percent in the second post- 
shol-tfall year, mainly as a result of increases in the volumes of 
condensates, crude petroleum, and LNG and increases in the unit values of 
all energy products. On the basis of these movements. a shortfall of 
SDR 970.3 million is calculated for total exports. 

Export unit values for Algerian crude petroleum have closrl:.~ 
followed movements in world crude petroleum prices. while the prices of 
Algeria's other energy product exports have followed those of crude "il. 
but somewhat less closely. In the three-year period ending in the 
shortfall year. m"vements in crude oil prices largely reflected changes in 
the output of crude petroleum by the members oE OPEC. Following a sharp 
decline through July 1966. prices strengthened in the latter part of thar: 
year and in 1987 as the members of OPEC largely adhered co their- 
production limitation arrangement. In the latter part of 19&7, however. 
several OPEC members began to exceed the production quotas and total @PEG 
production rose substantially during the course of 1988. precipitating a 
decline in petroleum prices. The increase in total output by members oE 
OPEC was influenced by the pressing revenue needs of some OPEC members and 
by noneconomic factors. 

Algeria's petrolelun output has been considerably more stable than 
that of OPEC members as a whole. Furthermore. in 1988 Algeria's 
production of crude oil and condensates declined, whereas the petroleum 
output of most other OPEC members increased. Algeria did not therefore 
contribute to the breakdown in the OPEC production-sharing agreement in 
the shortfall year and to the ass"ciated decline in crude oil prices. In 
addition. it should be noted that Algeria's output of natural gas has 
also been quite stable. Total hydrocarbon production increased steadily 
since the beginning of the present decade. only registering a decline in 
1988. largely on accounr: of the temporary fall in condensate production. 
In view of the production patterns and Algeria's small share in world 
energy markets. it may be concluded that Algeria's production policy has 
had a negligible influence on the piices nf hydrncarbons. It might also 
be noted that the export shortfall on account of exports excluding crude 
petroleum is nearly three times the proposed purchase under the e:iport 
element. 

Outlays for cereal imports in the shortfall year were 69 percent 
higher than their average level in the two presh"rtEal1 years. This 
development was attributable to a serious drought in Algeria and to 
increases in internati.onal cereal prices. Cereal imports are expected to 
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increase by 15 pel-text in 1984, largely because of higher prices, and to 
decl.ine bv 10 percent in 1’340. 
cerecll prices. 

as a result of a projected easing of world: 

Taking all of the above factors into account, the staEf believes 
that rhe export shortfall and the excess in cereal import costs are dlue TV 
facto)-s largely beyond the control of Algeria. The staff also considers 
that thr request by Algeria for a purchase under the compensatory element 
of the compensatory and contingency financing facility will meet all the 
applicable requirements set forth in paragraphs 11 and 12 of that 
decision. AccordinF,ly. the following draft decision is proposed for 
adoption by the Executive Board, after a duly authenticated request has 
been received: 

1. The Flund has received a request from Algeria for a purchase 

equivalent to SDP 315.2 million for the compensator;; financing of in 

e,:po,-t shortfall and an excess in the cost of cereal imports undzl 

Section IV of the decision on the Compensator:: and Contingency 

Financing Facility (Executive Boar-d Decision No. 5955.(88/126), 

adopted A~ugusr 23. l?HA) 

2. The Fund determines t.hat SDR 2Sq.Z million of the requested 

purchase will apply; to the export shol-tf,all and SIIR 66.0 million will 

apply to the excess in the cost of cereal imports 

3. The Fund notes the representation of Algeria and appro..~es 

the purchase in accordance with the request 
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Analysis of Energy Export Shortfalls and Excess Cereal Imports 
and Prospects for Maior Commodities 

1. Enerev Products 

Exports of energy products accounted for 95 percent of Algeria's 
total export earnings and for about the same share of the shortfall in 
c:':pc~~-t earnings in the shortfall year 1988. This section of the Annex 
contains descriptions of the energy industry and energy policies in 
Algeria. recent developments in the world petroleum market. and recent 
de:-zlopments and prospects for earnings from energy exports of Algeria. 

