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Office Memorandum 

To: Mr. Anjaria October 7, 1988 

From: P. Lenainl'L-, 

Subject: Tunisia--Balance of Payments 

As you requested, please find attached revised estimates and 
projections for the 1988 and 1989 balance of payments of Tunisia. 

The 1988 estimate is based on the latest data prepared by the 
Tunisian authorities and transmitted by Mr. Petersen. The overall 
balance of payments surplus is now estimated to be about SDR 180 mil­
lion, as compared to SDR 77 million in the program. This improvement 
results mainly from better exports, tourist spending, and workers' 
remittances than earlier envisaged. These positive developments more 
than compensate for larger imports. 

' The 1989 estimate is based on the WEO commodity price 
projections, the volume of external trade envisaged earlier, the assump­
tion of an agricultural rebound from the drought-affected present 
outcome, and on the assumption that "Lybian tourism" and related imports 
will slow down. Under these assumptions, the current account and the 
overall balance of payments are proje~ted to reach better outcomes than 
previously envisaged. 

The debt service and the debt outstanding data have not been 
revised. I will include the 1987 World Bank Debt report system 
estimates before the mission's departure. 

Separately, Mr. Leipold (Consultation Practices Division) 
advised me that: 

A statistical appendix can be prepared instead of the RED 
if the authorities agree; this is encouraged by the Board. 

A compromise between an RED and a statistical appendix can 
be a brief summary of recent economic developments followed by 
statistical tables. 

Because the last Article IV discussion with Tunisia was 
completed on October 15, 1987, a notification of delay would have to be 
transmitted to the Board if the next discussion takes place after 
January 15, 1989. 

cc: Mr. Khallouf 
Mr. Petersen 



October 7, i 988 

Table 1 --Tunisia : Balance of PayMents, 1985-93 
(i n Millions of SORs) 

Trade balance 
b ·;port s 
I rfJport s, fob 

Services and transfers 
Non-factor services 
Factor services 

Current account 

Capital account 

Non-debt-creating capital flows 
Grants 

1987 
estiMate 

-563 
1,653 
2,216 

487 
473 

14 

-76 

103.6 

' 98. 1 
26.7 

Direct foreign investMent (net) 71 .4 

Debt-creating capital flows 
Long terM capital 
Contracted loans 
Additional loans 

MediuM terM capital 
Contracted loans 
Additional loans 

AMortization 
Long terM capital 
MediuM terM capital 

Short terM capital 

Overall Balance 

Financing 

Other foreign assets, net 
Assets (incr. -) 
Liabilities (red. -) 

Net use of Fund credit 
Purchases 
Repurchases 

AMF 

MeMor anduM iteM 
Current a/c. in% of GDP 
Debt service ratio 
Gross Reserves 7/ 

in Months of iMports 

555.3 
354.6 

200.7 

518.4 
191. 7 
326.7 

-31 .4 

27.4 

-27 .4 

-68.4 
-125. 1 

56.7 
41 .0 
41. 0 
0.0 
5.6 

-1. 0% 
26.8% 

376.9 
2.04 

1988 __ 
prog. est. 

-770 -934 
1 ,672 1 ,732 
2,442 2,666 

481 754 
512 763 
-32 -9 

-289 -180 

365.7 360.2 

112. 6 117. l 
27.0 31. 5 
85.6 85.6 

775.5 780 . 8 
540.4 540.4 
486.4 486.4 
54.0 54.0 

235. 1 240.4 
63.0 63 . 0 

172 .0 177.3 

522.4 537.7 
219.7 219.7 
302.7 318 . 0 

0.0 0.0 

76.6 180. 1 
------ ------
-76.6 - 180. 1 

-123.5 -227.0 

46.9 46.9 
46.9 46.9 
0.0 0.0 
0.0 0 . 0 

-3.4% -2. 1 % 
26.4% 24.5% 

500.4 603.9 
2.46 2. 72 

1989 
IMF 

-824 
1,796 
2,621 

595 
616 
-21 

-230 

358.9 

131. 5 
35.6 
95.8 

781. 1 
544 . 9 
340 . 0 
204.9 

236.2 
26 . 2 

210.0 

553 . 7 
243.2 
310 . 5 

0 . 0 

129 . 1 
--- - --
-129 . 1 

-192.9 

63 . 8 
63.8 
0.0 

-7.0 

-2 . 4% 
25 . 7% 

789.8 
3.62 



October 7, 1 988 

Table 2 --Tunisia : Exports of goods, 1985-1993 
(in Millions of SDRs) 

1987 1 988 --
estiMate prog. est. 

1989 
IMF 

----------------------------------------------------------------------
Energy 390.4 299.9 297.3 276.9 

voluMe at 1986 prices 294 . 8 274.9 265 . 8 235.8 
unit values index 132.4 109 . 1 111. 9 117. 5 

Phosphates and derivatives 307.0 336.0 382.7 392.3 
voluMe at 1986 prices 320.5 321. 6 323 .3 331. 3 
unit values inde>< 95.8 104.5 118. 4 118. 4 

Agriculture 213 .3 216.2 220.4 229.5 
voluMe at 1986 prices 193 . 8 185.5 187.3 195.0 
unit values index 110 . 0 116. 5 117. 7 117. 7 

Textile '514. 9 567.8 569. 6 614.3 
voluMe at 1986 prices 429.8 445 .8 440.5 458. 1 
unit val ues index 11 9. 8 127.4 129.3 134. 1 

Mechanic and electric industry 131 .5 148.2 153.7 167.9 
voluMe at 1986 prices 109 . 8 115. 6 118. 7 125. 1 
unit valu es index 119. 7 128.2 129.4 134.2 

Other goods 95 .5 103.6 108.0 115. 3 
voluf't1e at 1986 prices 80.3 81. 1 84.0 86.6 
unit values i nde;": 119. 0 127.8 128.5 133.3 

TOTAL Exports 1652.5 1671. 6 1731. 6 1796.3 
voluM e at 1986 prices 1429.0 1424.5 1419.G 1431 .9 
unit values index 115. 6 117. 3 122.0 125.4 

Source : Tunisian Authorities ; Ministry of Planning and Staff Project 



Octobe r 7, I 988 

Tab le 3 -- Tunisia: IMports of goods, 1985-1993 
(in Millions of SORs) 

Ener gy 
voluMe at 1986 prices 
unit values 1 nde ;ic; 

Capital goods 
voluMe at 1986 prices 
unit valu es inde x 

Raw Mat. Q seMi-finished products t:.-

voluM e at 1986 prices 
unit value s .index 

Food and agriculture 
voluMe at 1986 prices 
unit values index 

ConsuMer goods 
volu Me at 1986 prices 
unit values index 

TOTAL IMports, C. i. f, 
voluMe at 1986 prices 
unit val ues index 

Freight and Ins. 

TOTAL IMports f.o.b 

1987 
es-tiMate 

246. 1 
228.6 
107.6 

402 . 0 
337 . 7 
119. 0 

850.9 
762.5 
I 11 .6 

'241 . 6 
254.3 

95 .0 

601 . 1 
504 .9 
! 19 . ·1 

2341. 7 
2088 . 1 

112. l 

125.7 

2215.9 

prog. 

217. I 
222 .5 

97 .6 

450 .8 
354 . I 
127 .3 

945.9 
807 .2 
117. 2 

326 .8 
314.4 
103 .9 

639 .7 
502.4 
127.3 

2580 .2 
2200 .5 

117. 3 

138.6 

2441 . 6 

1988 __ 
est. 

211 . 3 
197 . 8 
106 .8 

459 . 4 
356. 1 
i29 .0 

1017.0 
844 .0 
120.5 

409 .8 
350 .7 
1 I 6. 8 

719 .7 
557.9 
129.0 

2817.3 
2306.6 

122 . 1 

151. 3 

2666.0 

1989 
IM F 

221. 9 
197 .8 
1 12. 2 

484. I 
361. 8 
133.8 

1087.4 
870.2 
125.0 

298.9 
252.0 
I 18. 6 

674.3 
504.0 
133.8 

2766.4 
2185.8 

126.6 

145.7 

2520.7 
----------------------------------------------------------------------
Source : Tunisian Authorities ; Ministry of Planning and Staff Project 
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Table 4 -- Tunisia : Services and Transfers, 1985-1993 
( in Millions of SORs) 

l . Non-fac tor services 

TourisM credits 
vo luMe at 1986 prices 
unit values i nde:.;; 

Other c redits 
volur"l e at 1986 prices 
unit va lues index 

TourisM debits 

Other deb1 t5 

Balance of non-factor services 
of which : Credits 

Debits 

'7 Factor Services ,:_ . 

Workers reMittances 

Other factor services credits 

Interest payMents 
Of which : IMF charge s 

Other fact or services debits 

Total balance 
Factor services credits 
Factor services Debits 

1987 
estiMate 

530 . 1 
501. 5 
105. 7 

426 .9 
369.9 
115. 4 

73.5 

14 10. 0 

473.4 
957.0 
483.5 

376. 1 

33.7 

290.0 
8 . 0 

106. 1 

13.7 
409 . 8 
396. 1 

prog. 

586.4 
547 . 0 
107.2 

461. 1 
373.8 
123.3 

90. I 

444.9 

512.5 
1047.5 
535.0 

346.8 

40 .5 

297.2 
12.9 

121. 6 

-31. 5 . 
387.3 
418.8 

1988 
est . 

855.6 
726 .0 
117. 9 

467.0 
375 . 0 
124 .5 

90. I 

469 . 3 

763 . 3 
1322 .6 
559 .3 

393.6 

45 . 0 

319 . 7 
12. 9 

127.9 

-9.0 
438.6 
447.6 

1989 
IMF 

733 . 3 
600.0 
122.2 

489 . 1 
378.7 
129.2 

100 .0 

506.8 

615.6 
1222.4 
606.8 

401 .5 

49.S 

338.9 
16. 1 

133.0 

-20.9 
451 .0 
471 .9 

----------------------------------------------------------------------



Octob er 7, 1988 

Table 5 -- Tunisia : MediuM-TerM External Debt Projections, 19 

1987 
estiMate 

( in Millions of SOR s) 
1 . Debt Servic e 
---------------

Med. & l .terM ( incl. AMF and g 800 . 4 
In terest 282 . 0 
Pr incipal 518 . 4 

IMF 8 .0 
Charges 8 . 0 
Repurchases 0 .0 

Total debt service (incl.gap-f 808.4 
Inte rest 290.0 
Pricipal ~1 8 .4 

2. Debt outstanding 4183 .6 
-------------------

MediuM and long terM debt 3,978 
long-terM 2 ,60·1 
Mec:H u1Y1-t erM 1 ,376 

AM F 15 
Fund Credit 191 

Debt service in % of curr. receipts 
-----------------------------------

Total debt service 26.8% 
Interest 9.6% 
Pr icipal 17.2% 

E><c lud i ng IMF 26. Si; 
Interest 9. 3i; 
Pri~ipal 17.2% 

Total interest % GNP 3.9% 
IMF debt service/reserves 0. 1 % 

Debt in % of GOP 
----------------

MediuM and long terM excl gap-f i. 53.3% 
Fund credit 2.6% 
TOTAL incl IMF 55.9% 

1988 
prog. est. 

806.8 844 .6 
284.4 306. 9 
522.4 537. 7 

12.9 12.9 
12 .9 12.9 
0.0 0.0 

819.6 857.4 
297.2 319.7 
522.4 537.7 

4492.4 4464.0 

4,240 4,221 
2,922 2,922 
1 ,317 1 ,299 

15 5.6 
238 237.6 

26.4% 24.5% 
9. 6% 9.2% 

16.8% 15.4% 

26 .0% 24.2% 
9.2% 8.8% 

1 6. Si; 15. 4i; 

3.9% 4.2% 
0.2% 0.2% 

55.7% 55.4% 
3. 1 % 3. 1 % 

58.8% 58.5% 

1989 
IMF 

876.5 
322.8 
553.7 

16. 1 
16 . 1 
0.0 

892.6 
338.9 
553.7 

4757.9 

4,448 
3,224 
1 ,224 

8 .3 
30 1. 4 

25. 7% 
9 . 8% 

16 .0% 

25.3% 
9.3% 

16.0% 

4. 1% 
0.2% 

53. 9;; 
3.7% 

57.6% 



fm; Office Memorandum 
~)'J\R""ii 

To: Mr. Anjaria 

Subject: Tunisia: Consequences of Additional 
Financing Availability 

August 11, 1988 

As discussed, please find aitached some new 6ypotheses on the 
possible consequences of the additional financing for Tunisia . 
Hypothesis 1 is clearly unattractive as it increases the debt service 
ratio and the debt/GDP ratio without any long-term benefit. 

Hypothesis 2 is similar to Hypothesis 1 but with more 
financing, some reserve accumulation, and again a deterioration of the 
external indicators. Nonetheless, Hypothesis 2 can be used as our new 
baseline once it is assumed that the additional financing is forth­
coming. In fact, Hypothesis 3 builds a growth hypothesis on the 
baseline of Hypothesis 2. 

Hypothesis 3 presents a quite desirable scenario in which real 
growth accelerates, and by 1993 both the debt service ratio and the 
current account deficit are better than those projected in the EFF 
program. 

Hypothesis 4 is presented only to demonstrate how the 
assumption of an iterative multiplier effect rapidly leads to 
unplausible scenarios. 

In synthesis, the growth hypothesis without multiplying 
effects, Hypothesis 3, is quite favorable and certainly suggests that 
the additional financing should be actively sought. Of course, this 
hypothesis, like the others, hinges on many parameters on which we are 
very uncertain. 

Attachments 

cc: Mr . Pujol 
Mr. Petersen (o/r) 
Mr. Khallouf 
Mr. Lenain 



ETR2/CAB/TUN/nttun01 August 8, 1988 

Hypothesis 1 

1. Tunisia receives per year in 1989-91 additional financing of 

SDR 70 million with a five-year grace period. 

2. An interest rate of 4 percent in yen, corresponding to 8 percent in 

dinar terms is paid on the loan. 

3. All the additional financing goes into imports and all imports go 

into consumption. 

4. GDP grows by 0.2 percent per year due to trade effects (no lag). 

S. There is no additional export growth. 



Ta~l e . Tuni sia : Balance of Payments, 1986-93 

Current account 

Trade balance 

Energy 
Non energy 

Energy 

No1 ,. ir serv i c:es (net} 
Leh; tourism receipts 

Transfers (net ) 
Of which: receipts from 

worker ' s remittances 
Interest on ext. debt 

Capital account 

Grants 
Direct and portfolio invest, 

Medium and long term 
borrowing (net ) 
disbursements 

ionq term borrowing 
ium term borr □Hing 

Short-term capital (incl uding valuation 
adjustment, and errors and om issions) 

Overall surpl us or deficit (- ) 

Changes in reserves (inc. - ) 
Use of Fund resources 
Other items ,net (inc. ) 

1emorandurn items: 

:urrent account def. / GDP (l) 
Gross reserves (in months of 

imports) 
Jebt service ratio 
uebt / GDP ratio 

Total additional borrowing req uirement 1/ 
Long term borrowinq 
New concess ional loans 
Medium term bor ro~1ng 

1986 1987 

Actual Est im . 

-~-11' 
._:f,,..l -60i 

-829 -833 
i703 i 5(l7 
7i2 

1142 
-2532 -2340 
-341 

49 1 

-80 

266 
.-,-c-, 

-L -_!-) 

433 

36 
,.,...., 
1 •J I 

248 
641 
342 
299 
393 
i2 

-140 

140 

140 

-7. lo/. 

1.0 
21. 6 
48 . 7% 

0 
(I 

(l 

(i 

286 
4i4 

410 

1.,. .-, 
,J L 

177 
644 
311 
333 
A I , 
't0/ 

,..., 
0 / 

-190 

190 

41 

1.3 
,.., , n,; 
f.. I • "J /, 

56 .1'!. 

0 
0 

-i03 

-563 

1262 

- ;•:i1-:: 
i,. •_1._, 

- 1983 

-2 

352 

220 

29 
...,,., 
10 

.ii 
'10 

68 

117 

-11 7 
41 

-1 :,8 

-1. 4'!. 

2.0 
r': / ~li 
LO ,L !, 

57 .8'!. 

0 
0 
0 
(l 

1988 1989 i990 

Projections 

{In mill ions af SDRs) 

-289 

-770 
i672 
300 

1372 
-24 42 
-205 

-2236 

-32 

-297 

366 

.-., 
I.I 

86 

...,..., , 
/ / 0 

540 

77 

47 

-3. 8/~ 

-349 

1783 
:'j :'11i 
L07 

1494 
-2633 

:-;r,; :-1 
-i.LL 

-2411 

544 
63i 

-316 

423 

t,J 
70 

297 
850 
614 

74 

-138 

-4.2% 

26 .4% 26 .3/. 
60 .6% 60 .3% 

226 484 

0 70 
172 209 

-322 

-880 
i929 

279 
1649 

-2808 

_ •"'71 t;C.7 
J_._1 ... :; 

601 
682 

-43 

363 
-334 

"'H I 
LlD 

838 
603 

. r"',7C 
1.. -J ,.) 

-18 
-33 

-:: !•i - . .:., ,o ,. 

2.8 

601 

70 
218 

199i 

-291 

-916 

224 
i f"1 '"1r'1 
!Q,.),L 

-2973 
-243 

-2730 

672 
740 

-47 

-358 

341 

148 

168 
766 
~144 

598 

50 

-50 
-5i 

7 t •; 
- .) , l f, 

2.6 
27 .6'l. 
55 .61. 

70 

Oi -,J an 

-268 - 187 

-968 -963 
.-, -, ~:.i 
LL.L't 

192 i94 
2032 r,.-, I i 

LLOl 

-3192 -3417 

-2934 

741 
802 

-42 

385 

135 
691 

c,; 
,..I t 

-52 
-21 
-31 

.-. ; •; 
-:,_ • 0 1. 

,., ! 
.L.Q 

22.97. 
52 .6% 

-30i 
7 i; i 

-_;i10 

:: " n 
Ol't 
n ; ; 
0 / .l. 

-39 

397 
-386 

24 
172 

40 
605 
364 

49 

-49 

-;, -._,, 

i jl/ 
-1, I I, 

2.5 
r-,4 --:-•; 
L l. • ~t f, 

49.21. 
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if Projected drawing s on loan s not contracted as of =nd 1987r All projected drawing s tor 1988 have aiready been identified. 

Projected drawings for the following years are not identified and could ben efit from the availability of new sources of 
concessional financing . Substitution of long term financing for castly medium- term cofilmerc ial borrowing Nauld also improve 
the debt profile. 

Principal assumptions 

Reai 6DP 
Inflation (GDP deflator) 
Real effective exchanoe rate (- deprec. ) 
E;-!po rt volumes 

(Nanenergy exports) 
Im port \:=olumes 

gy imports) 

i985 i986 i987 

{Annuai changes in percent) 

C JI/ 
\o! r/ fr 
t1 -,r; 
't,/1, 

" ,: 1; 
- J. rO/r 

7 -;a; 
.:_: , ._\/, 

C r,:; 
J ,!.:· fr 

7 .6i: 
-0.6% -14.5% -13.8% 

C ;aJ 
• . .I• I fr 

11.8% 
2.0% 
1.0% 

r 1 i l j 
-: , .I.I, 

- 2. 9% 
-8.8% 

1988 

4.8% 
- i. 9% 

'7 7:1 
J c •Jl, 

; •- :•i 
C,i../, 

- 9 .2o/. 
8. 5i: 

:::. 71_: 
"-ls .j/r 

6. 5% 

.; 1=1 
~ .OJ, 

:! i:'I o. ,_:.:,. 

i990 

6.0% 

"'? I;'/ 
._: f...,_1;, 

"1 ,-: •i 
,j r 1 f , 

i991 

C "Pl 
._! ,fir 

7: '7:/ 
._1 r ·.'!• 

7.4% 
2 .47. 
I ~: •! 
Q ,L I, 

4.8% 
~ 7:1 
J • . jf, 

C 'ic.; 
J , L I, 

i ~:'i 
i ,1. 1, 

,i ;•J 
't,.l.!, 

5.1% 

1993 

4.4% 
C I c; 
J, l. i, 

6.4 '.I. 
-, it 'l/ 
/ ,"t /1 
.., ..,,, 
._":.,l/, 

.- , i Sf 

1.,01, 



ETR2/CAB/TUN/nttun01 August 8, 1988 

Hypothesis 2 

1. Tunisia receives per year in 1989-91 additional financing of 

SDR 140 million with a five-year grace period. 

