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Since 2014 Algeria’s hydrocarbon sector has been
under stress. Declining production and rising in-
ternal consumption, tumbling global hydrocar-
bon prices and security concerns across the re-
gion combined created a challenging environ-
ment for its hydrocarbon sector. This instigated
Algeria to look for alternatives. Between 2014
and 2020 the government made regulatory ef-
forts to promote renewable energy. Further, a na-
tional fund to support renewable energy as well
as a new economic growth model saw light. The
new thinking about the unsustainability of its high
reliance on hydrocarbons and about the conse-
quent needs for economic diversification was
clear. In 2016 Algeria and the EU agreed upon an
annual action plan dedicated to renewable en-
ergy and energy efficiency which was a ‘first’ in
their relationship that would remain for the years
to come.

A new Commission and a new Government:
towards an energy transition

In Algeria, the new government under President
Tebounne worked further on the needed ena-
bling framework, creating a Commission on Re-
newable Energy and Energy Efficiency within the
Prime Minister’s Office in October 2019. Further,
a renewable energy college at the University of
Batna as well as a new Ministry of Energy Transi-
tion and Renewable Energy were established in
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2020. Meanwhile in the EU the newly elected
Commission von der Leyen pursued the same di-
rection, enshrining its net zero emission goal by
2050 into law.

By March 2020 the COVID-19 pandemic caused
an extreme drop in hydrocarbon demand. As the
Algerian government had been distributing more
than it earned to the population in exchange for
public acquiesce it was desperately looking to at-
tract new investments and created a new legal
framework to open up the market to attract for-
eign investors.

During the first two months of 2021, the Euro-
pean Commission and the European Council were
focused on a green recovery, also externally. They
declared in the Joint Communication* and Council
Conclusions? the need to invest in a green future
with a focus on importing green hydrogen, dis-
courage further investments into fossil fuel-based
energy infrastructure projects in third countries,
while taking action to reduce methane emissions.

Algeria saw an opportunity to replace its dimin-
ishing rents from hydrocarbons, agreeing in May
2021 on a national plan for the production of
green hydrogen. Its aim was to become one of the
best students in the fossil fuel exporting countries
class proposing to export hydrogen via its pipe-
lines to Spain and Italy. The government agreed
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on a transition plan based on energy efficiency
and renewable energy. It reformed the 2002 law
on electricity to open up the market for SME’s
working in the renewable energy sector and cre-
ated a stand-alone renewable energy company,
SHAEMS.

By the end of 2021, Algerian leaders announced
plans to rein in unsustainable deficit spending
and green its taxation. It seemed the path de-
pendent process known as carbon lock-in was at
its end, being on track breaking out of the rentier
state. With carbon prices too low since many
years, lack of investment in its hydrocarbon sec-
tor, diminishing hydrocarbon demand and a rising
internal energy consumption, the government
had few other options.

The invasion of Ukraine

The invasion of Russia in Ukraine a few months
later however, profoundly changed the political
and economic landscape. The EU Member States
changed their energy policy priorities, including
towards Algeria. While it took some time for the
European Commission being able to take con-
crete action, the EU Member States fast excelled
by acting alone, promising new middle to long-
term investments in Algeria’s gas infrastructure
as well as agreeing upon price increases. It has to
be noted that in each agreement, renewable en-
ergy cooperation is mentioned as well, however
this seemed to be rather in the margins.

The Italian Energy Minister signed up present in
Algeria only a few days after the invasion, with
the respective national oil companies closing a
Memorandum of Understanding a few months
later. This included a permission to increase gas
flow capacities of Gazoduc progressively to 9 bil-
lion cubic metres of gas per year in 2023-2024.3
The Memorandum also covers the technical and
economic evaluation for a green hydrogen pilot
project, with the goal of supporting the decarbon-
isation of a gas plant. In July, a “production shar-
ing” contract had been signed for approximately
4 billion euro for 25 year to exploit oil and gas de-
posits in the Berkine basin between Sonatrach
and Italy’s Eni, the US-based Occidental and
France’s Total. President Emmanuel Macron
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visited Algeria on 25™ of August 2022 in the con-
text of a “declaration for a renewed partnership.”
Details about the energy matters discussed re-
mained scant, however reports were that deliver-
ies could rise by 50%. The CEO of Engie an-
nounced this would only come in the medium to
long-term as opposed to this winter.*