1. Structure of the energy industry and production policy 

By law. the State owns all petz-oleum and natural gas resout-ces and 
c-ontrols their exploitation. The wholly government-owned national enrl-g;: 
company. SONATRACH. manages all of the activities relating to oil and 
natural gas exploration. production, shipping. and foreign sales. All 
refining activities come under the purview of the national refining 
c~nlpany, while domestic sales are carried out by NAFTAL. which is also 
wholly.owned by the Go-xrnment. 

The principal products of Algeria's energy industry are cl-ude oil and 
associated gases. condensates. and natural gas. Crude oil production in 
1QSB averaged 687 thousand barrels per day or about 86 percent of the 
production capacity of about 800 thousand bax-rels per day. Crude oil 
viserves estimated at 730 million cons, were equivalent to about 23 times 
.~nn~u:al produCtiOn in 1986. Natural gas reserves which were estimated at 
3,L'?> billion cubic meters. would last for 32 years at the 198B rate of 
production. which was about 40 percent of the estimated capacity of 
till> billion cubic meters per year. Condensate production, at 341 million 
imarl-rls per day imbd) in 19B8. was about 80 percent of the production 
r;lpacit:; of about 4'20 mbd. Algeria's espo~-ts of condensates were the 
Lnl-gest in the world in 19BR, and were about equal to those of the other 
OPEC members combined. Condensate reserves wet-e also very large. 
equivalent to 175 rimes that of annual production in l9BB. The domestic 
petroleum refining industry consists of five refineries and has a total 
refining capncitv of 21.5 million tons per year. About one third of 
I-rf inir:: output is consumed domestically. while the remainder is expel-ted. 

The main objectives of Algeria's National Energy Policy 3,-e TV meet 
Jom*stic energy requirements, to earn foreign I-eswrces nrrdrd fol- 
*?con,,mic development. optimize the rate of esploitation ,:)I these 
nonrenewable resources. and consc~ve energy resources through efficient 
'use To meet domestic requirements. investments ~1.s continuously bring 
made to further develop infrastl-ucture for the trnnsportatinn, storage antl 
distribution of energy products. In the domestic market. thr Government 



is encouraging greater use of natural gas and propane. thereby reserving 
liquid hydrocarbons for export. 

Since Algeria's export receipts remain highly dependent on energy 
products. the Government has attempted to reduce the country's 
vulnerability to adverse changes in the international market by changing 
the mix of energy exports away from crude oil toward exports of higher 
value-added refined petroleum products and gas products. Efforts are also 
being made to diversify Algeria's export markets. 

Algeria. a founding member of OPEC, is a relatively small producer of 
crude oil. Its production accounts for about 3-h percent of total OPEC 
production and only about 1 percent of world crude oil production. Crude 
oil production has declined gradually from 3/1.3 million tons in 1986 to 
32.0 million tons in 1988 largely because of reduced production from aging 
wells. Declining investment in the period up to August 1986 exacerbated 
the fall in output from these wells. 

The pricing of Algeria's crude oil exports has followed OPEC 
guidelines whenever these have been in effect, while at other times, 
Algerian crude oil has been sold at world spot market prices. 
Condensates, refined petroleum products, and LPG which are not subject to 
@PEG price guidelines have always been sold at world market prices. 
Prices of natural gas and LNG, sold mainly on long-term contracts, are 
largely linked to recent prices of competing fuels. As a result. prices 
for gas exports tend to follow crude oil and petroleum product prices with 
a lag (Chart 1, p. 8a). 

The level and structure of domestic energy prices have been guided by 
domestic consumption and financial objectives. During the last five 
years, there have been several noteworthy changes in domestic energy 
prices (Table 8). Since 1963. gasoline prices have been raised by about 
50 percent and the premium for high octane gasoline has been increased. 
The prices of light and healy furl oil were raised to a uniform level in 
1966. Kerosene prices were also increased in 1986 to the same level as 
fuel oil prices. 

2. Recent developments and outlook 

a. Developments in the world tx?troleum market 

In the period 1563-85. the members of OPEC followed a policy of 
cancel-ted production restraint in support of agreed official export 
prices. with Saludi Arabia. de facto. acting as a swing producer, 
adjusting its oqutput to accommodate changes in demand. However. faced 
with falling petnoleum consumption. several members of OPEC "err unable 
to adhere to theit- official export prices and production quotas. As a 
result. Saudi Arabia's petroleum output contracted sharply and by the 
summer of 1935 Saudi Arabia relinquished its l-ale as swing producer. 