2. An interest rate of 4 percent in yen, corresponding to 8 percent in 

dinar terms is paid on the loan. 

3. A reserve accumulation that stabilizes reserves to 3.0 months of 

imports is implemented in 1989 and maintained thereafter. The rest of 

the additional financing goes into imports and all imports go into 

consumption. 

4. GDP grows by 0.4 percent per year due to trade effects (no lag). 

S. There is no additional export growth. 



Table . Tunisia: Balance of Payments, 1986-93 

Current .;tccoun t 

Trade baiance 

Energy 
Nonenergy 

Energy 
Nonenergy 

:or services (net ) 
iich: tourism receipts 

Transfers (neti 
Of which: receipts from 
worker's remittances 
Interest on ext. debt 

Capital account 

Grants 
Direct and portfolio invest . 

Medium and long term 
borro~➔ ing (net) 
disbursements 

ln~g term borrowing 
!ium term borrowing 

aHU..H tizatiGn 
Short-term capital (inciuding valuation 

adjustment, and errors and omissions) 

Overall surp lus or deficit (-1 

Changes in reserves {inc. 
Use of Fund resources 

Memorandum items: 

' ; -- \ 
\ l ! IL, / 

Current account def. I GDP (%) 
Gross reserves (in months of 

importsi 
Debt service ratio 
Debt / BDP ratio 

Total additional borrowing requirement 1/ 
Long term borrowing 
New concessional loans 
Mediuru ttr fil borrowing 

-829 
1703 

:-,~7--, 
- 1.J -JL 

-341 
-2190 

491 

-80 

266 

36 

248 
641 
342 
299 

.,., 

.LL 

-140 

140 
0 

140 

1986 1987 

Actuai Estim. 

-60i 

i507 

1142 
-2340 

-2i38 

:-, ;-:; 
.LOO 

4i4 

-54 

308 

410 

i77 
I 11 A 
O't't 

311 

467 
67 

-190 

190 
150 
41 

-103 

i653 
390 

1262 
-2216 
-233 

-1983 

462 
5i7 

-2 

-272 

29 
78 

46 
CCC 
,_1...,t._l 

201 

117 

.. : 
- .Ll ! 

41 
-1~,8 

i 'i89 i989 1990 

F'rojectians 

(In millions of SDRs) 

-28'1 

-770 
1672 

. :-::-: 
.L •~' ! L 

-2442 
-205 

-2236 

-32 

347 
-297 

86 

253 
JiJ 
! 10 

540 
235 

77 

-77 . .., 
'ti 

i l"j7 

- 1L..l 

-419 

-918 
; ::.: 
l: Q._1 

289 
1494 
:-, ;,·,t 

- 1.1 '.) 1 

-222 
-2478 

631 

-45 

-31'1 

493 

30 
96 

"7i i 
,jQ/ 

920 
684 
,.,.,.c 
1., ,J .... I 

553 

74 

-74 
J ,; 
O't 

-138 

-392 

-942 

279 
i649 

-2870 

-26i8 

601 
682 

363 

443 

30 

286 
908 
673 

} r"":l'j 

Oi.L 

fr, 
- 10 

1991 

9'' 
2056 

224 
1832 

-2786 

740 

-60 

375 

411 

25 
148 

238 
836 
614 
~,,r, 
LLL 

50 

-7.1% -8.0% -1.4% -3.8% -5. 1% -4.4% -~.8% 

21. 6 
48. 71. 

0 

(! 

l 7 

.L. -~· 

27. 'if. 
56 .1% 

0 

2.0 2.5 2.8 
26 . 2% 26 .41. 26.41. 
57.8% 60.6% 61. 0% 

0 226 554 
0 54 205 
0 0 140 

2.7 
29 .3% 

671 
..,. .. .,. 
• . .H..:• 

140 
218 

2.6 
27. 9'!. 
r, c:! 
, i / , , I/, 

667 
313 
140 
l"H 7 
Ll -J 

Oi -Jan 

1992 

-10i9 
r-'r r , :"'t,1 
1.1...L"t 

192 
2032 

741 
802 

-61 

-389 

l 'I 
!CH 

205 
""j J i 
it'.:l.L 

CC, 
"-1._t f 

-21 
-31 

: : •1 
- ·-' , .~t f, 

11"1 ,.,, 
L.J, 'ti, 

54 .9% 

665 
299 
140 
226 

1993 

-187 

-941 
2455 

;i.n 
.1.7'! 

226i 

-3094 

8i4 
871 

; l 
-0.1 

.)1 i 

-408 

236 

24 

40 

364 
·i .4 f 
L'tl 

49 

-49 
I·"\ 

-.:.L 

-1.7'.i. 

2.6 
21.8% 
51.3% 

542 
300 

; , 
'.J 
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1/ Projected drawings on loans not contracted as of end 1987. All projected jrawings for 1988 have already been identified. 
Proj ected drawings for the following years are not identified and could benefit from the availability of new sources of 
concessional financingi Substitution of long term financing for costl y ffi edium-term cammerciai borrowing would also improve 
the debt profil21 

?r inc i pal ~~·=•UiHP Li 1J 11s 

Real GDP 
Inflation (GDP deflater) 
Real effective exchange rate (- deprec.) 
E!-!port volumes 
(Nonenergy exports) 

Import volumes 
tNo ~y imports } 

1985 1986 1987 

(Annual changes 1n percEnt) 

4 J &j 
-1. Ol, 
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5.7% 

1L8% 
,, ,-, ~i 
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1.0% 
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.l. . .) • . ~, !, 

.-, r , :1 
-:. , 1 1, 
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i988 
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't,0 /, 
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7 7:.; 
.:.: • • ;_;f, 

7 .4'!. 
f'j f'1/ 
L, J.f, 
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I ,'ti, 

i .! 'I 
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Hypothesis 3 

1. Tunisia receives per year in 1989-91 additional financing of 

SDR 140 million with a five-year grace period. 

2. An interest rate of 4 percent in yen, corresponding to 8 percent in 

dinar terms is paid on the loan. 

3. A reserve accumulation that stabilizes reserves to 3.0 months of 

imports is implemented in 1989 and maintained thereafter. The rest of 

the additional financing goes into imports and 70 percent of the 

additional imports goes into investment. 

4. GDP grows by 0.4 percent per year due to trade effects (no lag) and 

by a factor of 3.0 linked to the new investment (with one-year lag). 

The econometric spreadsheet shows the derivation of the coefficient for 

the effect of the additional investment on income; a slightly more 

prudent coefficient of 3.0 is assumed in the calculations. 

5. Export growth increases by the equivalent of 50 percent of the 

increase in GDP. 

6. Imports will additionally increase as a consequence of export 

growth and this new import increase will go into consumption without any 

additional multiplier effect on either investment, GDP, or exports. 
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Table . Tunisia: Balance of Payments, 1986-93 01 - ,J an 

1985 1986 1987 1988 1990 1991 1992 1993 

Actual Esti:n, Projections 

(i n miliions of SDRs) 

I 
: Current account -601 -103 -289 -384 -345 

Trade balance 

Energ y 
Nonenergy 

Imports, f ,o,b, 
Energy 
Noneflergy 

Ne or services (net) 
Of which: tourism receipts 

Transfers (net) 
Of which: receipts from 
worker's remittances 
Interest on ext. debt 

Capital account 

Grants 
Direct and portfolio invest. 

Medium and long term 
borrowing {net) 
disbursements 

g term borrowing 
___ ium term borrowing 

amortization 
Short-term capital (including valuation 

adjustment, and errors and omissions) 

-829 
i703 
712 

:":C'7:'i 
-L ,.J ,Ji. 

-34 i 
-2190 

335 
491 

-80 

t"'"tJ ! 
LOO 

433 

36 
137 

248 
641 
342 
299 
393 

12 

-833 

365 
1142 

-2340 
-202 

286 
414 

- 54 

308 
-277 

410 

35 
132 

177 
644 
311 
333 
467 

67 

l i C, 
1c~:.~1 

390 
1262 

r-1-,7 
-j_ .~1~1 

-1983 

462 
517 

-2 

-272 

l"'r :jt"I 
J_i_t) 

29 
:r, 
iO 

46 
CCC 
.J .. ).J 

355 
201 
510 

68 

-770 
1672 

3(H) 

-2442 
-205 

-2236 

513 
586 

347 
-297 

366 

27 
86 

253 
776 
540 
,..:7 C 
i,.. ,j._l 

-883 
; -;r:7 
l /Q.J 

1494 

-222 
-2443 

544 
631 

-319 

493 

96 

367 
920 
684 
235 

-894 -906 
2063 2310 

279 224 
1784 2086 

-2958 -3217 

-2706 -2974 

601 
682 

-342 

443 

30 
127 

286 
908 
673 
235 
6,.,r; 
•L L 

, ..,,, 
OIL 

740 

-60 

..,,c 

.J/ .._l 

7i:i 
- .)/ L 

411 

148 

238 
836 
614 

2585 2910 

2393 2716 
-3550 -3820 

741 
802 

385 
-389 

390 

161 

205 
761 
535 
226 
557 

871 

397 
-408 

236 

24 
172 

40 
605 
364 
241 

Overall surplus or deficit (-) -140 -190 117 77 109 98 116 106 79 
'------------------------------------------------------------------------------------------------------------------------------
Changes in reserves (inc.- ) 

Use of Fund resources 
Other items ,net (inc. ) 

Memorandum items: 

Current account def. /GDP(%) 
Gross reserves (in months of 

imports) 
J2bt service ratio 
[:ebt i GDP ratio 

,Qtal additional borrowing requirement 1/ 
Long term borrowing 
New concessional loans 

140 i r ,,·\ -117 -77 -109 -98 -116 -106 -79 l 7\.' 

r • c ,·, r.t . ., 64 -18 -51 -21 -12 .J lJ IJ 't 1 'ti 

140 41 -158 1 '",".' -173 -80 -65 i"\C -67 - l....,1 -c .J 

-7.1% -8.0X -1.4% -3.8% -4.71 -3. 9% -3.1% -2.8% -1.4% 

1.0 
21.6 
48.7'/. 

0 
0 
0 

t ., 
1 . ,_\ 

27. 9'!. 
56 . 11. 

0 
0 
0 

2.0 
26. 2t. 

0 

0 

26. 4'l. 
60 .67. 

0 

3.0 
f'\ I A 11 
£.0 ,'t l, 

61 .0% 

205 
140 

3.0 
28.3% 
57.8% 

671 

i40 

3.0 
26 .2% 

667 
313 
i40 

3.0 
21 . 5% 

665 
299 
140 

'9 .8% 
46 .87. 

542 
300 

0 
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1/ Projected drawings on loans not contracted as of end 1987 . All projected drawings for 1988 have already been identified. 
Projected drawings for the following years are not identified and couid benefit from the avaiiabiiity of new sources of 
concessionai financing. Substitution of long term financing for costly medium-term coramerciai borrowing would aiso improve 
the debt profile. 

Principal assumptions 

I Rea l G~P 
Inflation (GDP deflater ) 
Real effective exchange rat2 (- deprec.) 
E}:port volumes 

(Non energy exports) 
liBpo lumes 

(No gy imports) 

1986 1987 

(A nnual changes in percent) 

C l'I i ; 11 
._,!, I J. -,1,01, 5.8% 
4. 7% 3.3% 7 .61. 

-0.6% -14.S'i. -13.8% 

2.0'l. 
i.0% 

9 . 11/. 
13.3% 
-2. 9'i. 
-8. 8% 

1'i88 

0. 9% 
4.8% 

-1.97. 
7 :•1 
.J • .:,: /, 

; r-, s.; 
O,i../, 

9.2'!. 
8. 5'l. 

1989 

I CtJ 
a.!_:;, 

3.9% 
7 .0% 
5.8% 
r: l'-i 
"'/,If, 

1990 

6.0'l. 

ii .8'i. 
i C: 7u 
.l .._i , ._"./, 

I 1•1 
i , ii, 

r : :-: •1 
U,L/, 

i991 

I i:ti 
Q,Ofa 

~ t•J 
!..lc/f, 

8.4% 
q I'! 
J.,j1.l./1 

i: r,'=-! 
.._!,i...!, 

1 1 :-,c; 
7 , Lt. 

1992 

7.2'i. 
5.3% 

8.8% 
10. 9'i. 
7 .Of. 
8.ii. 

1993 

6.11. 
C: fl/ 
.J. J. / .. 

3.21. 
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Hypothesis 4 

1. Tunisia receives per year in 1989-91 additional financing of 

SDR 140 million with a five-year grace period. 

2. An interest rate of 4 percent in yen, corresponding to 8 percent in 

dinar terms is paid on the loan. 

3. A reserve accumulation that stabilizes reserves to 3.0 months of 

imports is implemented in 1989 and maintained thereafter. The rest of 

the additional financing goes into imports and 70 percent of the 

additional imports goes into investment. 

4. GDP grows by 0.4 percent per year due to trade effects (no lag) and 

by a factor of 3.0 linked to the new investment (with one-year lag). 

The econometric spreadsheet shows the derivation of the coefficient for 

the effect of the additional investment on income; a slightly more 

prudent coefficient of 3.0 is assumed i n the calculations. 

5. Export growth increases by the equivalent of 50 percent of the 

increase in GDP. 

6. Imports will additionally increase as a consequence of export 

growth. 

7. The new increase in imports will start an iterative process. 

First, 70 percent of the new imports will go into investment, the 

increased investment will increase GDP by a f actor of 3.0, and 

50 percent of the increased GDP will i nduce additional export growth. 

The multiplier process is iterated until i t converges. 
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Table . Tunisia: Balance of Payments, 1986-93 

i986 1'i87 

Actual Estim. 

Current account 

Enerqy 
Nonenergy 

IIDports, f.G.b. 
Energy 

:nergy 

Nonfactor services (net) 
Of which: tourism receipts 

Transfers (net) 
Of which: receipts from 
worker's remittances 
Interest on ext. debt 

Capital account 

Grants 
Direct and portfolio invest. 

Medium and long term 

trsements 
"""'g term borrowing 
medium term borrowing 

amortization 
Short-term capital (including valuation 

adjustment, and errors and omissions) 

Overall surpl us or deficit (-) 

Changes in reserves (inc . -) 
Use of Fund resources 
Other items 1net (inc . ) 

Memorandum items: 

-829 
1703 

"'11 .- , 
/ l.L 

991 
:-,ct=: 

-i..,...! -:.:L 

-341 
-2190 

491 

-80 

-253 

r,.,n 
.L'tC 

641 
342 
29 11 

12 

-140 

140 

-601 

,- , ""!""! 
-0 -~1.J 

1507 

1142 
-2340 

,-,:·,r, 
-L t)i.. 

-2138 

286 
414 

-54 

308 
-277 

410 

7C 
,._i •. .l 

177 
644 

467 
67 

-190 

190 
DO 

,; I 
't 1 

-103 

< ; c~ 
l ·J""!,..:S 

390 
1262 

-2216 
_·-:•~ ":! 

i..,._,l .__,l 

-i983 

462 

-2 

220 

78 

46 
555 
355 
201 
510 

68 

117 

-117 
41 

-158 

1988 

ProJections 

(In millions of SDRs) 

-289 

-770 
1672 

300 
1372 

-2442 
-205 

513 
586 

347 
-297 

366 

,.,.., 
1..1 
n1 
00 

776 
540 

77 

-77 
47 

1
,,.,. 

- 1..:., 

-883 

289 
1494 

-2665 
-222 

-2443 

544 
631 

-45 

-319 

30 

920 
684 

10'1 

1 r,,, 
- .1,,,17 

64 
.,~ 

- 1 / ·-' 

-902 
2027 

279 
1748 

-2 '129 
-252 

601 
682 

-5i 

363 
-342 

A ·•-,. 
't't·-' 

30 
1 ':-7 
... i. 1 

r-1n1 
..::.oo 

• 908 
673 

622 

91 

-91 
- i8 

-73 

1991 

-284 

-896 

224 
2111 

-3231 
-243 

-2988 

i l=-'1 
OIL 

740 

-60 

7/ C 
,.)/\.,i 

-,,:-, 
- ._\ / L 

411 

148 

836 
614 
t;:;.:-, 
LLL 

598 

127 

01-,]an 

i nr:•t 
i77L 

-241 

-921 
i-1 :-,;, 

.LOlf 

192 

-3739 

-3481 

741 
802 

385 
-38'1 

390 

24 
161 

205 
"'! / 1 ,o ... 

,,,.., , 
LLO 

557 

149 

-149 

. ,.., ,, 
- .l.LQ 
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-Si 

-805 
3627 

194 
3433 

-4432 
-301 

-4131 

8i4 
871 

-61 

'7i':-J 
-) 7 / 

-408 

236 

.-, A 
L't 

17") 
Ii.. 

40 
605 
364 
241 
%5 

185 

-12 
-173 

Current account def . I GDP 1%) 
Sross reserves (in months of 

importsi 

-7.1% -8.0% -1.4% -3.8% -4.7% -4. 0% -3. 0Z -2.4% -0.5% 

Jebt service ratio 
D~bt / GDP ratio 

Totai additional borrowing requirement 1/ 
Long term Dorrowi~g 

. ,-, 
1 . 'J 

21.6 
~ r , -,,; 
't O, I!, 

0 

1.3 
27 . 9'/. 
:!6,1% 

{• 
·-' 

0 

2.0 2.5 3. 0 
26.27. 26.4% 26.41. 
57.8% 60 .6% 61 .0% 

0 226 554 
0 54 20 5 

3.0 
.- •. i c•, 
LO• ·Jl, 

58.3'l. 

671 

3. 0 3.0 

54.21. 48.9!. 

667 665 
313 299 

1"' ,'I .. 1 • . ;.i :. 

41. 61. 

30() 
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1/ Projected drawings on loans not contracted as of end 1987. Ail projected drawings for i988 have already been identified. 
Projected drawings for the following years are not identified and could benefit from the availability of new sources of 
concessional financing! Substitution of long term financing far costi y medium-term commercial borrowing would also improve 
the debt profiie. 

Principal assumptions 

Real GDP 
Inflation (GDP deflator) 
Real effective exchange rate 
E~{ port voiumes 

(Nor y exports) 
1mpor umes 

(Nonenergy imports) 

i987 

(Annual changes in percenti 

-~ "71/ 
't,li, "=! 7:'/ 

._ 1 t ._,;. 

5.7% 
11.8% 

2.0% 
1. 0'i. 

7 .61. 
• '7 ::•J -1~.o,. 

9. ii: 
i 7 7r.; 
1 .:.,,. .:..:/, 

-2.9'!. 
-8.8% 

1988 

r~ r , a; 
'·). 7 ,. 

4.8% 
-1. 9'!. 

..,. 71; 
,) a .,:t/z 

6.2% 
ii O:,!i 
1 .L i, 

n c11 
C1 • ~ifs 

:: ,11/ 
•..ic't/1 

6.5% 

1990 

:-, ii :.; 
i, Oi, 

13 .O'l. 
6.6% 
"'j ~ 1/ 
l i ! fa 

1991 

8 .11. 
C ;:.; 
._12/f., 

il. 6% 
-1 1 r, 11 
10.01. 

6.8% 
10.9% 

i 992 

i1 .2% 

1"":,·, r-, r; 
LV,LJ. 
• r-: t"\'-1 
.i.LaLI. 

1993 

14 .61/. 