The last Member State visiting Algeria up to now
has been Slovenia, agreeing in November on a
contract for three years. Willing to buy about 300
million cubic meters of gas per year from Algeria,
the Slovenia's partially state-owned fossil gas
trader Geoplin aims for a longer-term agreement
and higher quantities.® The officials agreed to sign
a Memorandum of Understanding soon. In addi-
tion to increasing the volumes and extending the
duration of the agreement, the Memorandum
would also define strategic cooperation in renew-
able energy and the exchange of digital compe-
tences.

After the Summer, also the European Commission
leaders started their diplomatic efforts in Algeria.
The President of the European Council Charles
Michel visited Algeria on the 5" of September
2022, and stated that “Given the international cir-
cumstances that we are all aware of, energy co-
operation is obviously essential, and we see Alge-
ria as a reliable, loyal and committed partner in
the field of energy cooperation.” On October 11,
the EU’s Energy Commissioner Simson Kadri
hailed a long-term strategic partnership with Al-
geria, “being the EU’s reliable supplier.”

The EU’s inconsistency causing long term car-
bon lock-ins?

These investment agreements seem difficult to
match with the Green Deal and its external com-
ponent, neither with the REPower EU plan that
was published after the invasion on the 18" of
May.® The REPower EU plan claims that in the
new reality, “the EU’s gas consumption will re-
duce at a faster pace, limiting the role of gas as a
transitional fuel.” If this gas shock follows the
same trend as the oil shock did in the 1970s, de-
cline of gas will be structural. This will have con-
sequences, certainly for Algeria, reliant for more
than 80% on the EU for its fossil fuel export.’
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Recently, some exploration efforts have delivered
(limited) oil and gas discoveries, however, not
enough to deliver the demanded export volumes
in the short term. After years of underinvest-
ment, the Member States agreements with Alge-
ria are focusing on the need for more gas explo-
ration, production and infrastructure invest-
ments to fulfil demand. At the start of 2022,
Sonatrach announced plans to invest approxi-
mately 40 billion euro over five years for explora-
tion and extraction of gas as well as oil explora-
tion, production and refining, however adding in
June that it counted on the buyers of Algerian gas
to make the investments in upstream develop-
ment.®

Urgent need to refocus and grasp the mo-
ment

Although the boom in global hydrocarbon prices
seems to have limited Algeria’s interest in focus-
ing on an energy transition, Algeria had reached a
moment of ‘plasticity’. As Davis claims, you need
to seize the opportunity during moments of plas-
ticity. If not grabbing that moment, it is unlikely
the transition will succeed as this will result in a
new carbon lock-in® or stranded assets when new
investments will be made in its hydrocarbon in-
frastructure. Further, these investments are to
the detriment of renewable energy and energy
efficiency.®

Algeria’s export potential of hydrocarbons had
been diminishing because of a lack of investments
and rising internal consumption.' This means
thatin order to fulfil the external hydrocarbon de-
mand, investments are needed. However, the EU
shouldn’t make those in new hydrocarbon infra-
structure or expansion for at least three reasons.
First of all, the rise in demand for gas from the EU
is focused on the short-term. Investment in new
extraction takes time and could cause a carbon
lock-in for the decades to come.?? Secondly, these
are incompatible with the Communication and
Conclusions the EU and its Member States made
one year upfront. All of this dismisses many of the
efforts Algeria (and the EU) made the last couple
of years towards diversification away from hydro-
carbons. Third, investing in new gas fields is not
consistent with the Paris Agreement. Science
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clearly indicates that to stay within a 1.52C carbon
budget (50% probability) implies leaving almost
40% of ‘developed reserves’ of fossil fuels unex-
tracted.® This would be incompatible with the EU
aims to be a climate leader.