Table 8. Algeria: Domestic Prices of Major Petroleum Products, 1983-88 

(In Alverian dinars wr liter) 

Jan. 1, 1983 July 1, 1983 April 1, 1984 Jan. 1. 1986 July 1, 1986 July 1, 1987 Jan. 1, 1988 

Gasoline 
Super 2.25 2.70 2.80 2.80 3.20 3.20 3.45 
Regular 1.95 2.20 2.30 2.30 2.60 2.70 2.85 

Fuel oil 
Light 
HCWy 

0.16 0.16 0.40 0.50 0.60 0.60 0.60 =: 
0.06 0.06 0.43 0.50 0.60 0.60 0.60 I 

Diesel 0.60 0.60 0.70 0.80 0.80 0.80 0.85 

KerOSetle 0.30 0.30 0.30 0.40 0.60 0.60 0.60 

SOUPX : Data provided by the Algerian authorities 
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Table 9. Algeria: Petroleum Balance, 1985-90 

(In millions of tons) 

Proiected 
1985 1986 1987 1988 1989 1990 

Crude petroleum 

Production 
Crude 
Condensates 
Liquefied petroleum gas 

Imports 

Refinery input 

Direct exports 
Crude 
Condensates 
LPG 

LPG consumption 

Discrepancy 

Refined products 

Production 

Exports 

Domestic consumption 

Discrepancy 

Memorandum items: 
Investment in petroleum 

50.9 
33.8 
13.9 

3.2 

0.3 

19.6 

30.3 
15.0 
13.2 

2.1 

1.1 

0.2 

52.8 
34.3 
14.6 

3.9 

0.4 

21.4 

29.9 
13.0 
14.1 

2.8 

1.2 

0.7 

18.5 20.5 

12.6 14.2 

6.1 6.3 

_. 

fields (in SDR millions) 249 172 169 314 
Wells drilled (number) 43 35 37 41 

53.4 
32.2 
16.6 

4.6 

0.4 

20.8 

31.2 
11.8 
16.0 

3.4 

1.2 

0.7 

51.9 
32.0 
15.1 

4.8 

0.5 

21.5 

28.8 
10.7 
14.5 

3.6 

1.2 

1.0 

19.5 20.7 

13.5 14.7 

6.3 6.3 

-0.3 -0.3 

54.1 
31.5 
17.5 

5.1 

0.5 

19.8 

32.2 
11.8 
17.0 

3.4 

1.3 

1.3 

19.0 

11.9 

6.6 

0.5 

575 

56.4 
33.0 
18.4 

5.0 

0.5 

21.0 

33.8 
12.0 
18.4 

3.4 

1.4 

0.7 

20.0 

13.6 

6.8 

-0.4 

Source : Data provided by the Algerian authorities 
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Table 10. Algeria: Natural Gas Balance. 1985-90 

(In billions of cubic meters) 

1985 1986 1987 1988 1969 1q90 

Gross production IJ 90.7 99.0 111.5 112.6 

Net production 2/ 55.8 52.4 55.8 52.1 

Volume transported 2/ 33.9 33.9 38.7 39.9 
Domestic consumption 7.6 8.4 8.8 9.1 
Sales for liquefaction 17.6 17.6 19.1 20.2 

LNG production 12.6 12.5 13.9 14.8 
Of which: UK exports 12.6 12.3 14.0 15.0 

Exports by pipeline 9.1 8.6 11.7 11.1 
Discrepancy -0.4 -0.7 -0.8 -0.6 

102.e 

56.7 

46.4 
9.9 

26.6 
19.5 
19.5 
10.5 
-0.6 

Source : Data provided by the Algerian authorities 

I/ All gas companies. 
'2,' Gross production less gas reinjected into producing oil wells. 
2,' Equal to production minus gas flared, gas used for lifting and fQr fuel 

gas, and other losses in the fields. 