24.1% 
26.2'!. 
14.87. 
14 .1% 
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3ome quick econometrics for Tunisia 

Years 
1960 
1961 
1962 
1963 
1964 
1'165 
; 1 : J; 
.l.700 

1968 
1969 
1970 
i971 
; r,ri-: 
l 7 i L 
; 1:1'7 
.l. 7 { ,) 

1976 

1978 
1979 
1980 
1981 
i982 
1983 

1'i88 
;egression GDP an investment at t-1 

I 

:onstant 
3td f Y Est 

~o . of Observations 
Jegrees of Freedom 

X Coefficient(s ) 
+Jtd Err of Coef. 

GDP InvestmenTi me Trend 
334.0 
367. 0 

437. 0 
464. 0 
527.0 

634.0 
686.(l 

891. 0 
1078. 0 
174.0 

1527.0 
1744.0 
1922.0 

2487.0 
2940 .0 
3510.0 
4162.0 
4804.0 
'5497. 0 
6240.0 
6910.0 
7025. 0 
7935 .0 

60, 0 

77.0 
94.0 

120.G 
i45. 0 
131. 0 

; :, t, 
l ,_':f , \.I 

i 48. 0 
151. 0 
!68. 0 

248.0 
315. 0 
46i. O 

665. 0 
765. 0 
894. 0 
982. 0 

1290. 0 

i750.0 

1850.0 
167!5. 0 
1670.0 

Regression Output! 

3.887 
0.166 

2.0 

4.0 
5.0 
6. 0 

iO. O 
ii ,·, 
l l • ~.l 

i2.0 
13.0 
i4.0 

16.0 
17.0 

19. 0 
20.0 
21.0 
22. 0 
23.0 
24.0 
25.0 
26,0 
27 ,I) 
28,() 
29.0 

130.358 
569 , (H)8 

28.000 
26.000 

;egression GDP on investment at t-1 and time trend 

:onstant 
3td Err of Y Est 
~'. Squared 
ia. of Observations 
Jegrees of Freedom 

( Coefficient (s) 
13 td Err of Coef. 

Regression Output: 
-240.449 

0. 9~18 
28 ,(H)(l 

3.367 45.855 
0.393 31.617 

Log GDP Log Inv. Lag Trend 

5.8 
5.9 

6.1 
6.1 
/ 7 o . . ..) 

; C 
C • ._t 

i C 
o,._1 

I r; a.a 

7.0 
5.2 

-, C 
I• J 

7.6 
' ., / ,I 

7.8 
8.0 
8,2 

8.6 

8.8 
8.9 
9.0 

4 ? 

A n 
't. 7 

4.9 
4.9 

5.0 

5.8 
I I 
0,1 

I 7 
0, ·~· 
I C 
0 I ._t 

6.8 
6.9 
7.2 
7.4 

., ; 
/ ,Q 

7.4 
7.4 

I ; 
1,.l. 

1.4 
I ! 
1,0 

1. 9 
2.1 
:-, r; 
L • £.. 
l"j., 
L ,.;.t 

2.4 

L,6 
r-, I 
.L , O 

'1 "'! 
L., i 

2.8 
2.8 
2.9 
2.9 
3.(1 

3.0 
3.1 
7 I 
·J,J. 

Page 1 
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Regression lag GDP an log investment at t-1 

Constant 
Std Err of Y Est 
i t "-·· - ·-- .J r. ;:;1f.!dr ~u 

No. of Observations 
Degrees of Freedom 

X Coefhcient(s) 
Std Err of Coef. 

Regression Output: 

Or902 
0.061 

Regression lag GDP on log investment at t-1 and ti me trend 
Regression Output: 

Constant 
Std Err of Y Est 
R Squared 
Na. of Observatio~s 
Degrees of Freedom 

X Coefficient(s) 
Std Err of Coef. 

0.830 
0.329 

Regression lag GDP on log investment at t-1 and log time trend 

Constant 
Std Err of Y Est 
R Squared 
No. of Observations 
Degrees of Freedom 

Regression Output: 

i. 9i 9 

0.894 
28.000 
26.000 

0.010 

2.179 
0.378 
0.894 

28.000 
25.000 

0.047 

0.373 
0.898 

28.(!(l(I 

25.000 

X Coefficient{si 
Std Err of Coef. 

1.024 -0.222 
0.147 0.241 

Pac 
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l~TERNATIONAL MONETARY FUND 

July 29, 1988 

Mrs. Junz: 

May I please have your views 
on the attached? 

E. L. Bornemann 



e Office Memorandum 
~)'AR~i 

TO Mr. Bornemann DATE: July 26, 1988 

FROM Salam K. Fayyad, Assistant to Mr. Finaish ~ · 

SUBJECT : Board Meeting 88/113 - Tunisia 

At the Executive Board Meeting 88/113, Mr. Finaish requested 
a comment by the staff on the possible use of the contingency element 
under the compensatory and contingency financing facility. At the said 
meeting, he stated: "though we have covered, ·Mr. Chairman, a lot of 
ground in our deliberations leading to the establishment of the CCFF, 
I believe the Board has not considered cases, which like the present 
one, involve a member entering into an arrangement, particularly a 
multiyear arrangement, with the Fund shortly before the new facility 
is in place. It would seem reasonable to give consideration· in such 
cases to the possibility of enabling the member concerned to have 
potential access to the contingency element under the new facility 
by the time of the first program review, or at the latest by the time 
of the second review. The staff may wish to comment on such a 
possibility." 

As the staff did not respond during the meeting, Mr. Finaish 
would appreciate receiving a response to this remark. 



Statement by Mr. Jacques de Groote on 

Mr. Chairman, 

TUNISIA: Request for Extended Arrangement 
EBM/88/113, July 25, 1988 

Last year, with the help of favorable-but obviously temporary con­
ditions and the prudent pursuit of policies by the authorities, Tunisia had 
a year of glamour. The economy regained the path of growth, while the cur­
rent account, fiscal position, and debt/GDP ratio all improved with the ac­
cumulation of gross foreign reserves . 

It is clear that Tunisia is now in a much sounder position for en­
gaging in its ambitious structural medium-term program, a program which re­
presents the best candidate for Fund support under an extended arrangement. 
This program recognizes, as its first priority, the continued promotion of 
the foreign exchange earning sectors. Export-favoring exchange rates and 
tight demand management will be used to accelerate reorientation of the eco­
nomy through further incentives to the tradable goods sector, while govern­
ment revenues will rely on the nontradable goods sector and domestic con­
sumption. 

However, the implementation of this well-oriented program may run 
into certain difficulties which deserve further attention. First, certain 
bottlenecks can be expected to arise from present distortions in the econ­
omy. For a medium-sized country like Tunisia, with a limited domestic mar­
ket, the establishment of export industries requiring a certain scale could 
improve its chances of growth and success provided foreign capital can be 
persuaded to participate. Under these conditions, Tunisia would benefit 
from the free transfer of technology and nearly guaranteed export markets. 
I see major disincentives to foreign direct investment at present, though, 

-in the complexity of the taxation system and in the price distortions pro­
duced by government regulation . I therefore welcome the Tunisian authori­
ties' intention of seeking assistance from the Fund in both these critical 
areas: one could even suggest that it would be to Tunisia's advantage to 
liberalize the pricing system more rapidly than is now planned. This sug­
gestion is further supported by the fact that the problems and inefficien­
cies of the tax administration also affect the pricing system. Moreover, 
attempts at monitoring domestic monopolies by basing the prices they are 
permitted to charge on their capital expenditures have had the undesired ef­
fect of increasing capital expenditures and causing the selection of more 
capital intensive technologies, which is obviously no way to cure Tunisia's 
unemployment situation. The liberalization of the pricing system will bring 
the remaining state monopolies under the discipline of international com­
petition. 

It appears from the paper before us that based on an economic sur­
vey of present conditions, the staff and the authorities have decided that 
tourism has the potential to thrive in Tunisia. Experience elsewhere has 
shown that the receipts to be expected from tourism are as much affected by 
what the host country offers for tourists to purchase as by social tranquil­
lity and political stability. Regressive income redistribution, leading to 
serious social pressures, can damage a country's image in the eyes of tour­
ists for a long time. Mr. Salekhou, with his usual sense for basic issues, 
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indicates that the government is well aware of the delicate tradeoffs bet­
ween improvement in the current account and the distribution of income. 

The program, centered as it is on the development of the external 
sector and on further balance of payments im_provement, will lead to a de­
cline in the ratio of central government revenues to GDP, which will neces­
sitate an even steeper decline in expenditures. Since such retrenchments 
would mostly affect current expenditures and transfers, I have some doubts 
about their effects on the quality of Tunisia's infrastructure, and thus on 
its ability to attract direct foreign investment and tourism. I would wel­
come some elaboration from the staff on this point. 

A last concern is about the future implications of the present ex­
change rate risk guarantee. Excessive support from this system to che ex­
ternal sector, which already enjoys massive incentives under the program, 
might further widen the divergence between the tradable and nontradable 
goods sectors. There is a danger that excessive comfort for the external 
sector will be paid for by increased burdens on consumers, whether in the 
form of higher taxes, or of a higher inflation rate in case the deficit is 
monetized. I would therefore suggest to the authorities that they proceed 
gradually to phase out this system in as timely and brief a manner as pos­
sible. 

Tunisia has a remarkable record of successful economic policies and 
good relations with the Fund. The Tunisian authorities have also demon­
strated that they can respond quickly to the need for further corrective 
action. I am certain that they will therefore address the difficulties 
likely to arise in the structural area with the same vigilance they have 
shown in the implementation of the balance of payment policies. There is no 
doubt that to succeed, the program will have to be reinforced during its 
implementation; together with Mr. Riefel and Mr. Faria, I have made some 
suggestions that I am certain that the authorities will consider in due 
course. On that point, let me observe that I have never regarded the pack­
age of measures initially agreed on at the outset of a program as a closed 
matter. It is the very purpose of the reviews to incorporate, at later 
stages, all necessary actions for implementing the program's objectives. 

Few countries have qualified up to now for a credible extended ar­
rangement. Over the years, Tunisia undoubtedly has built credibility for 
its policies, and this credibility was recently reinforced by the extent of 
the structural measures which Tunisia has already implemented before the 
program takes effect, and by its decision not to draw its last tranche un­
der the standby. Today's decision making Tunisia the first country since 
our discussion of Fund policies under the Extended Fund Facility to receive 
an arrangement under that facility should give a clear signal to the finan­
cial community and to frienaly governments that in Tunisia, we have a case 
demonstrating that given appropriate capital inflows, the possibility exists 
for growth oriented adjus~~nt. 

Thank you, Mr. Chairman. 



Of /ice Memorandum 

TO: 

FROM: 

The A~ing Managing Director rl 
~ t-\,~-:L 

Helen . Junz and Aarno Liuksila 

June 10, 1988 

SUBJECT: _T_u_n_i_s_i_a __ R_e_q~u_e_s_t_f_o_r_a_n_E_x_t_e_n_d_e_d_A_r_r_a_n~g~e_m_e_n_t 

Mr. Ouattara's memorandum to you notes that the staff report 
has been cleared in its present form by ETR and LEG Departments, except 
for the question of a multiple currency practice subject to Fund 
jurisdiction. 

As indicated in the staff report, the Tunisian authorities 
intend to abolish an exchange rate guarantee fund maintained since 1981, 
replacing it by August 15, 1988 with a new scheme, which would appear to 
be self-financing and thus avoid giving rise to a multiple currency 
practice. The Board has not previously been asked to approve the 
multiple exchange rate features of the foreign exchange guarantee fund, 
but information obtained by the recent mission suggests that it involves 
a multiple currency practice subject to Fund jurisdiction. We would 
propose that the staff report state that the existing practice gives 
rise to a multiple currency practice, and include a decision stating 
that temporary approval is granted for the practice. In the meantime, a 
telex indicating the staff's understanding of the foreign exchange 
guarantee fund and that jurisdiction is involved would be sent to the 
authorities. 

Although ·there is · just one month before scheduled abolition, 
we feel that approval is justified on the usual basis of the 
temporariness of the scheme. In addition, there may be delays in 
implementation of the new arrangements, which are not entirely 
satisfactory owing to the intervention of the World Bank. The 
alternative proposed by AFR of neither mentioning the existing multiple 
currency practice nor extending approval for it in the meantime does not 
appear attractive, first, because the response from the authorities 
confirming the staff's understanding may well be delayed beyond the 
Board meeting or, second, if received affirmatively after issuance of 
the paper, focus undue attention on the matter. It is agreed by ETR and 
LEG that sufficient data exist on the workings of the scheme to 
establish that jurisdiction is involved, and that the Board should thus 
be informed of these findings. 

cc: The Managing Director (on return) 
Mr. Ouattara 
Mr. Gianviti 
Mr. Anjaria 
Mr. Quirk 

Mr. H. Simpson 
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FROM: 
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The Acting Managing Director 

A.O. Ouattara C:V::O & 

88 JUN I 3 AM 9: 2 I 

EXCHA r~ liE ;~N D TRI~filf 10 1988 
RELATIONS DE PT. ' 

SUBJECT: Tunisia - Request for Extended Arrangement 

Attached for your approval is the draft staff report on 
Tunisia's request for an EFF. Except for the following point, it has 
been cleared with: 

ETR (Mrs. Junz) 
FAD (Mr. Nashashibi) 

, LEG (Mr. Elizalde) 
TRE (Mr. Bhuiyan) 

ETR, supported by LEG, is sending you a separate memorandum 
proposing a Board decision approving a possible multiple currency 
practice arising from the operation of the foreign exchange guarantee 
fund, which has been in existence since 1981. We feel that the course 
of action proposed by ETR is of little practical value and could weaken 
our credibility with the authorities. In particular, we are not 
convinced of the appropriateness of asking the Board to approve the 
presumed multiple currency practice now, for the first time, just one 
month before its scheduled abolition. We also consider that we do not 
have enough documentation about the practice to make a final assessment 
and therefore we should not prejudge a course of action to be taken. In 
addition, approval could well be counterproductive if the authorities 
interpret it as giving a green light to a type of practice which, we all 
agree, we should discourage. Instead of the proposal advanced by ETR, 
we would favor including a reference in the staff report to the effect 
that the staff is examining the jurisdictional aspects of the exchange 
rate guarantee fund (page 23 of the draft staff report). 

The authorities have not yet formally signed the letter of 
intent, but we expect them to do so very shortly. We know that they are 
considering whether to request six-monthly purchases, based on six­
monthly performance criteria, in accordance with the recently revised 
EFF decision. As noted in the draft staff report (page 42), the program 
is presently designed on a quarterly basis, but could be converted to a 
semiannual basis at the time of the first review. Should the 
authorities request conversion to semiannual basis from the outset, we 
would submit the amendments for your approval prior to issuance of this 
paper. On the basis of our latest contact with Mr. Rouai, Assistant to 
Mr. Salehkhou, it seems probable that the authorities would not request 
conversion until the first review. 
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Also attached is a short summary of the draft report. 

May we please have your approval by June 16, 1988. 

Attachment 

cc: The Managing Director (on return) 
ETR 
LEG 
Mr. H. Simpson 

...... 



Office Memorandum 

TO: Mr. Anja ria June 7, 1988 

FROM: Helen B. Junz/(}.;\ ~-- , 
. ~ 

SUBJECT: Tunisia--Draft Retj\.Iest for EFF 
Some Further Minor Comments 

Pages 10 and 12: How does the resumption of consumption 
growth affect consumer subsidies? How much of the positive effects in 
1987 stems from changes in the composition of GNP and how much from the 
adjustment effort? 

Table 4 implies a very low deflator for investment as with 
3.7 percent real growth the nominal share in GDP remains stable (stock 
building effects seem negligible in 1988). Second, why is the resource 
gap shown with a negative sign--a negative gap, I believe, would 
indicate an excess of savings. 

Page 12. - Is it true that changes in relative prices that 
raise those for consumer goods and services have no negative impact on 
cost competitiveness given the high weight of tourism in external 
earnings? 

Page 20. The central bank's intervention in the money market 
is effected in what way? There does not seem to be any treasury paper. 

Page 29. Why does the drought cost 55,000 jobs permanently? 

Attachment 

cc: Mr. Johnson 
Mr. Nashashibi 
Mr. Pujol 
Mr. Quirk 



Of /ice Memorandum 

June 

To: Mr. Anjaria 

From: K. _Na~ha . hibi 

Subject: Tunisia--Request for Extended -Arrangement 

L The EFF program is based on a substantial shift of 
resources from the government ~o the private sector. What was intended 
as a revenue neutral tax reform may in fact result in substantial 
government revenue losses. This is reflected in the projection of a 
sustained decline in government revenues to GDP ratio over the program 
period. Non-oil government revenues and grants declined from 30 percent 
of GDP in 1986 to 27 percent in 1987. In 1988, this ratio is likely to 
go down further as a result _of the implementation of the VAT and other 
net revenue losses from the tax reform, and this declining trend is 
expected to continue until 1991. 

While this may be a desirable strategy from an efficiency 
point of view, it has a number of implications and risks which should be 
made clear in the paper. One major implication of this strategy is that 
a deterioration in the income distribution is likely to occur. The 
losses in revenues detailed on page 31 mostly result from cuts in fees 
and taxes on capital transactions. Considering the rising unemployment 
and declining private investment (in real terms) in 1987, the paper 
would need to argue more convincingly that this strategy would 
eventually result in higher levels of private sector investment and 
activity. 

Another implication of this strategy is that decline in 
government expenditure in relation to GDP would need to be steep .enough 
to offset the ~nvisaged · decline in government revenue and to red~ce the 
fiscal_ imb~lan6e to 2.3 percent of GDP by the end of t~e program 
period. The staff paper should outline the areas of expenditure cuts 
and their potential contribution to the attainment of the deficit 
targets during the program period. Moreover, since the bulk of these 
expenditure cuts are likely to fall on transfers and subsidies, the 
paper should indicate some awareness of their implications on the poorer 
segments of the population. We would also suggest raising the 
possibility of exploring compensatory measures during the program 
reviews. 

For the 1988 program, there is a real risk for expenditure 
overruns due to the following factors: (i) the extension by the 
authorities, of the exchange rate guarantees and the establishment of a 
new exchange rate risk cover scheme (pp. 22, 37-38, and 44); (ii) the 
impact on the budget of the public sector enterprise reform (p. 26); and 
(iii) the costs of the job creation schemes (p. 27). Moreover, there 
are also uncertainties about the financeability of the supplementary 
budget. Taken together, we feel that these risks could lead to 
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significant slippages in the fiscal area and should be brought out 
clearly in the staff appraisal. 

2. On the exchange rate issue, it is not clear why the 
maintenance of the real exchange rate at its present level is the 
appropriate strategy. In fact, given the likelihood of high elasticity 
of tourism and non-oil exports to exchange rate changes, and in view of 
the decline in oil as a source of exports, a further exchange rate 
adjustment may be appropriate. In particular, increasing Tunisia's 
exports faster than aggregate partners' demand may, in fact, require a 
relative price adjustment in addition to the envisaged improvement in 
product quality and production capacity. 

3. There is no information in the fiscal tables (pp. 13a and 
29a) on grants and their time profile. Such information would be useful 
in assessing the degree of adjustment in the fiscal area. 

4. Notwithstanding the inherent seasonality in Tunisia's 
export receipts, we find the targeted increase in gross reserves of 
three months of imports (p. 14) on the high side and does not seem to be 
consistent with the data presented, for example on page 34a. 

Please find attached some additional comments. 

cc: Mr. Tait (o/r) 
Mrs. Ter-Minassian 
Mr. Artus 
Mrs. Junz 
Mr. Chu 



mmtuncomm 
June 7, 1988 

Tunisia--Additional Comments 

1. It would be useful if the report could elaborate on the 

sharp increase (+67 percent) in domestic nonbank financing in 1987 

compared to the programmed projections. 

2. The new exchange risk cover scheme i s a temporary 

mechanism to be phased out in the medium term. More indication on how 

the authorities intend to progress toward this during the program period 

would provide the needed assurance of the temporary nature of the scheme 

(p. 38). 

3. The authorities will ensure that no new domestic arrears 

will be accumulated during the program period (p. 17). What are the 

steps taken to achieve this? In this connection, a discussion on the 

problems related to the complem~ntary period (e.g., shortening its 

length, payment arrears) would be interesting to clarify whether the 

problems have been resolved, and if not, what are the steps to be 

undertaken during the program period. 