However, there are solutions, that are aligned
with the Paris Agreement as well as the Green
Deal, which would result in more gas delivery to
the EU in a shorter term. First of all, the focus
should be on energy efficiency and demand re-
duction in Algeria. Here the EU can come in
through knowledge sharing, technology and re-
search development and making investments fo-
cused on the energy efficiency of the industry as
well as the households. One of the tricky points
for decades has been the subsidy system. The IEA
estimates that the Algerian subsidies for electric-
ity and gas are almost EUR 8 billion representing
4% of its GDP. Although some tentative
measures were taken in 2016 when subsidies
temporarily went down because of the lower hy-
drocarbon price, in 2018 they were rising again
reaching an all-time high. A new attempt in 2021
has soon been reversed with rising gas prices. The
gas price in Algeria is estimated at EUR
0.46/MMBtu®® which is below the cost of produc-
tion, transmission and distribution. This doesn’t
stimulate energy efficiency as well as leaves little
room for the renewable energy sector to enter
the market.

This leads to the second solution. The renewable
energy sector has a gigantic potential. Algeria is
Africa’s most electrified country, with more than
99% connectivity.'® However, 99% of the electric-
ity comes from burning fossil fuels. This makes Al-
geria, with sun and wind abundantly present on a
possible fast track to decarbonise. The EU should
use this opportunity, focusing on knowledge shar-
ing, strengthening the legal and regulatory frame-
work, build institutional capacity and making in-
vestments in enabling technologies such as bat-
teries, EV-smart charging, digital while improving
financing availability and establishing guarantee
schemes to mitigate specific risks. Diversifying Al-
geria’s energy policy towards using more renew-
able energy internally, while using its hydrocar-
bon rents from its export to finance this
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transition, could make Algeria less vulnerable to
the financial instability of hydrocarbon rents in
the future while aligning itself with its climate tar-
gets.V’

Third, also diminishing gas flaring should be ad-
dressed. In the Commission’s Communication ‘ex-
ternal energy engagement in a changing world’
from May 2022, actions to ensure its energy se-
curity include as well diminishing flaring. The aim
of the EU is to couple additional gas with technical
assistance to tackle methane leaks and to address
venting and flaring with the “you collect, we buy”
schemes. Through this, the EU can collect more
gas faster than through investing in new extrac-
tion facilities. Algeria is currently one of the fossil
fuel extracting countries with the highest flaring
numbers.® Focusing on recovery rates would re-
sult in quick wins. Italy aims to buy an increasing
9 bcm of gas per year in 2023-2024.%° This is ex-
actly the known flaring number of Algeria through
which could fulfil very soon the needs of Italy.

Conclusion

With the invasion of Ukraine, the crisis mode has
been turned on in the EU Member States which
seems to have resulted in inward-looking actions
neglecting the wider implications for its fossil fuel
supplier Algeria. While the Commission declared
in its REPower EU Plan that it enters a fast path
towards the diminished use of fossil gas, its Mem-
ber States rushed towards Algeria begging for

more gas entering into middle to long-term
agreements. This shift could jeopardize the ur-
gently needed decarbonisation shift, cause a lock-
in for the concerned fossil fuel exporting country
as well as the EU losing its attractiveness to con-
vince others to follow its climate leadership. The
EU should pay attention to act consistent in order
to assure others to follow as well as give con-
sistent signals to investors and fossil fuel partners
in regards to which direction it aims to go.

Since Algeria exports the majority of its gas to the
EU (83% of total gas exports in 2019)%°, the EU
could, in theory, strongly influence Algeria to pur-
sue its own green energy transition, if coherent
politics, policy and diplomacy are accompanied
by targeted investments in energy efficiency, re-
newable energy as well as reducing flaring. This is
an inexpensive way of combating climate change
and for EU companies to enter rapidly growing
markets and it would boost economic develop-
ment and diversification in partner countries
while the EU can remain a thrustable climate
leader it aims to be.
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