i:w:-eo:;c-d to 3,iOO. but their average size was reduced to about 
ior: t.e,-t~Arrs and, LO encourage efficiency, their autonomy was incl-eased. 
From 19X3, :he Covrrrunent promoted the pricing of agricultural input and 
m,tpui cL”.ser to costs. In particular. producer prices of cereals were 
srr at levels to cover the costs of the most efficient state farms. III 
x.icw of lower productivity relative to external producers. this still 
meaxt relatively high domestic producer prices. Moreover. less efficient 
s.taw C:Jrms necessarily incurred losses, which were co:rered through the 
budg.t,t 

B~rween October 1957 and May 19dP,. the Government carried out the 
most far-reaching reform of the agricultural sector i.n two decades. 
State farms were abolished and the land and associated assets were 
dist~rilluted to vol~~ntary associations (exploitations avricoles 
rollrccivesj of no less than three farmers each. ~__ These associations are 
C?ssentiallv pl-irate and permanent usufruct rights co land would accrue 
after five wars. 

2. Axriculturnl nerformance 

:‘hr race of self-sufficiency in cereals has dropped drastically over 
the ;,‘sacs because domestic production has failed to keep pace with rising 
con~umptinn resulting from population growth and a gl-owing livestock 
indllsrry. For wheat. in psrticular, the share of domestic production 
ishanncled through official agencies) in total wheat consumption declined 
from 70 percent in 1966.70 to 36 percent in 1976.BO. 24 percent in 1982. 
X6. and 7 percent in l?SS. The self sufficiency rate for barley declined 
fnca 55 percent in 1986 LO 9 percent in 1988 (Table 111, The mirror image 
of tllrse developments has been the escalating dependence on imports to 
meet domestic requirements. 

FL-urn the mid- 1460s to the present, the area devoted to the 
culri.:atiox of cereals has fluctuated narrowly about R level trend. 
ti~~u~~rec , theI-e was a marked shift in Land devoted to different types of 
CG-l-?alS. The area devoted to hard and soft wheat cultivation declined. 
while the area devoted to barley cultivation increased partly because 
ha I- 1 e ;>’ is more drought-resistant and partly because the growing livestock 
ind,lstrv generated a substantial demand for feedgrains. Reflecting the 
shift in land use. the prodluction of barley has increased on average at a 
hiF,her annual rate than hard or soft wheat. 

Yields have been highly volatile, primarily on account of the 
vuln+I-abil it-v of production to the vagaries of xeather. The share of 
irl-ieat?d ;ir.ric-lultul-aL 1Jnd in tocal cultivated land has been relatively 
lw. amounting to 7.5 percenr in 1986. virtually the same rate recorded in 
l980. The share of irrigated land in total land dsvoted to cereals has 
been even less, amolunting to 0.8 percent in 1966. compared with 
I~!.?. percent in 1:‘W. In short, moisture adequacy in cereal growing areas 
has bee?; almost tocall~: dependent on rain. 
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ALGERIA - Relations with the Fund 
(As of March 31, 1989) 

1. Membership Status 

(a) Date of membership September 26, 1963 
(b) Status Article XIV 

A. Financial Relations 

II. General Department (General Resources Account) 

(a) Quota SDR 623.1 million 
(b) Total Fund holdings 

of curtYncy SDR 623.1 million 
(100.0 percent of quota 

Cc! Fund credit None 
Cd> Reserve n-an&e position Nil 
fei current operational budget 

(maximum use of currency 
Ear repurchases) NOW 

(f) Lending to the Fund NOW 

111. Stand-Bv ArranEements and Suecial Facilities 

(a) Current stand-by arran@xnent NOW 
(b) Previous stand-by arrangements NOTI‘? 
(c) Current special facilities NOW 

IV. SDR Department 

(a) Net cumulative allocation SDR 128.64 million 
(bj Holdings SDR 0.71 million 

(0.55 percent of cumulat i.:t 
allocation) 

v Administered Accounts 

c=j Trust Fund loan NOI%? 
(h) SFF Subsidy Account NOW 

‘VI Financial OhliEations Due to the Fund None 
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increased to 3,400, but their average size was reduced to about 
700 I'wtdres and, to encourage efficiency, their autonomy was increased. 
From 1983. the Government promoted the pricing of agricultural input and 
output closer to costs. In particular, producer prices of cereals were 
set at levels to cover the costs of the most efficient state farms. In 
view of lower productivity relative to external producers. this still 
meant relatively high domestic producer prices. Moreover, less efficient 
state farms necessarily incurred losses, which were covered through the 
budget. 