4. It would be helpful to elaborate on the priority sectors 

for increasing investment (p. 32) as this would provide an idea about 

the impact of government expenditures on growth during 1988 and 

afterward. 

5. Per capita income 1n 1986 should read SDR 1,018 instead of 

SDR 1,018 million (p. 3). 



Office J1t1emorandum 

TO: Mr. Anjaria June 7, 1988 
• t : i 

FROM: , ~;· Helen B. Junz //~ ! 
~ 

SUBJECT: Tunisia--Draft Request for EFF 

The draft staff report is quite clear on most of the salient 
points and I just have a few comments. From a presentational point of 
view, the report could benefit from editing out some of the detail, 
particularly some of the repetitions that occur in the Recent 
Development and the Program for 1988 sections. 

First, it is my understanding from the discussions in the 
Board on the EFF that for a country with a· good policy implementation 
record, the usual procedure will be for performance criteria and 
purchases from the Fund to be phased six-monthly. Therefore, I suggest 
that the paper explain that agreements were reached with Tunisia before 
the Board adopted the EFF decision and that the staff intends at the 
time of the first review to rephase both the purchases and the 
performance criteria. 

Second, on the structural adjustment measures included in the 
proposed EFF, you may remember that several Directors at the discussion 
of the review under the SBA in April suggested that both price and 
import liberalization ought to proceed . faster than had then been 
envisaged if an EFF were to be proposed. Therefore, both the narrative 
and the staff appraisal ought to set out why the staff feels that the 
current timetable represents an acceptable safe speed. In that 
connection, I would suggest dropping the last sentence on page 44 and 
top of page 45 of the staff appraisal that says that the staff believes 
that the authorities intend to avoid deviations from the intended course 
of action, and adding instead a statement urging the authorities to be 
prepared to be even bolder in their liberalization -program as 
circumstances permit. 

Further, with regard to price and import liberalization, there 
are repeated references to continued shielding of "infant industry and 
those enterprises that are weakly integrated." It would be important to 
provide some appreciation of what part of production stems from such 
enterprises, what the phrase "weakly integrated" means--monopolistic?-­
and at what point an industry is expected not to be an infant any 
longer. On the whole, the infant industry argument should be put in the 
mouth of the authorities rather than apparently be endorsed by the 
staff. Again, with regard to opening up the economy, it would help to 
state explicitly that the authorities accept a decline in activity and 
in investment in those sectors that likely need to release resources in 
favor of those that are export and import-substitution oriented. The 
reference to a possible recession in certain domestically oriented 
sectors in the second paragraph of page 10 could thus be amplified. 
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The text notes that the private sector has not yet responded 
forcefully to the adjustment policies of 1986/87. This is related 
particularly to the investment activity. However, since investment 
responds with a considerable lag and there has been a resource shift 
toward nontraditional exports, a rather broader assessment both in the 
text and the staff appraisal would be useful. 

Third, not surprisingly, I have problems both with the 
description and the conclusions drawn regarding the changes in the 
exchange rate guarantee system. First, it should be made clear that the 
staff does not believe that relative interest rates reflect the full 
forward exchange risk (page 36); second, given that the scheme extends 
also to nonconcessional loans, interest rate differentials would not 
provide much of a contingency fund in that respect. It should also be 
made clear that the guarantee is currently fashioned to cover both 
development and commercial banks. Finally, both the text on page 39 and 
the staff appraisal should note that the whole scheme will be discussed 
further with the staff during the first review of the program. Such 
discussion would include both the fashioning of changes and/or additions 
to the scheme to make it more market oriented and the establishment of a 
timetable for its phasing out. In discussing the financing of the 
budget deficit in 1988, the nonrecu r:__rent contribution of the banks to 
cover the contingent liabilities for the exchange rate guarantee scheme 
are, of course, included in revenues. However, if this fund is not to 
lodge at the central bank--where we thought it would be--but would go 
straight into the budget, it becomes even more important to ascertain 
what measures the authorities might take to cover budgetary losses 
arising from both the past scheme and the current one. 

The following comments relate to possible restrictions and 
related problems associated with the forward cover arrangements: 

Page 30, following paragraph - The non-recurrent special 
contribution by commercial banks to the special fund for the guarantee 
of exchange rate and interest rate risks raises questions of a multiple 
currency practice because commercial banks do not administer the fund. 
There is no device for having this levy passed on to the ultimate user 
of the exchange rate scheme. The subsidization of the central fund 
through this tax may therefore be subject to the Fund's Article VIII. 

Pages 34 and 35, paragraph over page - The background to 
Tunisia's liberalization program has been a continuing depreciation of 
the real effective exchange rate. Because it is the counterpart of 
reduced restrictiveness, it should be mentioned in this context and the 
statement regarding the liberalization "having the same effect", i.e. 
resulting in larger imports, should be qualified accordingly. 

Page 36, last partial paragraph - Given that lending rates are 
controlled, to what does the "dinar market interest rate" refer? For 
"implicitly expressed" substitute "indicated" as the relationship will 
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not be precise in the presence of exchange controls, and may need to be 
corrected in light of the ongoing experience with the fund. 

Page 37, third sentence - Does the supply of foreign currency 
to the forward fund include any compulsory surrender of forward foreign 
exchange? 

Page 38, first paragraph - The exchange cover scheme for 
development and other banks may give rise to a multiple currency 
practice, as did the previous scheme financed by levies on the credit 
system, depending on whether implicit spreads exceeding two percent 
arise. The sentence beginning "Any additional losses" should cease at 
"Central Bank" because the scheme will continue to give rise to 
distortions in external borrowing patterns by subsidizing World Bank and 
other lending to Tunisia. 

, Page 44, last sentence - After "scheme" add", which could 
give rise to a multiple currency practice subject to approval under the 
Fund's Article VIII," 

The following are a number of minor questions: 

Table 8 shows that external grants for 1988 are expected to be 
below their 1987 level, in line with the developing trend. However, the 
text states that additional external grants are expected to cover the 
expenditure associated with the drought and the locust losses. [More to 
come]. 

Other specific comments: 

Can it be said that most interest rates are liberalized if 
lending rates remain subject to limits? A similar comment would apply 
to the description of the financial sector policies on page 20, and in 
the appraisal on page 43. 

In the second full paragraph of page 12 the draft should state 
that an adjustment in administered prices and public tariffs leads to a 
one-time price increase rather than an increase in inflation. 

In page 14, first full sentence, perhaps the reference to 
"aggregate partner demand" could be changed to "aggregate demand of 
trading partners". 

In the description of the fiscal policies of the medium term 
program (pages 15 and 16), the draft states that central government 
total revenues and grants are projected to decline with the purpose of 
reducing the role of the Central Government gradually. However, it 
would appear from the second paragraph of page 16 that the decline in 
revenues and grants is related mostly to a decline in petroleum 
revenues. 
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The description in page 22 of the hedging facilities against 
exchange risk to be provided by the Central Bank should be supplemented 
with a description of the measures that the authorities intend to 
implement to reduce losses for the budget to a minimum. In any event, 
we would like to point out once again that we are seriously concerned by 
the potential problems that the proposed guarantee scheme involves. In 
this connection, perhaps the language of the staff appraisal on this 
particular issue should be strengthened further. 

In page 29, the last part of the first sentence of the second 
paragraph could be changed to " ... , the Governments feels that it is 
under an obligation to provide some relief to most of the affected 
sectors." 

The second paragraph of page 30 should note that a reduction 
of bank financing through a "public loan" and bond issue does not solve 
the problem of the crowding out of the private sector from the flow of 
financial resources. The private sector is still providing the 
resources. 

With the net Central Bank position (excluding the IHF) 
expected to improve by SOR 123 million in 1988, we wonder about the need 
for more than SOR 100 million margin in the short-term debt limit for 
the government and Central Bank. If there is a good reason, it should 
be noted in the text. 

The reference on page 3 (item 4 (a) (iv)) of the extended 
arrangement should be to "limits", not "limit" on external debt. 

Footnotes 3 through 5 are missing from our copy of Table 3; we 
presume they appear on the original. 

cc: Mr. Gianvi ti 
Mr. Bhuiyan 
Mr. Johnson 
Mr. Nashashibi 
Mr. Pujol 
Mr. Quirk 
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INTERNATIONAL MONETARY FUND 

June 6, 1988 0 q~; 
Mrs. 

--Draft Staff Report 

Attached are our comments. 
I reviewed the paper. 

cc: Mr. Pujol 
Mr. Quirk 
Mr. Parcu 

Jose Braz 
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ETR4/CRT/TUN: cotuncrt June 6, 1988 

Tunisia--Comments on Draft Staff Report for Extended Arrangement 

This is an exceptionally clear, comprehensive and well written 
report. We have only a couple of queries and suggestions regarding 
external finance issues: 

1. The discussion on exchange risk cover raises a couple of 
questions: a) Are the development banks not official institutions? If 
they are, how does the cost of meeting their exchange rate risk differ 
fr om that related to regular official borrowing such that a different 
treatment should be proposed? b) On this issue, the rationale for the 
staff appraisal recommendation (page 44) is not clear--why is it 
desirable to phase out at an early date guarantees on external debt 
contracted by banks at the direction of the government? If such 
borrowing can be justified, surely so can the guarantee on what is, 
after all, a substitute for official borrowing. c) The new scheme is 
to be financed by the differential between external and local interest 
rates (page 38). According to the data in Table 3, Tunisian money 
market r a tes in 1986 and 1987 did not differ significantly from rates 
abroad. Will the scheme be adequately financed? d) The notion that 
the dif f er ential between domestic and foreign interest rates implicitly 
expres ses the expected relative movement of foreign currencies against 
the dinar is an overstatement, both in theory--numerous other factors 
influence the rate differential--and in practice (as indicated above for 
1986 and 1987; Table 3). We would suggest more tentative language, 
perhaps replacing "as implicitly expressed by" with "a partial indicator 
of which is " (page 36, bottom). 

With the net Central Bank position (excluding the IMF) expected to 
improve by SDR 123 million in 1988, we wonder about the need for more 
than SDR 100 million margin in the short-term debt limit for the 
government and Central Bank. If there is a good reason, it should be 
noted in the text. 

3. The r eference on page 3 (item 4 (a) (iv)) of the extended arrange­
ment should be to "limits", not "limit" on external debt. 

4. Footnotes 3 through 5 are missing from our copy of Table 3; we 
presume they appear on the original. 
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~~TERNATIONAL MONETARY FUND 

June 6, 1988 

Mr B-aefu: 
/ 

Tunisia--Draft Staff Report 

Attached are our comments 
on Tunisia which was reviewed by 
Mr. Jaramillo-Vallejo. 

cc: Mr. Johnson 
Mr. ·Quirk 
Mr. Parcu 

/ 

Joaquf n P. Pujol 



ETR3/JJV/tunisia 

June 6, 1988 

Tunisia--Comments on Draft Staff Report 

The proposed program to be supported by an extended arrangement 
builds on the success of the preceding SBA, and emphasizes the 
undertaking of structural measures to achieve an increase in savings 
amounting to 4 percentage points of GDP between 1988 and 1991, and an 
increase in investment amounting to 2.5 percentage points of GDP during 
the same period. Although such an adjustment effort may not appear very 
ambitious for a three-year EFF, our main worry is more whether or not 
the strength of the structural measures included in the program will be 
enough to muster the private sector's savings and investment response 
assumed in the program. 

We note that only 20 percent of the goods subject to caps on 
distribution margins will be liberalized by end-1969 and 50 percent by 
end-1991, that 40 percent of manufactured goods will still remain 
subject to controls by March 1989 and 25 percent by end-1990, and that 
agricultural products will be subject simultaneously to administratively 
set producer prices and a liberalization of the prices of inputs. 
Moreover, interest rates will be increased only enough to compensate for 
an increase on the tax burden to which they are subject, and high levels 
of effective protection will continue to be afforded to the so-called 
"infant" industries. As the experience of other countries has shown, 
lukewarm reforms of the pricing system usually fail to convince the 
private sector and bring about a strong enough response. ( would 

rfsuggest dropping the last sentence on page 44 and top of page 45 of the 
staff appraisal that says that the staff believes that the authorities 
intend to avoid deviations from the intended course of action, and 
adding instead a statement urging the authorities to be prepared to be 

~ en bolder in their liberalization program as circumstances per~m~i~t~•-----

From the presentational point of view, perhaps the report could be 
shortened somewhat by excluding so much detail about the characteristics 
of the country and the developments during the SBA. In addition, we 
have the following specific comments: 

1. Repeated references to the infant industry argument are made in 
such a way as if the staff endorsed it. It would be preferable if these 
references were rephrased so that it comes out clearly that it is the 
authorities that stress the validity of the infant industry argument. 

2. The second paragraph of page 10 states that the authorities want to 
avoid recessive effects in the sectors oriented toward the domestic 
market, i.e. those in which activity has been concentrated the most 
until now. In our view, it is precisely the worsening of the relative 
profitability of a particular sector the key signal that moves the 
private sector away from that sector (a recessive effect) and into other 
more profitable ones (an expansionary effect). If measures are designed 
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to preserve the relative profitability of the domestic market oriented 
sectors, why will the private sector shift its investment to the export­
oriented sectors? A sentence may be added to this discussion stressing 
that one of the main objectives of the program is to shift resource 
allocation to export and import substitution activities, and that such a 
shift ought to have a favorable impact on the growth of production and 
employment as a whole. 

In the second full paragraph of page 12 the draft should state that 
an adjustment in administered prices and public tariffs leads to a one­
time price increase rather than an increase in inflation. 

4. In page 14, first full sentence, perhaps the reference to 
"aggregate partner demand" could be changed to "aggregate demand of 
trading partners". 

/ 
In the description of the fiscal policies of the medium term 

program (pages 15 and 16), the draft states that central government 
total revenues and grants are projected to decline with the purpose of 
reducing the role of the Central Government gradually. However, it 
would appear from the second paragraph of page 16 that the decline in 
revenues and grants is related mostly to a decline in petroleum 
revenues. 

6. The description in page 22 of the hedging facilities against 
exchange risk to be provided by the Central Bank should 
with a description of the measures that the authorities 
implement to reduce losses for the budget to a minimum. 
we would like to point out once again that we are serio sly concerned by 
the potential problems that the proposed guarantee scheme involves. In 
this connection, perhaps the language of the staff appraisal on this 
particular issue should be strengthened further. 

7. In page 29, the last part of the first sentence of the second 
f .. 

paragraph could be changed to .•• , the Governments feels that it is 
under an obligation to provide some relief to most of the affected 
sectors." 

8. The second paragraph of page 30 should note that a reduction of 
bank financing through a "public loan" and bond issue does not solve the 
problem of the crowding out of the private sector from the flow of 
financial resources. The private sector is still providing the 
resources. 

\..._ ____ _ 
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PJQ - tuncom, 6/6/88 

Comments on Tunisia 
Request for Extended Arrangements 

.Pas.e::o, - Can it be said that most interest rates are liberalized if 
lending rates remain subject to limits? A similar comment would apply 
to the description of the financial sector policies on page 20, and in 
the appraisal on page 43. 

Page 22_, middle of paragraph - Rather than reducin costs of the 
hedging facil1ti-es to the budget , the aim should be to 
avoid them over time: 

r 
of these facilities however, will be borne by the 

pient and sustained losses for the budget will be avoided". 
~ ,1, , L 

Page 30, following paragraph - The non-recurrent special 
contribution by commercial banks to the special fund for the guarantee 
of exchange rate and interest rate risks raises questions of a multiple 
currency practice because commercial banks do not administer the fund. 
There is no device for having this levy passed on to the ultimate user 
of the exchange rate scheme. The subsidisation of the central fund 
through this tax may therefore be subject to the Fund's Article VIII. 

Pages 34 and 35, paragraph over page - The background to Tunisia's 
liberalization program has been a continuing depreciation of the real 
effective exchange rate. Because it is the counterpart of reduced 
restrictiveness, it should be mentioned in this context and the 
statement regarding the liberalization "having the same effect", i.e. 
resulting in larger imports, should be qualified accordingly. 

Page 36, last partial paragraph - Given that lending rates are 
controlled, to what does the "dinar market interest rate" refer? For 
"implicitly expressed" substitute "indicated" as the relationship will 
not be precise in the presence of exchange controls, and may need to be 
corrected in light of the ongoing experience with the fund. 

Page 37, third sentence - Does the supply of foreign currency to the 
forward fund include any compulsory surrender of forward foreign 
exchange? 

Page 38, first paragraph - The exchange cover scheme for development 
and other banks may give rise to a multiple currency practice, as did 
the previous scheme financed by levies on the credit system, depending 
on whether implicit spreads exceeding two percent arise. The sentence 
beginning "Any additional losses" should cease at "Central Bank" because 
the scheme will continue to give rise to distortions in external 
borrowing patterns by subsidising World Bank and other lending to 
Tunisia. 
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Page 44, last sentence - After "scheme" add", which could give rise 
to a multiple currency practice subject to approval under the Fund's 
Article VIII," 



TO: 

FROM: 

Of /ice Memorandum 

The Acting Ma:;g~ct~r 

A.D. Ouattara 

SUBJECT: Tunisia 

May 25, 1988 

Further to my memorandum of May 23, 1988, we have been unable 
to persuade the Tunisian authorities to include in the proposed exchange 
rate guarantee scheme the suggestion proposed by ETR that the interest 
rate differential to be paid for the exchange risk cover be subject to a 
minimum fee. This provision would, in effect, have confined the ex-
change rate cover to concessional loans. • 

While the inclusion of the minimum fee would clearly have been 
desirable with a view to making the scheme more fully self-financing, we 
believe that, at this stage, we should proceed without this assurance, 
as the matter is to be discussed in the context of the first program 
review. Moreover, we are concerned that further insistence on this 
point could have the effect of jeopardizing the spirit of cooperation 
that has prevailed in the discussions with the Tunisians thus far, and 
hence, possibly, the full implementation of the EFF program. 

cc: The Managing Director (on return) 
Mrs. Junz 
Mr. H. Simpson 

! 
I 
I •• 'I 



ETR3/CRT/TUN/notun01 May 25, 1988 

Tunisia--Exchange Rate Risk Guarantee 

As you know, this Department is concerned about the possible 

implications of the agreement reached with the Tunisian delegation on 

the issue of the exchange rate risk guarantee. 

By the end of 1987 the existing Exchange Stabilization Fund in 

Tunisia had extended guarantees covering accumulated obligations of 

about D 400 million (5 percent of 1987 GNP). This significant amount 

was accumulated in a situation in which the guarantee was given only to 

a few development banks. The agreement reached with the Tunisians 

accepts that a new type of exchange rate guarantee will be extended by 

the Central Bank to all banks contracting lines of credit in foreign 

currencies under instruction of the Government. It is plausible to 

expect that under this arrangement the guarantee could be extended to a 

much larger number of loans and we have been unsuccessful in convincing 

the Tunisians to fix an overall limit on the commitments they can take 

during 1988. 

It has been agreed that the source of financing for the eventual 

exchange rate losses would be the difference between the interest rate 

on the foreign liability and the money market interest rate in Tunisia. 

This differential, however, will be present only in the case of loans 

that have a concessional element. For this reason, ETR insisted at 

first that the guarantee be extended only to concessional credits and 

later, as a fallback position, that in the case of a guarantee extended 

to a nonconcessional loan a fee of at least 3 percent per annum--the 

assumed nominal depreciation of the dinar against the SDR in the 

program--be imposed on the recipient. We understand that the African 
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Department has now been informed by the Tunisians that they will not 

accept any change to the letter of intent in this sense. At this point, 

ETR does not think that on this issue only we should stop the EFF, but 

an assurance should be obtained that a tightening of the scheme will be 

a priority of the first review of the program and that by the time of 

the Board discussion we will be able to tell the overall amount for 

which a guarantee can be extended in the rest of 1988. 

