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The Algerian experience, however, appears to follow a different pattern. Throughout much of the 
study period, economic growth was largely driven by the hydrocarbon sector, which remains capital-
intensive and highly dependent on fluctuations in international energy prices. Although this sector 
contributes substantially to national output, its expansion does not necessarily generate proportional 
increases in taxable income, household consumption, or business activity within the non-hydrocarbon 
economy. Consequently, periods of higher GDP growth may not be accompanied by a comparable 
expansion of the domestic tax base. 

Another possible explanation relates to the structure of fiscal policy. Hydrocarbon revenues have 
historically represented an important source of public finance in Algeria, reducing the relative 
contribution of non-hydrocarbon taxation to total government revenues. As a result, economic growth 
generated by the oil and gas sector may have had only a limited effect on conventional tax revenues 
measured as a share of GDP. This structural characteristic provides a plausible explanation for the 
negative coefficient estimated for economic growth in the present study. 

Overall, the findings suggest that economic growth alone is insufficient to improve tax performance 
unless it is accompanied by broader structural transformation. Diversifying productive activities, 
strengthening the non-hydrocarbon private sector, and expanding the effective tax base are essential 
conditions for ensuring that future economic growth translates into sustainable increases in tax 
revenue. Consequently, the negative relationship identified in this study shovidence contradicting the 
broader theoretical relationship between growth and taxation. 

7.3. Trade Openness and Tax Revenue 
The estimated coefficient for trade openness is negative but statistically insignificant, indicating that 
changes in trade openness did not have a measurable effect on tax revenue in Algeria over the study 
period. Although the direction of the estimated coefficient is negative, the lack of statistical 
significance suggests that trade openness was not a key determinant of tax revenue once the effects 
of inflation and economic growth were taken into account. 

This finding differs from much of the empirical literature, which generally identifies trade openness 
as an important driver of tax revenue, particularly in developing countries that have successfully 
complemented trade liberalization with comprehensive domestic tax reforms. Gupta (2007), for 
example, argues that greater trade openness can enhance tax performance by stimulating economic 
activity and encouraging governments to replace declining trade taxes with more efficient domestic 
taxes. Likewise, several comparative studies have reported that economies with broader tax bases and 
stronger fiscal institutions are better positioned to offset revenue losses associated with tariff 
reductions through improved domestic tax collection. 

Nevertheless, the relationship between trade openness and tax revenue is not always positive. 
Previous research has shown that the fiscal effects of trade liberalization depend largely on the 
capacity of governments to implement effective tax reforms and strengthen domestic revenue 
mobilization. In countries where tariff reductions are not accompanied by improvements in tax 
administration or by the expansion of alternative tax bases, greater trade openness may generate 
limited fiscal benefits or even reduce government revenue. 

The Algerian case appears to reflect these structural constraints. During the study period, external 
trade remained heavily concentrated in hydrocarbon exports, while the contribution of non-
hydrocarbon exports to total trade remained relatively limited. Consequently, fluctuations in trade 
openness primarily reflected changes in hydrocarbon exports rather than a broad expansion of taxable 
economic activity across productive sectors. Moreover, the gradual transition from border taxation 
toward more efficient domestic taxation has progressed at a relatively moderate pace, limiting the 
extent to which greater trade integration could translate into higher tax revenues. 
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