Between October 1987 and May 1988. the Government carried out the 
most far-reaching reform of the agricultural sector in two decades. 
State farms were abolished and the land and associated assets were 
distributed to voluntary associations (esnloitations aericoles 
collectives) of no less than three farmers each. These associations are 
essentially private and permanent usufruct rights to land would accrue 
after five years. 

2. Aaricultural performance 

The rate of self-sufficiency in cereals has dropped drastically over 
the years because domestic production has failed to keep pace with rising 
consumption resulting from population growth and a growing livestock 
indlustry. For wheat, in particular, the share of domestic production 
(channeled through official agencies) in total wheat consumption declined 
from 70 percent in 1966.70 to 36 percent in 1976.80, 24 percent in 1982. 
86. and 7 percent in 1988. The self sufficiency rate for barley declined 
from 55 percent in 1986 to 9 percent in 1988 (Table 11). The mirror image 
of these developments has been the escalating dependence on imports to 
meet domestic requirements. 

From the mid-1960s to the present, the area devoted to the 
cultivation of cereals has fluctuated narrowly about a level trend. 
However. there was a marked shift in land devoted to different types of 
cersals. The area devoted to hard and soft wheat cultivation declined, 
while the area devoted to barley cultivation increased partly because 
barley is more drought-resistant and partly because the growing livestock 
industry generated a substantial demand for feedgrains. Reflecting the 
shift in land use, the production of barley has increased on average at a 
higher annual rate than hard or soft wheat. 

Yields have been highly volatile, primarily on account of the 
vulnerabil.ity of production to the vagaries of weather. The share of 
irrigated agricultural land in total cultivated land has been relatively 
low. amounting to 7.5 percent in 1986. virtually the same rate recorded in 
1980. The share of irrigated land in total land devoted to cereals has 
been even less. amounting to 0.8 percent in 1986. compared with 
0.3 percent in 1980. In short, moisture adequacy in cereal growing areas 
has been almost totally dependent on rain. 
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3. Marketing svstem and consumotion subsidies 

Current policy provides that all cereals, along with pulses, grapes, 
and olives, be sold at fixed prices through official channels. Prices are 
set by an interministerial committee, the Comite des Prix. A tolerated 
"parallel market" exists for domestically-produced cereals, mainly 
feedgrains, destined for farmers' own or their neighbor's consumption; 
this market accounts for about 60-70 percent of total domestic production. 
Given the large share of imports in total consumption, however, the major 
share of total supply is marketed through official channels. 

On behalf of the national marketing bureau (OAIC), cooperatives 
purchase domestically-grown cereals at producer prices and sell them at 
lower base prices to mills. The difference, prix de base de retrocession. 
is directly reimbursed to OAIC to cover its losses. At the final 
consumption stage, further subsidies are paid to maintain minimum prices 
for bread products. Since 1987. taxes on nonessential goods have financed 
food subsidies through the Fonds de Comvensation. 

In 1982, the Government liberalized prices of fruits and vegetables 
while maintaining control over cereals prices. One major consequence of 
this policy change has been the widening disparity between their 
respective prices at the producer and consumer levels. 

4. Outlook 

The short-term impact of the agricultural reform, which culminated in 
May 1988, is difficult to ascertain. It is very likely, however, that the 
impact of the L988 drought on cereal production would be felt through 
1990. Production in 1989 is expected to recover to about 800 thousand 
tons, roughly equal to the average 1986-87 level, and level off in 1990. 
With consumption rising, the self-sufficiency ratio (production through 
official channels divided by consumption), which declined from 16 percent 
in 1987 to 6 percent: in 1988. is expected to recover to only 13 percent in 
1989 and 1990. This implies a 15 percent increase in the value of cereal 
imports in 1989, when prices are expected to remain firm. Imports are 
projected to decrease by 10 percent in 1990, mainly because of an 
anticipated easing of world prices. 
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ALGERIA - Relations with the Fund 
(As of March 31. 1989) 