It should be emphasized that during the negotiation of this topic 

the Fund's hand has been weakened by the World Bank's positions on the 

issue; and, moreover, during the last phase of the negotiation, the 

Tunisians already had the Bank's blessing on a scheme that the Fund 

deemed unacceptable. We are worried that this issue of the exchange 

rate guarantees, and the World Bank's attitude on it, will haunt us in 

other cases in the near future. 
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May 26, 1988 

MEMORANDUM FOR FILES 

SUBJECT: Tunisia - · Exchange Rate Guarantee · Scheme 

As agreed previously, I telephoned Mr. Saddem, Directeur 
General de la Planification, in Tunis yesterday morning to ascertain the 
authorities' reaction to our proposal to insert a phrase pertaining to 
the proposed exchange rate guarantee scheme in the draft policy 
memorandum. The insertion, initially proposed by ETR, would require 
that the interest rate differential paid for the exchange risk cover be 
subject to a minimum annual fee of 3 percent. 

Mr. Saddem stated that the authorities had not received the 
suggestion well and were unprepared to accept the proposed insertion. 
He gave several reasons. 

First, he recalled that during the course of the discussions 
held with the Fund staff in Washington recently, the delegation he 
headed had accommodated a number of the suggestions advanced by the 
Fund/Bank staffs, such as the establishment of the new scheme in the 
Central Bank rather than in the Treasury; a financing mechanism based on 
the interest rate differential between the cost of the external credit 
and the Tunisian domestic interest rates; and the agreement to discuss 
in detail with the Fund staff during the course of program reviews the 
proposed limits on exchange rate guarantees and the composition of 
external loans su~ject to guarantee. Upon his return, Mr. Saddem had 
explained to his superiors the various elements of the package of 
agreements reached in Washington; the authorities were now concerned 
that the latest Fund suggestion appeared to call into question the 
earlier understandings, and cast doubt on the confidence the Fund had 
always placed in their seriousness of purpose. Second, the authorities 
considered that the Fund staff's suggestion on the minimum annual fee 
was "nonoperational," in the sense that it would penalize development 
banks which were asked by the Government to take on relatively long-term 
external debt which happened to be subject to an interest rate of, say, 
7 or 8 percent (the Tunisian money market rate is currently 
9 5/16 percent). Third, Mr. Saddem assured me that the issue of 
exchange rate guarantees would be placed in the broader context of 
external debt management, for which the authorities were in the process 
of creating a new unit (to be located probably in the Central Bank). 

I reiterated the reasons that had prompted our suggested 
insertion, while emphasizing that the Fund staff was not calling into 
question the other elements of the agreed package. While expressing 
sympathy for the position of the authorities, I expressed regret that, 
without the proposed addendum, the new guarantee scheme would appear to 
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be inadequately financed. To avoid the complications that the suggested 
new language had evidently posed for the authorities, I proposed that 
Mr. Saddem reconsider the inclusion of alternative language limiting the 
scope of the new exchange rate guarantee scheme to concessional 
credits. Mr. Saddem stated that he regretted not being in a position to 
accept such an amendment, as he had made clear even during his stay in 
Washington. 

I agreed to inform Messrs. Ouattara and Bornemann of our 
discussion and to keep Mr. Saddem informed of further developments, 
including a reaction from management. 

cc: Mr. Ouattara (on return) 
Mr. Gondwe 
Mrs. Junz 
Mr. Bornemann 
Mr. Artus (on return) 

-~\~-:: 
~ Anjaria 

Assistant Director 
North African Division 



Office Memorandum 

TO: The Acting Ma(~i~tor 

A.D. Ouattara ~ , 

May 23, 1988 

FROM: 

SUBJECT: Tunisia - Clearance of Letter of Intent for Extended 
Arrangement 

:J-1 

Attached for your consideration and approval is the letter of 
intent in support of an extended arrangement for Tunisia. The letter 
has been cleared by Mrs. Junz (ETR), Mr. Nashashibi (FAD), Mr. Elizalde 
(LEG), and Mr. Bhuiyan (TRE). 

You may recall that in his back-to-office report dated 
April 27, 1988, Mr. Bornemann indicated that the April mission reached 
agreement, ad referendum, on all but one element of a program for 1988-
91. The remaining issue concerned the reform of the present system of 
guaranteeing the exchange risks of development banks. Negotiations on 
this topic were scheduled to be completed in early May, when a Tunisian 
delegation was to visit Washington to finalize the negotiation of an 
IBRD structural adjustment loan (SAL). 

Discussions on this subject took place during the period 
May 5-13 in Washington in close collaboration with the World Bank. The 
reform of the exchange rate guarantee scheme was also one of the prior 
conditions for making the proposed SAL effective. Discussions on the 
subject were quite difficult and complicated by the fact that an agree­
ment was reached between the Tunisian delegation and the Bank, which was 
not fully acceptable to us. In the end, it was possible to reach a 
compromise solution that, while not being optimal, could be considered 
acceptable. The agreed text is included in paragraphs 29 and 30 of the 
attached letter of intent. 

In the agreed version, the authorities propose to improve the 
ability of borrowers to hedge against foreign exchange risk, as well as 
to provide for access to liquidity in cases where adverse exchange rate 
movements threaten the liquidity of otherwise viable enterprises. The 
existing scheme, financed by the proceeds of general fees on overdrafts 
and other financial transactions, will be terminated effective 
August 15; however, these revenues will continue to accumulate in a 
special treasury account set up for this purpose until all liabilities 
under the old scheme have been cleared. A new scheme would be 
established to guarantee exchange rate risk by development and other 
banks on loans contracted under the direction of the Government. It 
would be based in the Central Bank and would be financed primarily by 
the interest rate differentials between the cost of external and 
domestic credit. Thus, the new scheme will not involve the levying of 
parafiscal charges. For 1989 and subsequent years, a ceiling on the 
loan amounts covered will be included in the annual programs. While the 
delegation was not prepared to quantify the amount of guarantees in the 
remainder of 1988, the authorities are being asked to provide a figure 

( 

• 
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prior to Board consideration of the EFF. ETR has suggested that the 
provision of exchange risk cover be subject to a minimum fee, with the 
objective of confining exchange rate cover to concessional loans. The 
inclusion of an additional phrase for this purpose in paragraph 30 
(underlined) has not yet been agreed by the Tunisian authorities. 

On fiscal policy, the delegation indicated that, following the 
previous mission's departure from Tunis, the authorities had decided 
(presumably for political reasons) to seek parliamentary approval for 
the budgetary consequences of the drought and the locust infestation 
that had been discussed with the staff. A supplementary finance law, 
which would authorize additional expenditure in 1988 of about D 30 mil­
lion, equivalent to about 0.4 percent of GDP, is being prepared. About 
one half of this amount is to be covered by additional external grants 
and by an exceptional levy on income in about a two to one ratio. Thus, 
the overall budget deficit for 1988 could reach D 365 million (4.3 per­
cent of GDP), compared with the negotiated objective of D 350 million 
(or 4.1 percent of GDP). At the authorities' request, an additional 
paragraph 24 was inserted, describing the emergency expenditures and 
reiterating the authorities' commitment to stay within the agreed objec­
tive of D 350 million by seeking additional external grants or restrain­
ing other expenditure. The Tunisian authorities will provide us as soon 
as possible with the draft supplementary finance law and, prior to the 
Board discussion, with further details as to how the additional expendi­
tures will be financed. Furthermore, the authorities will at that time 
provide the necessary detail on the expenditures so as to assure us that 
these will not carry over into the next budgetary year. 

We were able at this time to convert the indicative targets 
for the net external assets of the Central Bank into a performance 
criterion, specified as desirable in th~ brief and as a quid pro quo for 
accommodating the authorities ·on the exchange rate guarantees and other 
issues. Thus, the letter of intent provides for the application of the 
performance criterion as from December 1988. 

Attachment 

cc: The Managing Director (o/r) 
ETR ✓ 
FAD 
Mr. H. Simpson 
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Memorandum on the Economic and Financial 
Policies of Tunisia During the Period of the 1988-1991 

Structural Adjustment Program 

1. Since the second half of 1986, Tunisia has been firmly implementing 

a program of economic recovery and liberalization. This adjustment 

program, which has been supported since November 4, 1986 by a stand-by 

arrangement from the Fund, has consisted of a policy package including 

strict demand management, an improvement in external competitiveness 

(specifically, a real depreciation of the effective exchange rate by 

25 percent between late 1985 and late 1987), and a gradual liberaliza­

tion (in particular of investment, imports, and prices) aimed at 

improving the efficiency and the growth potential of the economy. The 

initial results of this strategy have been encouraging. After experi­

encing a drought and a deterioration in the terms of trade in 1986, the 

Tunisian economy showed a .considerable recovery 1n 1987, recording 

strong real growth in the context of a significant reduction 1n 

inflation and financial imbalances. Real GDP growth in 1987 was 5.8 

percent; the current account deficit was reduced from 8.0 percent of GDP 

in 1986 to 1.4 percent in 1987; and the consolidated deficit of the 

Central Government (on a commitment basis) declined from 5.7 percent of 

GDP in 1986 to 3.6 percent in 1987. 

2. However, Tunisia's economic recovery 1n 1987 was uneven. The 

growth of GDP resulted mainly from the strong performance of agricul­

ture, tourism, and other exporting sectors, while activity 1n the rest 

of the economy was seriously affected by sluggish domestic demand. 

Stagnating private consumption (in real terms) reflected both the 
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success of measures to encourage financial savings, and the impact of 

incomes policy and other demand-management instruments. The decline in 

investment during the same year (13 percent in real terms) stemmed not 

only from the factors mentioned above, but also from lower investment by 

the public sector and a wait-and-see attitude on the part of private 

investors. 

3. A number of factors reduced the current account deficit signifi­

cantly in 1987. The abundant agricultural harvest and lower interna­

tional prices led to a decline in net imports of agricultural and food 

products. The deterioration in real terms of the trade surplus in 

petroleum products was more than offset in 1987 by the rise in interna­

tional prices. Also, a major structural adjustment that followed the 

depreciation of the exchange rate was reflected in ·an 18 · percent real 

growth in exports of non-energy goods and services. In addition, the 

impact of the exchange rate depreciation and the change 1n importers' 

stockbuilding (owing to the liberalization of imports) -explained 1n part 

the decline in imports despite their gradual liber~lization. Nonethe­

less, the exceptionally low level of imports reflected the especially 

depressed levels of domestic demand and, in particular, of investment. 

4. Fiscal performance in 1987 was better than programmed, owing 

essentially to the control of budgetary expenditures. Direct investment 

expenditures related to external financing were thus lower than 

expected, which was reflected in lower drawings on external lines of 

credit tied to projects. Provisional results also indicate savings on 

current transfers to households, on interest payments (especially 

abroad), and on expenditures on goods and services, while the wage bill 
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and consumer subsidies were in line with the program objectives. The 

strong growth performance was not reflected fully in fiscal revenue, 

however, because agriculture, tourism, and some exporting sectors are 

not heavily taxed. In fact, government revenue was affected slightly by 

low transfers by the state oil company (ETAP), and weak domestic demand 

and imports. The additional national income generated by growth in 1987 

was thus largely channeled into private sector savings, with this sector 

contributing relatively more than the public sector to the reduction 1n 

the external imbalances. 

5. The results obtained 1n 1987 indicate that the economic and 

financial policies are on the right track to bring about growth through 

structural adjustment. The latter is all the more necessary, given the 

importance of replacing the oil sector as a driving·· force to achieve 

sustained growth. While seeking to make rapid progress in this 

direction, the Tunisian Government believes that the inherent delays in 

the redeployment of the productive system, the significant real drop 1n 

the purchasing power of households in recent y~ars, and the persistently 

serious unemployment situation call for caution in the management of 

domestic demand so as to avoid triggering an undesirable recession 1n 

certain sectors. Consolidation of the external adjustment should be 

sought chiefly by the diversification and steady growth of exports, as 

well as by sustained fiscal adjustment, which would make it possible to 

finance the investment required ' to restructure the productive system 

without jeopardizing the balance of payments. 
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Macroeconomic Framework and Objectives for the 1988-1991 Period 

6. In accordance with the orientation of these policies and 1n light 

of the encouraging results in 1987, the authorities have set the 

following macroeconomic objectives for the remaining period of the Plan 

(1988-91): 

(i) to achieve a real average growth of at least 3.5 percent, which 

1s an ambitious objective in view of the required restructuring of the 

productive system; 

(ii) to reduce price inflation to about 5 percent by 1991 and to 

the average level projected for Tunisia's trading partners afterward, 

taking into account the price liberalization process and the required 

adjustments in administered prices and public tariffs 1n the coming 

years; 

(iii) to reduce the central government consolidated deficit (on a 

commitment basis) to 2.3 percent of GDP by 1991, despite the expected 

drop in oil revenues; 

(iv) to reduce the current account deficit to 2.3 percent of GDP by 

1991, after the deterioration to 3.8 percent 1n 1988 (attributable 

mainly to poor results in agriculture); this 1s an ambitious objective, 

given the investment effort and the rapid deterioration in the energy 

trade balance foreseen for the coming years. 

7. During the 1988-91 period, private consumption 1s projected to grow 

by an annual average of 2.9 percent (in real terms)--or significantly 

less than the growth of GDP--which, combined with the reduction in the 

government deficit, should boost national savings from 17.5 percent of 

GDP in 1988 to 21.5 percent in 1991. This would make it possible to 
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finance a significant increase in investment (5.8 percent annual average 

at constant prices) in a manner compatible with the external adjustment 

objectives, which would be achieved through real average growth of 

6.8 percent 1n non-energy goods exports and 6.2 percent in non-energy 

goods imports. The growth projection for exports 1s based on assump­

tions of increases 1n the production capacity and 1n productivity, and 

the preservation of external competitiveness. The agriculture, 

manufacturing, and services (especially tourism) sectors are expected to 

be the main contributors to GDP growth. The relative weight of other 

sectors in the economy (particularly oil, mining, and public services) 

should decrease gradually as a result of the redeployment of resources 

toward the tradable goods sector. Reflecting this restructuring, the 

ratio of exports of non-energy goods and services to GDP should increase 

from 26 percent in 1986 to 33 percent 1n 1991, and the private sector 

should account for more than half (52 percent) of total investment 

during the 1988-91 period, compared with 44 percent in 1986-87. 

8. In accordance with this strategy of structural adjustment, the 

weight of the central government sector in the economy will gradually 

decrease: thus, budgetary revenue (including grants) would decline from 

31.9 percent of GDP in 1987 to 29.2 percent in 1991, while budgetary 

expenditures (excluding amortization of debt principal) is expected to 

drop from 35.5 percent of GDP in 1987 to 31.5 percent in 1991. The more 

rapid decline in expenditures, combined with a reduction in the deficit 

of the social security system, should make it possible to bring the 

central government consolidated deficit from 4.1 percent 1n 1988 to 

3.5 percent 1n 1989, 2.9 percent 1n 1990 and 2.3 percent 1n 1991. While 



- 6 -

tax revenue (excluding social security contributions) should stabilize 

near 20.S percent of GDP, nontax revenue would decrease, primarily as a 

result of the decline 1n oil revenue, which is expected to drop by 

1.6 percentage points of GDP between 1987 and 1991. 

9. The implementation of the structural and macroeconomic adjustment 

program will lead to a consolidation of the balance of payments 

viability and to an improvement in the external debt profile. The 

temporary deterioration in the current account deficit expected in 1988 

must be attributed chiefly to exogenous factors. Thereafter, the defi­

cit should drop steadily despite the following adverse factors: (i) the 

inevitable decline in oil revenue; (ii) the investment cycle required to 

restructure the productive system; and (iii) the increase in external 

interest payments. The current account deficit is -thus expected to 

rise to 3.8 percent of GDP in 1988 before dropping back to approximately 

2.3 percent by 1991. However, when the trade balance in petroleum 

products is excluded, the projections for the current account deficit 

show a decrease from 4.9 percent of GDP in 1988 to 2.0 percent in 1991, 

indicating a significant structural adjustment. After 1991, the 

authorities will seek as a minimum to maintain the current account 

deficit at a sustainable level. The deficit would be financed during 

the program period by net capital inflows that would allow a continued 

increase in gross reserves, which should increase from the equivalent of 

two months of imports 1n 1987 to the equivalent of three months by 

1991. After relative stability 1n 1988-89, the debt service ratio (in 

terms of total exports of goods and services) should peak at close to 29 

percent in 1990, before dropping rapidly in the 1990s. The outstanding 
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debt would thus be reduced from 58 percent of GDP in 1987 to 

approximately 52 percent in 1991. 

Financial and Structural Policies for the 1988-91 Period 

10. To achieve the medium-term objectives, the authorities' strategy 

focuses on the promotion of private initiative and rigorous management 

of public-sector resources by means of the following structural and 

financial policies. 

11. As indicated above, the improvement in central government finances 

will result from a moderation of expenditures and an effort to stabilize 

tax revenue in relation to GDP, in a manner compatible with the reform 

of the incentive framework. During the program period, the average 

annual growth of the wage bill might reach 7 percent because of the 

revaluation of the productivity premium in two stages in 1988-89, and 

increases in the number of civil servants, which will not exceed 

2 percent per year on average. Subsidies and transfers are projected to 

increase by 5.5 percent on average, with a red4ct1on in real terms in 

the expenditures of the Caisse Generale de Compensation (which should 

drop from 2.3 percent of GDP in 1987 to 1.6 percent in 1991). Expendi­

tures on goods and services would not grow in real terms. The small 

amounts of existing domestic arrears wi ll be eliminated in 1988 and 

there will be no emergence of new domestic arrears during the program 

period. Capital expenditures and net government lending are expected to 

grow at an average annual rate of about 6 percent. The authorities have 

undertaken a tax reform, to be continued during the program period, that 

seeks to establish a simple and f lexible tax structure while 
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streamlining the tax incentives granted to the private sector. The 

impact of the intrqduction of the value-added tax (VAT) as of July 1, 

1988 (followed by an extension of the base to the wholesale trade on 

January 1, 1989) will be assessed by the authorities, who will adjust 

the rates and coverage in 1989, if necessary, to compensate for any 

shortfall in yield, given the objective of reducing the domestic excise 

taxes. Similarly, the objective of reducing the average level of 

customs duties will be achieved in such a way as to avoid a revenue 

shortfall for the Government, taking into account the progress made 1n 

this area in 1986-87. The authorities are also preparing the 

introduction of a single tax on individual income 1n January 1989 

(applicable to 1988 incomes) and a reform of corporate profit taxation 

in 1990. 

12. Interest rate flexibility will be used to regulate credit to the 

private sector and contribute to reducing inflationary pressures. The 

monetary authorities will seek to influence interest rates and the 

liquidity of the banking and financial system ~hrough intervention 1n 

the money market. In addition, they will seek to reduce the distortions 

in the interest rate structure and, consequently, the segmentation of 

the credit market by gradually eliminating the gap between preferential 

interest rates and the money market rate, and phasing out the service 

tax (TPS) and parafiscal levies on interest charges. Moreover, the 

authorities plan to introduce treasury bills on the money market, which 

would have a competitive interest rate and maturity structure and could 

be traded on a secondary market open to the public. The yield of these 

bills would help determine the general interest rate levels, and they 
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could gradually replace equipment bonds as a means of financing for the 

Government. In light of the progress achieved in the level of competi­

tion among credit institutions, the authorities are considering the 

gradual removal of the ceiling on lending rates. All of these issues 

will be examined in a study to be conducted with Fund technical 

assistance over the next few months, so that operational decisions may 

be implemented beginning in 1989. 

13. Exchange rate flexibility will be guided by the need to maintain 

external competitiveness and to promote structural adjustment. The real 

effective exchange rate will be maintained at least at its end-1987 

level. In addition, the authorities would consider exchange rate 

adjustments, should the balance of payments or foreign exchange reserves 

come under pressure. The authorities ·are also working, in collaboration 

with the Fund, on developing new instruments to promote an efficient 

allocation of foreign exchange, and to help develop an interbank foreign 

exchange market. It is in this context that the authorities are 

planning to introduce market mechanisms that w~ll make it possible to 

improve the current exchange risk cover schemes, and are considering 

more flexibility in the norms governing the surrender of foreign 

exchange export proceeds. 