I. Membership Status 

(a) Date of membership September 26. 1963 
(b) Status Article XIV 

A. Financial Relations 

Il. General Devrtment (General Resources Account) 

(a) Quota SDR 623.1 million 
(b) Tocal Fund holdings 

of curr-ency SDR 623.1 million 
(100.0 percent of quota) 

CC! Fund credit None 
( d :I Reserve tranche position Nil 

is) Current operational budget 
(maximum use of currency 
for repurchases! NOW2 

(f) Lending to the Fund NOWS 

III. Stand-Bv Arrawements and Special Facilities 

(a) Current stand-by arrangement NOIll 

ibj Previous stand-by arrangements None 
ic) Current special facilities None 

IV. SDR Department 

(ai Net cumulative allocation SDR 128.64 million 
(b:~ Holdings SDR 0.71 million 

(0.55 percent of cumulatiT:r 
allocationj 

v Administered Accounts 

(=I TL-ust Fund loan None 
i.b) SFF Subsidy Account None 

VI. Financial Obligations Due to the Fund None 
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B. Nonfinancial Relations 

VII. Eschanee Rate Arrangement 

Since January 21, 1974, the exchange rate of the dinar has been 
determined on the b&is of a fixed relationship with a basket of 
curl-enc ies, adjusted from time to time. At the end of March 1959. the 
average of the buying and selling rates for the U.S. dollar-. Iwhich is the 
representative rate under Rule O-3. was LlS$l - DA 7.0663, equivalent to 
SDR 1 = DA 9.1347. 

VIII. Last Article IV Consultation 

The 1987 Article IV consultation discussions with Algeria were held 
in Algiers during the period October 18-30. 1987. The staff report 
(SM/88/2. l/4/88) was discussed by the Executive Board on February 5. 
1988. and the following decision was adopted: 

"1. The Fund takes this decision relating to Algeria's exchange 
measures subject to Article VIII, Section 3. in concluding the 1987 
Article XIV consultation with Algeria. in the light of the 1957 
Article IV consultation with Algeria conducted under Decision 
No. 5392.(77/63), adopted April 29. 1977 as amended (Surveillance 
over Exchange Rate Policies). 

2. Algeria maintains the restrictive measures described in 
SM,'BE/? in accordance with Article XIV. Section 2. except thar: the 
multiple currency practice resulting from the premium on WI-kers' 
remittances from abroad is .?u bjecc to approval b:; the Fund under 
Article VIII, Section 3. The Fund urges Algeria to ease the 
restrictions on payments and transfers for cul-rent international 
transactions which continue to be in effect, and to adopt poliries 
which would enable it to eliminate the multiple currency practice." 

IS. Technical Assistance 

1. Mr. Madelin visited Algiers November 4-7, LR85 to assess the 
Central Bank's technical assistance needs in the area of central bank 
organization and bank supervision. 

3 i Messrs. Luu and Marciniiik visited Algiers December 6.21, 1986 
to assist the Central Bank's Research Department in imps-oving monetary 
str?ti;rics cnmpilarinn. 

3. Messrs. Leite. Sacrrdoti. and Snoek visited Algiers 
January 16.28, 1958 to advise the authorities both on the reorganisation 
of the Central Bank and on the introduction of polic;r instruments to 
contl-ol monetary and credit expansion. 
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4. Messrs. Parmentier, Marciniak, and Raymond visited Algiers 
February 7-16, 1988 to conduct a seminar on monetary and financial 
analysis. 

5. Messrs. Conrad, Corfmat, and Cornely visited Algiers 
June 12-30. 1988 to review the draft National Tax Reform. 

6. Messrs. Anjaria, Borensztein, and Marciniak visited Algiers 
July 8-18, 1988 to assist the authorities in the areas of the payments 
system and exchange rate determination. 

7. Messrs. Premchand, Tazi, and Bouley visited Algiers October 17- 
November 6, 1988 to review the budgetary process and the operations of the 
Treasury. 

8. Messrs. Conrad, Cornely, and Ms. Cheasty visited Algiers 
January 15-February 1, 1989 to appraise the impact of the forthcoming tax 
reform. 

9. Messrs. Gautier and Snoek visited Algiers April 9-22, 1989 to 
advise the authorities on bank supervision. 

X. Resident Reuresentative/Advisor: None. 



DOCUMENT OF INTERNATIONAL MONETARY FUND 
AND NOT FOR PUBLIC USE 

EBS/89/89 
Supplement 1 

CONFIDENTIAL 

May 26, 1989 

To: Members of the Executive Board 

From: The Secretary 

Subject: Algeria - Use of Fund Resources - Compensatory and 
Contingency Financing Facility - Request for Compensatory 
Financing of Fluctuations in Exports and in the Cost of 
Cereal Imports 

Attached is the request from Algeria for a purchase 
equivalent to SDR 315.2 million referred to in EBS/89/89 (5/5/89). 
Thts subject is scheduled for consideration on Wednesday, May 31. 1989 

Att: (1) 



ATTACHMENT 

BANQUE CENTRAL D'ALGERIE 
ALGIERS (ALGERIA) 

ALGIERS, HAY 24. 1989 

INTERFUND TREASURER'S 

REF.: INTENDED COMPENSATORY FINANCING PURCHASE 
YOUR TELEX CRA NO. 12 OF 5/22/89 

1. AS FISCAL AGENCY FOR THE GOVERNHENT OF ALGERIA WE DESIRE TO 
PURCHASE FROM THE INTERNATIONAL MONETARY FUND THE EQUIVALENTS OF SDR 
41,500,OOO IN CANADIAN DDLLARS, SDR 50,100,OOO IN ITALIAN LIRE, 
SDR 80.600,OOO IN KOREAN WON, SDR 39.200.000 IN NETHERLANDS GUILDERS, 
SDR 29,200,OOO IN PORTUGUESE ESCUDOS. SDR lO,LOO,OOO IN SINGAPORE 
DOLLARS, AND SDR 64,500,OOO IN SPANISH PESETAS TOTALING THE EQUIVALENT 
OF SDR 315,200,000,1N ACCORDANCE WITH TERMS OF ARTICLE V, SECTIONS 3 
AND 4 AND EXECUTIVE BOARD DECISION NO. 8955-(88/126), ADOPTED 
AUGUST 23, 1988. IN THIS CONNECTION WE STATE THAT WE WILL COOPERATE 
WITH THE INTERNATIONAL MONETARY FUND IN AN EFFORT TO FIND, WHERE 
REQUIRED, APPROPRIATE SOLUTIONS FOR THE BAlANCE OF PAYMENTS 
DIFFICULTIES. 

2. WE DO HEREBY REPRESENT THAT THIS PURCHASE IS NEEDED IN ACCORDANCE 
WITH THE PROVISIONS OF FUND AGREEMENT. 

3. PLEASE PLACE CURRENCIES AT OUR DISPOSAL AT RESPECTIVE DEPOSITORIES 
AND REQUEST THOSE INSTITUTIONS TO ARRANGE EXCHANGE OF CURRENCIES INTO 
U.S. DOLLARS AND PAYMENT OF PROCEEDS TO OUR ACCOUNT WITH FEDERAL 
RESERVE BANK OF NEW YORK, NEW YORK ON.VALUE DATE OF PURCHASE. 

4. THE EQUIVALENT OF DESIRED PURCHASE, NAMELY ALGERIAN DINARS 
2,940,106,522.89, WILL BE CREDITED TO FUND'S NO. 1 ACCOUNT WITH 
OURSELVES, ON VALUE DATE OF PURCHASE. 

5. WE STATE THAT REPURCHASE IN RESPECT OF THIS PURCHASE SHALL BE MADE 
IN ACCORDANCE WITH ARTICLE V, SECTION 7 AND THE FUND'S POLICIES AND 
PRACTICES AT THE TIME OF REPURCHASE. 

6. REGARDING SERVICE CHARGE, PLEASE DEBIT ALGERIA'S SDR ACCOUNT WIT11 
SDR 1,576.OOO ON VALUE DATE OF PURCHASE. 

THE GOVERNOR 

CENTRAL BANK OF ALGERIA 

Received in Cable Room Mav 24. 1989 