14. The employment policy 1s geared toward favoring the restructuring 

of the economy, which would induce job creation, especially in the 

tradables sector. However, 1n order to reduce certain rigidities in the 

labor market, the authorities have developed a number of incentives for 

hiring young people and job creation schemes 1n the regions. The 

budgetary cost of these various initiatives will be limited. In 
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particular, the four-year program for the creation of 100,000 jobs (for 

the unskilled unemployed) will be financed essentially with concessional 

foreign aid. The objectives of these initiatives are not to place job 

seekers more or less permanently on the public sector payroll, but to 

create genuine employment opportunities in productive sectors. 

15. The incomes policy will remain cautious, reflecting progress in 

reducing inflation and unemployment. The authorities will endeavor to 

avoid any slippage in wage policy that would harm external competitive­

ness and hamper job creation by raising production costs. To this end, 

the real increase in the wage index will remain, on average, below that 

of national income during the program period, and raises will continue 

to be linked to productivity gains. Social transfers to households will 

be subject to the same considerations, given the need to limit social 

charges borne by businesses, and to preserve a sound financial balance 

for the social security system. 

16. Pricing policy will be guided by the desire to promote growth in 

supply while ensuring the efficient use of reso~rces. The authorities 

will therefore continue to adjust the prices of agricultural inputs and 

products to reflect developments in costs. Similarly, regular adjust­

ments will be made in public tariffs, consistent with the objectives of 

public enterprise reform. In accordance with the objectives of the 

Seventh Plan, and while seeking to reduce the expenditures of the Caisse 

Generale de Compensation by 5 percent annually during the program 

period, the authorities will undertake to limit these expenditures to a 

maximum of D 185 million per year. Moreover, the liberalization of 

industrial producer prices will be continued, with a view to increasing 
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the share of the relevant goods to at least 75 percent of manufacturing 

production by end-January 1991, compared with 55 percent at end-January 

1988 (in accordance with the schedule in Table 2 attached). Thus, by 

1991, all industrial prices will be free of control at the production 

stage, except for certain strategic or sensitive products that will 

continue to be controlled by the Government (specifically, petroleum 

products, water, electricity, transportation, and cereal derivatives). 

The process will be extended to the distribution sector, which will also 

be deregulated with a view to improving competition in this sector. The 

authorities anticipate at this stage that they will be able to free the 

distribution margins on commodities accounting for at least SO percent 

of manufacturing production by end-January 1991 (an annual schedule is 

provided in Table 2). By monitoring the progress made in improving the 

competitive environment in the distribution sector, the authorities will 

be able to speed up, insofar as possible, the further liberalization of 

these margins. 

17. The program of foreign trade liberalization will be continued, in 

order to help production management 1n enterprises using imported 

inputs, and to stimulate productivity gains and improvements in the 

quality of local production through increased exposure to foreign 

competition. Import liberalization will be continued with a view to 

freeing all imported goods during the program period, with the exception 

of a restrictive list comprising certain luxury items and other goods. 

This would bring the share of freely imported goods to some 80 percent 

of total imports by 1991 (Table 2). In addition, the further gradual 

reduction of import duties will aim at achieving a relatively uniform 
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rate of effective protection of about 25 percent by 1991. 

18. The elaboration of a public enterprise reform is aimed at improving 

the management of those enterprises remaining in the public sector, and 

at divesting the rest by means of privatization or liquidation. 

Restructuring programs for enterprises remaining in the public sector 

will determine their strategy, including their activity portfolio, and 

will lay the foundations for autonomy in management on the basis of 

criteria of economic efficiency. This means, especially for enterprises 

in sheltered sectors, regular tariff adjustments aimed at achieving 

financial balance over time, including the self-financing required for 

their debt service and their investment program. Different financial 

restructuring options are currently being examined, 1n the context of 

the negotiation of a sectoral adjustment loan with the World Bank, in 

particular for the Compagnie des Phosphates de Gafsa (phosphates), the 

companies of the Groupe Chimique (phosphate derivatives) and the Societe 

Nationale des Chemins de Fer (railroad). Special attention will be 

given to these issues during the first review of the program with the 

Fund. 

19. The Tunisian authorities hope to obtain financial assistance from 

the international community in support of this structural adjustment 

program. The positive results obtained under the stand-by arrangement 

from the Fund demonstrate Tunisia's determination to achieve sustained 

growth that is compatible with a viable balance of payments position. 

In 1986-87, Tunisia obtained two sectoral adjustment loans totaling 

US$300 million from the World Bank in support of the agricultural policy 

reform and the industrial and foreign trade policy reforms. The 
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negotiation of a new structural adjustment loan (SAL) for $150 million 

1s about to be completed, and a sectoral adjustment loan for the reform 

of public enterprises is under discussion. 

The Program for 1988 

20. Consistent with the medium-term framework, the macroeconomic 

objectives for 1988 are: 

(i) to achieve real positive growth of GDP (1 percent) despite 

serious problems of drought and locusts 1n the agricultural sector; 

(ii) to contain inflation (measured by the 12-month increase in the 

general consumer price index) at 6.5 percent (after 6.9 percent in 

1987), taking into account the continued liberalization of prices and 

the required adjustment of certain administered prices and tariffs on 

public services, and in the context of a moderate upturn in domestic 

demand; 

(iii) to limit the external current account deficit to 3.8 percent 

of GDP in 1988, despite a continued deterioration in the energy trade 

balance, and the impact of a poor agricultural harvest and the expected 

recovery in investment. 

21. The Government's fiscal position will be much more difficult 1n 

1988 than in 1987, reflecting an estimated revenue loss of some 

D 76 million stemming from various measures to reduce certain duties and 

taxes, including customs duties, the service tax (TPS) on interest 

charges, the taxation of income on securities, and registration fees. 

The expected shortfall does not allow for the possible impact of the 

introduction of the VAT in July 1988, as it is difficult to determine 



- 14 -

whether a related revenue shortfall will occur. Nonetheless, the 

authorities expect that any potential shortfall will be offset by the 

broadening of the tax base and the positive effect of the tax amnesty . 

In spite of the projected losses, total revenue is estimated to increase 

by 7 percent, taking into account new measures such as an increase in 

petroleum prices and in public tariffs, a special contribution to the 

Special Fund for Exchange and Interest Rate Risks by commercial banks, 

and increases in certain excise taxes. 

22. Total expenditure (including net lending) 1s estimated to increase 

by about 8 percent. After a four-year freeze, and taking into account 

the effect of promotions and recruitment, the planned increase of 

10 percent 1n the wage bill reflects the revaluation of the productivity 

premium, the impact of which will be a 3 percent increase on average. 

The budget also includes an allocation of D 12 million to eliminate 

remaining domestic arrears and a 10 percent increase in the allowance 

for supplies so as to preclude any new domestic arrears. Consumer 

subsidies will be maintained at their 1987 lev~ls, entailing a decline 

in real terms and requiring price increases for certain subsidized goods 

during the year. Expenditure forecasts for 1988 also include a total of 

D 34 million in current subsidies to public enterprises in the phos­

phates sector and a special payment of D 40 million from the Exchange 

and Interest Rate Risks Fund to development banks. 

23. The central government consolidated deficit (including special 

funds and social security funds, and on a commitment basis) is thus 

estimated at D 350 million (4.1 percent of GDP). Net foreign financing 

is projected to increase sharply in 1988, on the basis of credit lines 
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already in place, to D 237 million. Taking into account the expected 

level of nonbank domestic financing ("emprunts nationaux" and sub­

scriptions of equipment bonds outside the banking system), bank 

financing of the central government consolidated deficit should be 

reduced from D 94 million in 1987 to D 50 million in 1988. 

24 The serious problems facing the agricultural sector in 1988, due to 

the drought and the invasion of locusts, necessitate certain changes to 

government expenditure plans. Accordingly the authorities intend to 

submit a supplementary finance law for parliamentary approval before 

July. The additional expenditure would relate to support of the small­

scale livestock sector, the fight against the locusts, and the 

initiation of employment programs to offset in part the significant loss 

of employment opportunities in the agricultural sector ·estimated at the 

equivalent of 55,000 permanent jobs. The supplementary finance law 

under preparation estimates the expenditures involved at about D 30 mil­

lion (equivalent to 0.4 percent of GDP). Of this amount, at least 

D 16 million would be financed by identified e~ternal grants and a 

national solidarity contribution. A strong effort is underway to ensure 

the financing of the remaining amount through additional grants and 

restraint on other government expenditure, in order to maintain the 

target of a central government consolidated deficit of D 350 million. 

25. The rate of growth of broad money is projected at 9 percent, which 

is somewhat higher than that of domestic demand. Given the targeted 

increase in net foreign assets of D 85 million, domestic credit 

expansion should be limited to 8.7 percent. The bank financing of the 

consolidated deficit of the Central Government (D 50 million in 1988) 



- 16 -

would be consistent with a 9 percent expansion of credit to the rest of 

the economy, which is considered the minimum level required to sustain 

the investment effort needed for the restructuring of the economy. 

26. In early 1988, the monetary authorities improved the operation of 

the money market by authorizing interbank transactions and the partici­

pation of nonbank financial institutions and certain enterprises. With 

a view to liberalizing further the financial system, the requirement of 

prior approval from the Central Bank for refinanceable credits or 

credits of over D 5 million has been eliminated. Moreover, in order to 

promote a revival of private investment, the service tax (TPS) on 

interest charges was reduced from 14 percent to 6 percent in November 

1987, bringing down the cost of credit by 1.1 percentage points. After 

the reorganization of the money market in January 1988, periodic 

interventions by the Central Bank were limited to meeting some 

20 percent of the liquidity needs expressed by the banks~ ths rest being 

met through interbank transactions. The central bank intervention rate 

dropped slightly, from 9 1/2 percent in January to 9 5/16 percent in 

mid-April, as a result of the moderation in the rate of inflation over 

the past few months. The rates for interbank transactions fluctuated 

daily according to supply and demand conditions, remaining on average 

1/8 of 1 point above the central bank intervention rate. The 

authorities will pursue an interest rate policy consistent with the 

objective of reducing inflation. Finally, as indicated above, the study 

to be conducted in 1988 with the technical assistance of the Fund will 

help 10 particular to prepare for the introduction of treasury bills. 

27. The current account deficit is projected at SDR 284 million in 
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1988, or SDR 181 million higher than the actual 1987 figure. Notwith­

standing excellent results in exports of manufactured goods and in 

tourism, the expected deterioration in the food and energy trade 

balances largely explains the increase in the deficit. The latter also 

reflects an increase in interest payments and the recovery of imports of 

capital goods. Net capital inflows should total SDR 359 million, given 

the objective of increasing net foreign assets by SDR 75 million. 

Drawings on medium- and long-term borrowing should total SDR 762 

million, of which SDR 540 million has already been contracted and the 

rest has been identified. 

28. During 1988, the authorities will continue their flexible exchange 

rate policy with a view to keeping the real effective exchange rate at 

least at its end-1987 level and maintaining the competitiveness of the 

Tunisian economy. Moreover, the authorities will adopt an active for­

eign debt management policy with the goal of reducing the country's debt 

burden and its overall exchange risk. As a beginning, a monitoring unit 

will be constituted immediately, and will be r~sponsible for centraliz­

ing the data available on the external debt structure (by creditor, by 

currency, and by interest rate and maturity terms). 

29. In light of the strong volatility of currencies on foreign exchange 

markets, and given the flexible exchange rate policy pursued by Tunisia, 

the exchange risk cover scheme will be modified, so as to facilitate the 

assumption of exchange risks by the economic agents concerned, to limit 

to the maximum extent the cost to the Treasury, and to prepare the 

ground for applying a cover scheme based on market-determined 

instruments. On the basis of these principles, the Central Bank will 
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continue to manage a forward foreign exchange market (up to a maturity 

of one year), and will offer renewable foreign exchange options (with a 

maximum maturity of 12 months), taking into account the differential in 

interest rates on foreign currencies and the dinar market interest rate, 

which 1s determined competitively by supply and demand conditions in the 

money market. In providing forward cover for commercial transactions, 

the Central Bank will seek to achieve balance among market 

participants. In case of rapid and unexpected shifts in exchange rates 

that lead to liquidity problems for financially sound businesses, the 

banking system may intervene through normal credit channels, with the 

possibility of refinancing at terms prevailing on the money market. The 

authorities will examine periodically with the Fund staff the operation 

of these instruments of cover, as well as the possibility of developing 

other short-term hedging instruments for foreign exchange risk, and ways 

of associating banks and other financial institutions with the 

management of this system. 

30. Given the projected cost to the budget of Xhe present Exchange Rate 

Guarantee Fund, the guarantee extended by this fund will be eliminated 

from August 15, 1988, except for the settlement of claims on loans 

contracted by development banks before that date. Thereafter, the 

Central Bank will put in place an exchange rate cover scheme for 

external credit lines that are contracted by banks at the instruction of 

the Government and in the context of balance of payments support. The 

authorities will endeavour to ensure that the bulk of these resources 1s 

mobilized in the context of bilateral and multilateral cooperation at 

concessional terms. This scheme, which 1s only of a temporary nature, 
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will enable Tunisia to mobilize credit lines offered to the Government 

to finance development while meeting present budgetary constraints. The 

scheme will be financed by the proceeds of the differential between the 

interest rate on the external loans and the Tunisian money market rate 

or of a minimum annual fee of 3 percent, whichever is greater, as well 

as, if necessary, by central bank revenue. The overall annual limit on 

such loans and their composition will be identified in the context of 

each Economic Survey, and will be discussed with the Fund staff during 

the periodic program reviews. 

31. In January 1988, the authorities liberalized imports of capital 

goods, following the liberalization in 1986-87 of raw materials, spare 

parts, and semi-finished products for all enterprises, with the 

exception of certain goods, specifically those produced by infant 

industries or imported by weakly integrated industries. The 

liberalization of import categories that remain subject to prior 

authorization, in particular all consumer goods, will be implemented 

gradually so as to stimulate the ability of re~evarit industries to 

adjust to foreign competition. The authorities will launch a further 

series of liberalization measures before the end of June 1989, raising 

the ratio of freely imported goods to total imports from the current 

53 percent to 68 percent by end-June 1989. 

32. The second stage of the customs tariff reform came into effect in 

January 1988, entailing reductions ranging from 1 to 9 percentage 

points, with a maximum tariff set at 43 percent and a minimum at 

17 percent. 

33. In January 1988, the authorities also liberalized producer prices 
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for various manufactured goods, thereby raising the proportion of 

industrial products for which prices have been liberalized since 1986 to 

about 55 percent. A further list of goods is to be liberalized in July 

1988, bringing this proportion to approximately 60 percent. The first 

stage in the liberalization of distribution markups, planned for July 

1988, will affect products representing 10 percent of manufacturing pro­

duction. 

34. A number of public tariffs as well as petroleum product prices will 

be increased during 1988 in order to mobilize resources for public 

enterprises and the Government. Moreover, some prices subsidized by the 

Caisse Generale de Compensation will be adjusted, thus limiting the 

deficit of the Caisse to its 1987 level. 

Performance Criteria and Program Reviews 

35. In order to review progress made under the program, the following 

performance criteria have been established: (a) a ceiling on net 

domestic credit by the banking system; (b) a subceiling on net credit to 

the Government by the banking system; (c) a minimum level of net foreign 

assets of the Central Bank, starting from December 1988; and (d) limits 

on external nonconcessional debt contracted or guaranteed by the 

Government with a maturity of less than 1 year, between 1 and 5 years, 

and between 1 and 12 years. There will be no accumulation of external 

payments arrears by the Central Government during the program period. 

In addition, the authorities do not intend to impose or intensify 

restrictions on payments and transfers for current international 

transactions, or introduce or modify multiple currency practices, or 
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conclude bilateral payments agreements which are inconsistent with 

Article VIII of the Fund's Articles of Agreement, or to impose or 

intensify restrictions on imports for balance of payments purposes. 

Moreover, the following indicative targets have been selected: 

(i) consolidated deficit of the Central Government; (ii) revenue and 

grants; (iii) total expenditures and net lending; (iv) bank credit to 

selected public enterprises; and (v) distribution of credit by the 

development banks. 

36. Apart from the aforementioned performance criteria, there will be 

five program reviews with the Fund to be completed before March 15, 

1989; August 15, 1989; March 15, 1990; August 15, 1990; and March 15, 

1991. The completion of each of these reviews will be necessary to make 

further purchases under the stand-by arrangement from the Fund. The 

first, third, and fifth reviews will establish annual financial programs 

for the years 1989, 1990 and 1991, respectively, including the 

determination of performance criteria and indicative targets. All the 

reviews will entail an assessment of the progress made in the structural 

reforms, with particular attention given to the liberalization of prices 

and foreign trade, tax reform, financial sector reform, and exchange 

rate policy. Finally, the first review will specifically examine the 

restructuring program for the public enterprise sector and its impact on 

the central government budget. 
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Table 1 Tunisia: Performance Criteria and Indicative Targets, 

December 1987-December 1988 

A. Performance criteria 

1. Domestic credit 

2. Net credit to the 
Government 

1987 
Dec. 

Perfor­
mance 

4600 

721 

1988 
Mar. l./ June lJ Sept. 

(In millions of dinars) 

4692 4796 4872 

721 760 737 

(In millions of SDRs) 

Dec. 

4999 

771 

3. Net foreign assets of the 
Central Bank 145 27 3/ 64 3/ 192 lf 220 

4. Official borrowing abroad 4/ 
a. 0-1 year (amount outstanding, 

excluding import-related 
credits) 

b. New nonconcessional borrowing 
abroad (cumulative amounts 
since January 1, 1988) 
(i) 1-5 years 
(ii) 1-12 years 

5. External payments arrears (amount 
outstanding) 

B. Indicative targets 

1. Consolidated budget deficit 
2. Total revenue and grants 
3. Total expenditure and lending 

(excluding debt amortization) 
4. Credit by monetary system to 

selected public enterprises 5/ 
5. Credit by development banks 2.,/-

a. to selected public enterprises 
b. to the rest of the economy 

-287 
2549 

-2836 

1/ As indicated in our letter of March 7, 1988. 
2/ Indicative targets. 

120 

170 
450 

120 

170 
450 

120 

170 
450 

(In millions of dinars) 

-47 
605 

-199 
1252 

-1451 

-206 
1903 

2109 

3/ Indicative targets; the end-March figure corresponds to a target of 

120 

170 
450 

-350 
2716 

3066 

SDR 42 million for the monetary system as a whole, as indicated in our letter of 
March 7, 1988. 

4/ Contracted or guaranteed by the Government or Central Bank. 
5/ A procedure for monitoring these aggregates is being established; information 

will be sent monthly to the Fund from the beginning of the program, and indicative 
targets for 1989 will be established during the first review of the program. 



Table 2. Tunisia: Summary of the Program to Liberalize Foreign 
Trade and Prices, 1988-1991 

1. Price liberalization 

a. Liberalization of producer prices 
for manufactured goods representing: 

approximately 55 percent of manufacturing production 
60 percent 
70 percent 
75 percent 

b. Liberalization of distribution markups for 
products representing, 

approximately 10 percent of the value of production 
20 percent 
35 percent 
50 percent 

2. Import liberalization 

a. Imports of raw materials, semi-finished products 
and capital goods were liberalized in three stages 
(with exceptions relating to infant or weakly 
integrated industries) in January 1988. 

b. Liberalization of all products, according 
to the following schedule: 

approximately 53 percent of imports (1987 base) 
68 percent 
75 percent 
80 percent 

in January 1988 
in July 1988 
in March 1989 
by January 1991 

in July 1988 
in January 1989 
in January 1990 
in January 1991 

in January 1988 
in June 1989 
in June 1990 
in March 1991 



INTERNATIONAL MONETARY FUND 

May 18, 1988 

Mrs. Junz: 

Tunisia--Memorandum of 
Economic and Financial 
Policies 

Attached are our comments on 
the above paper which was reviewed 
by Mr. Fajgenbaum. These comments 
are limited to the three paragraphs 
that have been added to the previous 
draft. However, we do not know what 
is the status of the earlier comments ­
this Department made on that draft . 

• Mr. Hino 
Mr. Johnson 
Mr. Parcu 

Joaqurn P. Pujol 



ETR3/CRT/TUN/cotun02 
May 18, 1988 

Tunisia--Comments on Selected Paragraphs of the Memorandum 
of Economic and Financial Policies 

We are concerned about the excessive exchange risks being 
undertaken by the Government and the associated potential exchange 
losses that may arise. Exchange rate guarantees have been a source of 
major inflationary pressures in many countries. An external shock could 
easily result in a very sharp expansion of liquidity and hence 
jeopardize the progress achieved so far. The proposed arrangements 
constitute a weakening of an already weak program. As we have pointed 
out in our earlier comments, it is really disappointing to initiate the 
revival of the EFF with a program as weak as this one. 

We welcome the inclusion of the balance of payments test. 

Paragraph 23 bis 

We have two problems with this paragraph. The first relates to the 
nature of the employment programs. It is not clear from the text 
whether these programs are temporary or permanent. This doubt arises 
from the word "initiation" used at the beginning of line 7 of the 
paragraph and the word "permanent" used when referring to the number of 
jobs lost. If these are temporary programs, and the impact on 
expenditures is limited to 1988, the two words could be deleted to avoid 
confusion. However, if they are not temporary, the fiscal programs for 
1989 and thereafter might be affected and additional revenue measures 
would be needed to maintain the original overall deficits. 

The second problem relates to the last sentence of the paragraph. 
In view of the uncertainty regarding the maintenance of the deficit 
target that is raised by the wording of this sentence and the need to 
preserve the original target, which has already been weakened, we would 
suggest adopting a stronger language. A possible redrafting would be: 
"The remaining amount will be obtained through restraints on other 
government expenditures or additional grants ...... 

Paragraph 28 

We wonder what is the operational meaning of "to the extent 
possible" at the beginning of line 5. Is there any understanding on a 
limit on this cost to the Treasury? We also have doubts regarding the 
forward cover for commercial transactions. Can the Central Bank really 
achieve a balance between purchases and sales of forward cover? 
Parenthetically, it would be useful if the sentence starting on line 13 
explicitly specifies that the balance is between purchases and sales of 
forward cover. 

While we have no difficulty with the banking system providing 
financial assistance to sound businesses in case of an unexpected shift 
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in exchange rates, we would have expected that a mention be made to the 
fact that the overall credit target will be maintained unchanged. 

Paragraph 28a 

This paragraph is a major source of concern for the possible large 
losses associated with the new exchange rate cover. In fact, potential 
losses are larger than under the previous arrangement because the 
proposed scheme will be available to all banks, rather than a few 
development banks, and nonconcessional loans may also be included, 
effectively reducing the interest rate differential that is supposed to 
cover potential losses to safeguard the program. There is a need to 
limit these losses. A possibility would be to set an absolute limit to 
the dinar amount per U.S. dollar (or SDR) per year that the scheme would 
be able to provide. This also would enable Tunisia to mobilize 
available external credit lines, which was a major objection of the 
Tunisian authorities to the staff proposals. While it is indicated that 
the scheme is of a temporary nature, as mentioned in the middle of the 
paragraph, there is no mention of its possible termination date. 

We would like to suggest deleting the words "while meeting the 
budgetary constraints" in line 12, because even if the exchange losses 
were financed by the Central Bank's revenue, they will effectively 
affect the budget as the transfer of the Central Bank's profits to the 
Government would be lower than otherwise. 
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INTERNATIONAL MONETARY FUND 

May 18, 1988 

Mrs. Junz: 

The attached is for your 
information. 

Attachment 

E. L. Bornemann 
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Of /ice M em orandum 

TO: Mr. Bornemann May 18, 1988 

FROM: Arne B. Petersen 

SUBJECT: Tunisia Exchange Rate Risk Guarantee 

The mission, throughout the negotiations, has been in 
agreement on the desirability of eliminating the exchange rate 
guarantee. As you know, it proved necessary to accept a compromise, 
which I nevertheless believe provides adequate safeguards as to the 
likely losses that may be incurred by the Central Bank. The Tunisian 
delegation agreed that the bulk, which they implied would mean virtually 
all, of the guaranteed loans would be on concessional terms. Also, they 
agreed , to place limits on the amount of guarantees to be granted, as 
well as the composition of loans, in the context of the annual reviews 
with the Fund. Thus, only the period August 15-December 31 is not 
covered by a limit. 

While each of the individual assumptions used in the 
illustrative calculations in the attachment to Mr. Parcu's memorandum of 
May 16, 1988 seems reasonable, together they combine to portray an 
unduly pessimistic picture of the likely losses from the proposed 
scheme, for the following reasons. 

1. Considering the historical experience, I doubt if the 
authorities plan to extend guarantees to the tune of as much as 
SDR 200 million per year for the next 10 years; certainly, during the 
EFF period, the mission will seek to limit the annual amount of 
borrowing to be guaranteed to significantly less than SDR 200 million. 

2. As the guaranteed debt will largely be concessional, the 
interest rate differential could well reach 5 percent, rather than 1 1/2 
to 3 percent. Concessional loans in 1986 carried an average interest 
rate of 3 1/2-4 percent according to Mr. Parcu's rough calculations, and 
the money market rate at present stands at 9 1/2 percent. Thus, the 
scheme should be more fully financed on average than assumed by 
Mr. Parcu. 

3. As agreed with the authorities, the scheme is temporary; 
thus, potential losses calculated on the assumption that guarantees will 
be extended until 1997 are probably exaggerated. In any event, it is 
inaccurate to include guarantees for 1987 in the calculation. 

4. The assumed annual depreciation of the dinar vis-a-vis 
the SDR would imply a cumulative depreciation of 50 percent in real 
terms in terms of foreign currency over the period based on presently 
projected inflation differentials. Should our inflation objective not 
materialize, domestic interest rates and thus the interest differential 
would increase, thus providing more resources to finance the scheme, 
other things being equal. 
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Without adjusting for point 3 above, the cost of the scheme by 
1997, assuming guaranteed borrowing of SDR 100 million. per year and an 
annual depreciation of 10 percent, would range between D 35 million 
(0.14 percent of GDP) and D 81 million (0.40 percent of GDP). Assuming 
an annual depreciation of 5 percent, which would still imply a real 
depreciation of 17 percent, the annual outcome would range between a 
gain of D 5 million (0.02 percent of GDP) and a loss of D 23 million 
(0.12 percent of GDP). 

cc: Mr. Anjaria 
Mr. Khallouf 
Mr. Tazi 
Mr. Parcu 
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Office Memorandum 

May 18, 1988 

To: Mr. Bornemann 

From: K, Nasha;hibi ~~ 
Subject: Tunisia - Amended Letter of Intent ·for ·Extended Arrangement 

The proposed addition of the three paragraphs to the letter of 
intent would, in our view, contribute to a substantial weakening of the 
program. 

1. Although the additional expenditure increase proposed by 
the authorities is 0.4 percent of GDP, it raises questions about the 
authorities' commitment to the program. They are ·proposing a 
supplementary budget less than a month after the mission was in Tunisia, 
on grounds (e.g., the drought and the invasion of locusts) which were 
known at the time of the staff's visit to Tunisia, and which in fact 
were included in the original letter of intent. Further, the staff has 
not been able to examine the draft supplementary finance law, and cannot 
assess the extent to which the proposed additional expenditure will be 
covered by additional grants and revenue. At present we do not know 
how, or indeed whether, the specified fiscal deficit target for 1988 can 
be reached. Therefore, we cannot agree to the inclusion of this 
paragraph until the staff has had an opportunity to review the 
supplementary budget and be satisfied that it is consistent with the 
achievement of the deficit target for 1988. 

2. The paragraph on the exchange risk cover scheme opens the 
door to potentially much higher liabilities than incurred in the past by 
extending the scheme to all banks instead of limiting it to development 

• banks. In addition, the .proposed paragraph . does not limit the scheme to 
concessional loans, which may result in substantial ·financing from 
central bank revenues instead of being limited to funding from the 
interest rate differential between concessional funds and domestic money 
market. The potential resort to budgetary support to finance these 
operations would constitute a further fiscal weakening. We would 
suggest that this paragraph be substantially tightened, possibly through 
the inclusion of a ceiling on such potential losses. 

cc: Mr. Tait 
Mrs. Junz 
Mrs. Ter-Minassian 
Mr. Chu 
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TO: Mrs. Junz May 16, 1988 

FROM: Pier Luigi 

SUBJECT: Tunisia--Exchange Rate Risk Guarantee 

As you requested, please find below a discussion of the 
possible implications of the agreement reached with the Tunisian 
delegation on the issue of the exchange rate risk guarantee. 

1. By the end of 1987 the Exchange Stabilization Fund in Tunisia has 
extended guarantees covering accumulated obligations of about 
D 400 million. The guarantees provided by this fund were limited to a 
few development banks. The resources of the fund, received in an 
extrabudgetary pool at the Treasury, were gathered through the 
imposition of different types of parafiscality on credit. After payment 
of arrears during 1988, through a special contribution of the budget of 
D 40 million, the Tunisian authorities evaluate that the fund will be 
able to discharge future losses of about D 20 million per year 
(0.25 percent of 1987 GDP) on its existing obligations through the 
maintenance of levies on credit. The agreement establishes that the 
fund will not assume new obligations after August 15, 1988. 

2. The agreement accepts a new type of exchange rate guarantee to be 
extended by the Central Bank of Tunisia (CBT) to banks contracting lines 
of credit in foreign currencies under instruction of the Government. 
The source of financing for the eventual exchange rate losses would be 
primarily the difference between the interest rate on the foreign 
liability and the money market interest rate in Tunisia that will be 
transferred by the banks to the Government. If this interest rate 
differential proves to be insufficient to finance the loss, due to the 
appreciation of the liabilities in foreign exchange, the income of the 
CBT would used to cover the residual. 

3. The new arrangement presents advantages and disadvantages with 
respect to the existing Exchange Stabilization Fund. The advantages are 
that the CBT should be more able than the Treasury to control the 
assumption of liabilities and that the interest rate differential 
explicitly identified between foreign and domestic money market interest 
rates constitutes a better method of financing than a general 
parafiscality on credit. The disadvantages are that the new agreement 
could give rise to the assumption of much higher obligations than in the 
past, as the guarantee is not limited only to few development banks but 
it is given to banks in general. Moreover, the failure to obtain 
assurance that the guarantee will be given only for concessional funds 
sheds doubts about the adequacy of the interest rate differential as the 
main source of financing for the eventual losses. 
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4. In the attached table some hypotheses on the possible cost of the 
guarantee are explored. In the most favorable case shown in the table, 
with an annual depreciation of the dinar against the SDR of only 
3 percent and an interest rate differential also of 3 percent between 
the average cost of the foreign credits and the money market rate in 
Tunisia, the new scheme will be fully funded and might even realize a 
small surplus. In the least favorable case shown in the table, with an 
annual dinar depreciation against the SDR of 10 percent and an interest 
rate differential of only 1.5 percent, the uncovered loss for the CBT 
would reach in few years a level of about 0.8 percent of GDP per 
annum. Less favorable hypothesis on the depreciation of the dinar 
against the SDR, "catastrophic scenarios," would obviously imply much 
larger losses. 

5. While the outcome of the scheme can vary widely under different 
assumptions, limiting the potential for losses is exactly what the 
agreement should have sought to achieve. In this context, having 
accepted that the guarantees can be extended to commercial loans and to 
all banks represents a serious weakening of the EFF program and sheds 
doubts on the ability of the present guarantee scheme to improve on the 
existing one. 

It should be emphasized that during the negotiation of this topic 
the Fund's hand has been weakened by the World Bank's positions on the 
issue; and, moreover, during the last phase of the negotiation, the 
Tunisians already had the Bank's blessing on a scheme identical to the 
one finally accepted by the African Department. 

Attachments 

cc: Mr. Pujol 
Mr. Anjaria 
Mr. Petersen 
Mr. Tazi 
Mr. Khallouf 
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{:m} Office JVlemorandum 
'l".,.i"4 ~ 

TO: Mr. Bornemann 

FROM: 
~ll{iv l&L 

A. Basu p--

SUBJECT: Tunisia--Clearance of Letter of Intent for 
Extended Arrangement 

May 3, 1988 

I have the following general comments for your consideration: 

1. Given the objectives of export diversification (including 
a rise in market shares for non-energy exports), trade liberalization, 
and the balance of payments and reserve build-up targets, we feel that 
the statement on exchange rate policy (in paragraph 13) should be 
stronger. A policy that involves "the maintenance of the real effective 
exchange rate at least at its end-1987 level" would not appear to be 
sufficient for achieving the objectives. In the same paragraph, the 
references to a separate "interbank foreign exchange market" and to "a 
mechanism that will allow exporters to retain a position of foreign 
exchange proceeds" are not clearly explained (especially, how they 
relate to the present exchange rate arrangements). The former could 
lead to a dual exchange rate system. Is there an intention to switch to 
a market-determined system? 

2. The risks of not achieving the fiscal targets (for 1988 
and the medium term) appear to be not insignificant, because of revenue 
shortfalls (paragraph 21), payments for exchange and interest rate risks 
(paragraph 22), and an (as yet) unknown amount of financing that the 
rehabilitation of public enterprises may require (paragraph 18). It 
would be useful to think in terms of the (contingency) measures that 
could be taken if the public sector's imbalance turns out later (during 
the review mission) to be larger than presently foreseen. 

3. The targets for increase in broad money (9.3 percent) and 
domestic credit (8.8 percent) have been maintained unchanged from the 
last staff report and/or previous brief, even though the increase in 
nominal GDP b"eing env-isaged now is lower than earlier envisaged. It 
would be helpful to have a credit program that is somewhat tighter. 

4. The liberalization of distribution markups seems to be 
much slower than the liberalization of producer prices of manufactured 
goods and of imports (Table 2, paragraphs 29-31). We ·feel that a faster 
pace of liberaliza~ion qf these markups would be desirabl~. 

5. Given our concerns under the first three points above, 
there is a substantial risk that balance of payments and reserve 
objectives will be difficult to achieve. We would suggest that net 
foreign assets of the Central bank be treated as a performance 
criterion, starting earlier than envisaged (December 1988). 
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6. By the end of the program, 20 percent of imports would 
still be subject to quantitative restrictions. Could we consider 
replacing these by tariffs? 

7. Given the large differences between the fiscal deficits 
on commitment and payment order basis during 1984-87, we would suggest 
including an understanding that no domestic arrears will be incurred 
under the program. Please also consider converting the indicative 
target on the consolidated deficit of the Central Government into a 
performance criterion from 1989 onward. 

8. Presentational points 

a. There seems to be a consistency problem between 
current account deficits and S-I gaps (in the indicators table) for 
1989-91. 

b. There is a small difference in the bank financing of 
the Government between the fiscal (D 50 million) and monetary 
(D 53 million) tables. 

cc: Mr. Gianviti 
Mr. Tanzi 
Mr. Bhuiyan 
Mr. Johnson 
Mr. Pujol 
Mr. Parcu 



• 

.. INTERNATIONAL MONETARY FUND 

May 3, 1988 

Mr. Basu: 

Tunisia--Draft Letter of Intent 

Attached are comments on the 
draft letter of intent for Tunisia 
which I reviewed. 

cc: Mr. Pujol 
Mr. Stuart 
Mr. Parcu 

f. /(. 
Peter M . Keller 



ETR4/CRT/TUN: cotuncrt May 3, 1988 

Tunisia--Comments on Draft Letter of Intent 

1. Why is the energy balance deteriorating so sharply? The letter of 
intent should indicate if this is due to rising domestic consumption 
(how are oil products priced domestically?), falling production, etc. 

2. Paragraph 3, line 7 

It would be helpful to add after "international prices" a 
clarification such as "of other export commodities." 

3. Top of page 7 

It would be useful to give the debt service ratio for 1988-89 to 
help the reader interpret the projected rise. 

4. We welcome the proposal to make the NFA test a performance 
criterion. Why are the authorities resisting that it would be done 
immediately? 

5. We would like to see assurances that the "additional borrowing 
requirements" for 1988 and beyond can indeed be filled. We assume that 
the debt service projections already take account of this additional 
borrowing. (What terms are assumed?) 
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INTERNATIONAL MONETARY FUND 

May 3, 1988 

Mrs. Junz: 

Tunisia? Comments on 
Letter of Intent 

Attached are Acomments on 
the letter of intent for Tunisia 
which was reviewed by 
Mr. Fajgenbaum. 

cc: Mr. Johnson 
Mr. Stuart 
Mr. Parcu 

Joaquin P. Pujol 



ETR3/CRT/TUN/cotunO1 May 3, 1988 

Tunisia: Comments on Letter of Intent 

It is really disappointing to initiate the revival of the EFF 
process with a program as weak as the proposed one. As discussions with 
the Tunisian authorities will continue, we hope that some strengthening 
of the program could be achieved both in the macropolicies and 
structural adjustment areas. On the macropolicy area, we are concerned 
about exchange rate, fiscal, wages, and monetary policies. On the 
structural adjustment area, our concerns relate to trade liberalization 
and pricing policies. We have also some difficulties regarding the 
architecture of the program. 

I. Macropolicies 

1. Exchange rate policy 

It seems to us that paragraph 13 does not address sufficiently the 
need for exchange rate policy to facilitate the trade liberalization and 
tariff reduction process. We would suggest that a specific reference be 
made, perhaps by adding in between commas "including the trade 
liberalization program" after structural adjustment in the second 
line. But our major concern in this area is the second part of the 
paragraph where it is hinted that the exchange rate is not entirely 
appropriate to promote an efficient allocation of foreign exchange. If 
this were the case, the realism and effectiveness of the import 
liberalization program and the feasibility of the projected export 
growth would be called into question. In addition, it would seem to us 
that the introduction of the interbank foreign exchange market could 
lead to a dual exchange rate system. 

2. Fiscal policy 

Although the fiscal targets are in line with the March brief, which 
represented a significant weakening of the previous briefs, the 
unresolved problems related to the public enterprises and the exchange 
rate risk coverage could jeopardize attainment of those fiscal 
targets. Although we appreciate that the authorities are negotiating a 
public enterprise reform program with the World Bank, we would have 
expected that as a minimum the letter of intent could have had an 
outline of the macroeconomic objectives of the reform that would be 
consistent with the overall program. As it stands, such consistency is 
lacking because the larger (smaller) the bank financing of these 
enterprises, the smaller (larger) the available financing to the private 
sector. In this connection, what is the operational significance of the 
last sentence of paragraph 18? What could the review mission do if it 
finds out that too much credit is needed by these enterprises? On 
exchange rate risk coverage, we would hope that the mission maintains 
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its position on the compromise solution, to avoid creating a major 
source of difficulties over the medium term, especially if there was 
already an agreement on the basic principles as noted in the debrief. 

3. Wage policy 

We are concerned about the sharp increase in public sector wages 
and the likely demonstration effect it may have on private sector 
wages. Such a development could risk attainment of the inflation target 
and add pressures on the exchange rate. Close monitoring of 
developments in this area will be needed. 

4. Monetary policy 

The monetary program for 1988 envisages a slowdown in velocity of 
circulation that needs to be explained (the first sentence of 
paragraph 25 appears inadequate), especially taking into account that 
the rate of growth of broad money is the same as in the previous brief, 
when real GDP was assumed to grow at 2.5 percent. The envisaged 
expansion of credit combined with a large wage increase could certainly 
result in a higher inflation rate than targeted under the program. 

5. Medium-term macroframework 
There seems to be a consistency problem between the external 

current account deficits and the savings investment gaps projected for 
1989-91 (selected indicators table). In 1986-88, these deficits and 
gaps are quite similar; however, a difference of about one percent of 
GDP develops in each of the following years. Is this because the 
adjustment of the current account is too slow or because the increase in 
gross national savings is overoptimistic? In view of the projected 
central government savings, which increases only marginally from 1988 to 
1991, the latter appears to be the case. 

II. Structural Adjustment Policies 

In our view, the structural content of the program, excluding the 
tax reform, is rather weak. We fail to understand why 20 percent of the 
imports would still be subject to qualitative restrictions by the end of 
the program. If for social or political reasons imports of luxury items 
need to be restricted, why not do it more efficiently through import 
duties? In addition, which are the other goods referred to in the 
middle of paragraph 17? Why should they be restricted. Furthermore, 
protection of infant industries is more efficiently achieved by tariffs 
than through quantitative import controls. 

The proposed targets and timetable for price liberalization are 
rather disturbing, especially those on distribution markups. During 
1988 and 1989, only 10 percent and 20 percent, respectively, of the 
manufactured goods, not even total goods, would be unrestricted 
(paragraph 31). Should the program not aim at a more ambitious 
enhancement of efficiency in resource allocation. Since this is an open 
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issue, according to the debrief, we hope that a substantially faster 
pace of price liberalization is agreed with the authorities. 

III. Operational Aspects 

We still believe that a balance of payments test would be a 
critical part of the architecture of the program, particularly in view 
of our comments on exchange rate policy. If the authorities were to 
insist that they want to introduce this as a performance criterion in 
1989, we would suggest it should start in March (the last line of 
page 18 should be modified accordingly). 

We would also suggest that the indicative target on the 
consolidated deficit of the central government be converted into a 
performance criterion in 1989. 

Finally, in view of the large differences between the deficits on 
commitment and payment order bases during 1984-87, we would suggest 
including an understanding that no domestic arrears will be incurred 
under the program. 

IV. Presentational Points 

1. Paragraph 14 

We wonder whether the cost of the 100,000 jobs is included in the 
consolidated central government accounts. Could this be clarified in 
the paragraph? 
2. Paragraph 16 

It would be helpful if a comment could be made as to whether the 
25 percent of manufacturing goods subject to price controls includes 
products manufactured by the private sector. 
3. Paragraph 26 

Are the identified external flows likely to be forthcoming? It 
would be helpful if the classification were made. 
4. Paragraphs 29 and 31 

Are the liberalization of imports and prices based on a timetable 
within the year or only a one-shot annual operation? 
5. There is a small difference in the bank financing of the government 
between the fiscal (D 50 million) and monetary (D 53 million) tables. 
6. Some minor editorial comments were given to Mr. Parcu directly. 



Office Memorandum 

TO: The Managing Director 

FROM: 

The Deputy Managing Director 

E.L. Bornemann ~ • 
SUBJECT: Tunisia - Extended Arrangement 

A staff team comprising Messrs. Petersen and Khallouf (both 
AFR), Tazi (FAD), Parcu (ETR), Mrs. Klotz (secretary-Paris Office), and 
myself visited Tunisia during April 5-20, 1988, to complete the dis­
cussions on an extended arrangement. The discussions had been initiated 
in February during the third review of the present stand-by arrangement 
(which expires at end-May 1988). With one exception, the mission com­
pleted negotiations, ad referendum, on a program for 1988-91 in line 
with its brief. The only remaining issue relates to the guarantee of 
exchange rate risk, for which the authorities were not yet ready to 
formulate specific undertakings, although there was agreement on the 
basic principles to be followed (see below). Negotiations are expected 
to be completed in early May, when a Tunisian delegation visits 
Washington to finalize the negotiation of an IBRD structural adjustment 
loan. 

1. Background and prospects for 1988 

The assessment of developments in 1987 and prospects for 1988 
remain broadly unchanged from that indicated in the staff report for the 
third review (EBS/88/57). You may recall that program objectives for 
1987 were met or exceeded in most aspects, in particular for the exter­
nal sector, partly on account of a good agricultural crop and a near­
record year for the tourist sector, and that policies were implemented 
as scheduled. 

For 1988, the drought is now assessed to be more serious than 
initially foreseen and, in addition, Tunisia, like much of North Africa, 
is plagued by an~invasion of locusts. Thus far, vigilant counter­
measures have prevented significant further damage to the crops, but the 
danger will not have passed until June. The ·unfavorable impact of these 
developments on the external side is likely to be offset by a better­
than-expected tourist season; thus, the target for the current account 
deficit for 1988 remains unchanged at the equivalent of 3.8 percent of 
GDP (compared with 1.4 percent in 1987). However, the growth rate of 
real GDP h~s been revised downward from 2 percent to about 1 percent 
(compared with 5.8 percent in 1987), and the employment situation, 
particularly in agriculture, is expected to worsen further. 

Given the broadly unchanged prospects for the economy both in the 
near and medium term, the program already negotiated for 1988 in the 
context of the third review of the present stand-by arrangement remains 
valid, and the negotiations focused mainly on the medium-term issues. 

V 



- 2 -

2. Objectives of the medium-term program and macroeconomic framework 

The objectives of the program are (i) to achieve an average growth 
rate of 3.5 percent; (ii) reduce the rate of inflation from 6.5 percent 
in 1988 to about 5 percent in 1991 (which is ambitious in view of the 
needed increase in administered prices); (iii) reduce the consolidated 
central government deficit from 4.1 percent in . 1988 to 2.3 percent in 
1991; (iv) reduce the current account deficit to 2.3 percent in 1991, a 
level that is considered viable, given projected inflows of autonomous 
capital; and (iv) secure an adequate level of foreign reserves through 
an overall surplus of SDR 75 million in 1988 and additional moderate 
balance of payments surpluses thereafter. 

Restrained wage policies should contribute to limiting the growth 
of private consumption to less than 3 percent, which, together with the 
reduction in the central government deficit, allows an increase in the 

'-./ 

saving ratio from 17.5 percent of GDP in 1988 to 21.5 percent in 1991. 
Thus, the program accommodates a significant increase in investment 
(5.8 percent in real terms on average) in support of the growth objec­
tives and the reorientation of the economy toward the external sector 
while simultaneously reducing the current account deficit of the balance 
of payments. The private sector will need to carry an increased share 
of investment (56 percent in 1991 compared with 44 percent in 1987) 
given budgetary constraints. 

The success of the program in terms of growth and employment 
creation rests on the assumption of a pickup in private investment in 
order to modernize the economy and to face the increased foreign com­
petition. The authorities are concerned that data for the first few 
months do not yet firmly indicate a revival of investment, in spite of 
the measures taken at the end of 1987 and rn early 1988. ]J Accord­
ingly, in mid-April they reduced the import tariff on capital goods and 
introduced certain measures in support of the housing sector to further 
stimulate private investment. In this connection, the mission stressed 
that the desired shift in the behavior of private investment would take 
time to materialize and that the appropriate climate would be assured 
best by the steaay implementation of the structural policies aimed at 
liberalizing the economy. 

3. Financial and structural policies 

Fiscal policy aims at securing a decline in the -consolidated over­
all deficit·~ .. of the Central Government from 4.1 percent in 1988 to 
2.3 percent in 1991 (compared with 2.5 percent in the brief). The 
deficits should be financeable at unchanged or slightly declining levels 
of domestic bank financing. 

1/ These included a reduction in the parafiscal charges on lending 
rates, a liberalization of the investment code, the liberalization of 
imports of investment goods, and a tax amnesty. 



- 3 -

As in 1988, revenue prospects for 1989 are difficult in view of the 
possible revenue impact of the various tax reforms, notably the intro­
duction of the VAT in July 1988. The authorities expect that a better 
tax administration, together with the extension of the VAT to trade 
activities with a turnover of more than D 500,000 (with effect from 
January 1989), should be able to offset any shortfall, but they stand 
ready to take any offsetting measures that may be needed. Over the 
medium term, the authorities intend to keep the tax/GDP ratio unchanged 
at some 20.5 percent. On the basis of past revenue trends, this would 
require a further strengthening of tax administration and probably 
additional discretionary measures in 1990 and 1991. 

To achieve the desired reduction in the overall deficit, the 
authorities will need to maintain a restrained expenditure policy. 
Accordingly, they intend to limit the average growth of total expendi­
tures and net lending during the program period to the average rate of 
inflation, which would entail a decline of 4 percentage points in 
relation to GDP. Through a tight rein on recruitment, wages and con­
sumer subsidies, it is expected that it will be possible to maintain 
investment expenditures roughly unchanged in real terms. 

The mission examined in detail the projected cost of consumer 
subsidies to the budget. Without price increases, the costs would 
amount to D 1,250 million over the Plan period, or D 250 million per 
year. The authorities intend to reduce actual expenditures by 5 percent 
in nominal terms per year. However, in view of the magnitude of the 
required adjustment, they could only commit themselves firmly to main­
taining consumer subsidies unchanged in nominal terms at their 1987 
level (D 185 million), which would entail a reduction in relation to GDP 
from 2.3 percent to 1.6 percent over the period. The mission was pro­
vided with a list and the timing of scheduled price increases in 1988. 

A new draft law is reducing the scope of direct control over public 
enterprises by limiting it to those cases where government participation 
exceeds 50 percent (compared with 34 percent previously). The process 
of rehabilitation/privatization has been strengthened by centralizing 
the review in on1e' committee under the Prime Minister. Some 35 cases 
have been studied and it was decided to privatize nine, liquidate three, 
and to rehabilitate the remainder. The sector will be the subject of a 
World Bank public enterprise rehabilitation loan {PERL) scheduled to be 
approved by the end of 1988. Progress and plans for further reforms 
will be assessed in the first review of the EFF program. 

~­
~ 

The reform of the monetary and financial system will continue with 
the introduction of treasury bills at market-determined rates, which 
will also become an important element in the continued strengthening of 
the money market. These issues will be studied by a CBD technical 
assistance mission in July, and a specific timetable for further reforms 
will be established on the basis of its ·ieport. The authorities agreed 
with the proposed timing of the mission. 
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The process of liberalizing prices and imports will be continued 
during the program period, and detailed timetables were agreed with the 
authorities. The liberalization of industrial producer prices will be 
largely completed early in 1989 (70 percent of production), apart from 
certain products being produced under conditions of insufficient com­
petition and goods subject to price control (such as bread and edible 
oil). Thereafter, only limited additional liberalization (equivalent to 
some 5 percentage points) is possible in line with the strengthening of 
competition in the relevant sectors, in part through opening them up to 
external competition. The liberalization of imports will be largely 
completed by 1991, when some 80 percent of imports will be free (com­
pared with 53 percent in 1988). The exceptions will apply mainly to 
imports of those agricultural goods for which the consumer price is 
controlled and imports of petroleum products; in addition, the author­
ities expect that some exceptions will be needed for certain infant 
industries and weakly integrated industries. 

In addition to the performance criteria and indicative targets 
contained in the previous stand-by arrangement, the monitoring of bank 
credit to key public enterprises and of credit from development banks 
will be included in the new program. The mission strongly urged that 
the indicative target for net foreign reserves be converted into a 
performance criterion. However, pointing to certain technical problems 
as well as to their demonstrated ability to successfully implement an 
economic and financial program, the authorities argued that this should 
not be done during the first year of the program. While the issue 
remains open, the mission would propose, as provided for in its brief, 
that it remains an indicative target in 1988, but be converted into a 
performance criterion in 1989. 

4. Exchange rate guarantees 

The -authorities agreed with the mission that the present exchange 
rate guarantee scheme for development banks has become too costly and 
should be abolished. Accordingly, they are studying various forms of 
coverage at market-related costs on which agreement has been reached in 
principle. Howev~r, essentially for political reasons, they have 
committed themselves publicly to retain some form of guarantee for 
small- and medium-scale enterprises. The scheme could be limited to 
lending through the development banks, thereby reducing the coverage 
considerably. Moreover, part of the risk will be covered by the 
enterprises themselves through interest margins, charged by the 
development~banks. However, the authorities were not yet able to 
elaborate on the scheme in detail. We expect that a satisfactory 
solution can be found when the Tunisian delegation visits Washington in 
early May. 
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5. Conclusion 

As noted above, the authorities are concerned with the perceived 
lack of response of private sector investment to the structural measures 
taken thus far. The rate of unemployment has become an important polit­
ical issue, which unfortunately has been aggravated by the drought in 
the first year of the new presidency. In response to the unemployment 
and the drought, several relief measures have been introduced, the cost 
of which for the 1988 budget should remain within the agreed budget 
target. In this light, the targeted reduction in the consolidated bud­
get deficit for 1989 to 3.5 percent was the program element that proved 
most difficult to secure. While emphasizing their adherence to the 
reform program, the authorities initially argued for more flexibility in 
the phasing of certain structural reforms measures, notably import lib­
eralization. Nevertheless, the mission is convinced that the present 
economic team is committed to the program outlined above. 

The Governor of the Central Bank informed the mission that Tunisia 
would not make the last purchase under the current stand-by arrangement 
(although performance criteria for end-March are likely to have been 
observed), and that he does not expect to draw on the extended arrange­
ment in 1988. 

cc: ASD 
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Office Memorandum 

TO: The Managing Director DATE: April 5, 1988 
The Deputy Managing Director 

FROM: A~ and H.B. Junztf.ffi< ' 

SUBJECT: Tunisia - Further Discus sions on an Extended Arrangement 

In r esponse to the Deputy Managing Director's question on the 
briefing memorandum of March 31, 1988, we would like to note that there 
is no disagreement with the World Bank on the basic objective of elimi­
nating the exchange rate guarantee scheme for the development banks. 
~~e World Bank, however, believes that the authorities will not be 
prepared to eliminate the present system outright and, therefore, is 
searching for a second-best solution. There is no disagreement on the 
basic principles of a replacement scheme if this should prove neces­
sary. The World Bank would not insist on the implementation of their 
proposal, if the forthcoming Fund mission can develop a better alterna­
tive acceptable to the Tunisian authorities. The current brief attempts 
to do so. 

The World Bank's attention was drawn to this matter in the 
context of their operational relations with the development banks 
through which part of their lending is channeled. The Bank's concern 
was motivated by the costs to the government budget and efficiency con­
siderations for the enterprises who are the final borrowers, rather than 
by the implications for the exchange system. Cooperation with the World 
Bank on Tunisia has been good, and all aspects of the proposed medium­
term program have been fully discussed with the Bank. 

cc: Mr. H. Simpson 



.... 
(!,(! 

f 

Office Memorandum 

TO: The Managing Director DATE: March 31, 1988 
The Deputy Managing Director 

FROM: A.D~and H.B. Junz ~ 
SUBJECT: Tunisia - Further Discussions on an Extended Arrangement 

A staff team]j will visit Tunisia during the period April 6-
19 to continue the discussions on a three-year program that could be 
supported by an extended arrangement. The mission will continue to be 
guided by the briefing paper of January 28, 1988, approved by manage­
ment. The brief had proposed as an option to replace the remaining 
period of the stand-by arrangement by an extended arrangement (EFF). 
In the event, it was decided to postpone the discussion of the EFF and 
complete the third review of the stand-by arrangement, in part because 
of delays in policy preparation and in the discussions with the World 

- -Bank, but also because the authorities wanted to await the outcome of 
the discussions in the Executive Board on the revitalization of the 
EFF. The staff report on the third review (EBS/88/57) is scheduled for 
Executive Board discussion on April 4. 

Since the return of the last mission, the World Bank and the 
Tunisian authorities have reached virtual agreement on the structural 
measures which will be supported by a SAL for $150 million. Formal 
negotiations are expected to take place in Washington in early May, with 
discussions in the World Bank Board scheduled for June. Except for a 
few relatively minor issues mentioned below, the structural measures 
included in the World Bank program are in line with our earlier 
understandings. 

The macroeconomic framework remains broadly unchanged from 
that foreseen in the brief (Table 1). It entails a reduction in the 
external current account deficit from the equivalent of 3.7 percent of 
GDP in 1988 to 2.3 percent of GDP in 1991 (compared with the January 
target of approximately 2 percent), a level that is projected to be 
virtually offset by grants and direct investment and is considered to 
represent a viable external payments position. The mission will discuss 
with the authorities a fiscal medium-term scenario compatible with the 
growth and balance of payments targets, which the authorities were not 
ready to discuss in detail during the recent mission. The mission will 
seek a reduction in the consolidated deficit of the Central Government 
from the equivalent of 4.1 percent of GDP in 1988 to 2.5 percent in 
1991, which would leave room for an improvement in private investment 
slightly in excess of the expected increase in private savings. The 
budgetary target is somewhat less ambitious than foreseen in January 

]J Consisting of Messrs. Bornemann (head), Petersen, Khallouf (all 
AFR), Tazi (FAD), Parcu (ETR), and Mrs. Klotz (sec~PAR). Mr. Bornemann's 
last full day in the office is April 6. 
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(a total of 2.5 percent in 1990), reflecting partly a different per­
ception of the impact on the budget of the adverse factors described 
below, but is nevertheless believed to be sufficient to support the 
achievement of the external targets. 

The public finance position in 1988-91 is complicated by 
revenue losses from the various tax reforms currently in progress, 
payments from the exchange rate guarantee fund to cover exchange rate 
losses incurred by some development banks on their foreign borrowing, 
and by the budgetary funding of part of the losses of public enter­
prises. In addition, the budget is faced with a gradual decline in 
petroleum revenues (in line with the reduction in domestic oil pro­
duction), which is projected at the equivalent of 2.0 percent of GDP 
between 1988 and 1991. Given this background, the medium-term fiscal 
targets are quite ambitious, requiring severe restraint on expenditures, 
but probably also revenue measures to prevent the presently projected 
decline in the ratio of revenues to GDP. 

The authorities have started the process of restructuring the 
public enterprise sector by reducing the number of enterprises under 
direct administrative control. The World Bank has recently initiated 
discussions toward a public enterpr~se rehabilit~tion loan (PERL); 
elements of the program adopted by the authorities in this context will 
be included in the second-year program for 1989. In the meantime, the 
mission will emphasize that the overall deficit of public enterprises 
must be gradually reduced. It will urge that a system be established 
for the monitoring of the extension of credit to the public enterprise 
sector. This would initially be an indicative target, and the scope for 
converting it into a performance criterion will be assessed during the 
first review of the arrangement. 

An area where progress may be difficult is that of consumer 
subsidies. As indicated in the earlier brief, the mission will urge the 
authorities to reduce consumer subsidies by 5 percent annually, as fore­
seen in their Seventh Plan, and will explore ways to achieve this tar­
get. Nevertheless, political resistance has proved very strong, forcing 
the World Bank to accept that consumer subsidies may remain unchanged in 
nominal terms through 1991. The mission will make every effort to reach 
agreement on the authorities' original proposal; as a fallback position, 
the mission will seek to obtain offsetting budgetary measures for any 
shortfall. 

The mission will urge the authorities to re-examine the method 
used to price the forward cover contracts with the aim of eliminating 
the built-in loss for the Central Bank, expose importers to effective 
exchange rate changes, and attract exporters to the market. As to the 
exchange rate risk guarantee extended to development banks on their 
foreign borrowing, the mission will urge that it be eliminated for all 
new loans. The mission will seek to agree on a cut-off date of July 1. 

C 
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Regarding the proposals for substituting the existing guar­
antee scheme with another, less expensive, scheme, the mission will 
continue to argue for the full assumption of the exchange rate risk by 
economic agents. If the Tunisian authorities insist on putting in place 
a new scheme, the mission will emphasize that a new scheme should: 
(a) limit the losses of the budget to the minimum; {b) pave the way for 
the promotion of a market-provided exchange rate guarantee facility; and 
(c) induce economic agents to take exchange rate risk into consideration 
in their economic decisions. 

The mission understands that at this time there are two alter­
native schemes under discussion: (i) a lending scheme proposed by the 
World Bank, and (ii) an option scheme proposed by the Central Bank. The 

• first would provide for long-term loans at market interest rates to 
finance exchange rate losses on foreign borrowing resulting from a de­

.- preciation in excess of a given level (the World Bank has been consider­
ing a threshold of 5 percent per year). The second scheme would intro­
duce options to buy foreign exchange at a predetermined rate with a 

,~aturity of up to one year. Based on the information currently avail­
able, the mission will express a preference for the option scheme, 
which, if priced correctly, should not entail costs to the budget. 

_Furthermore, this scheme will induce economic agents to take exchange 
rate risk into consideration and could later develop into a genuine 
market facility. The mission will discourage adoption of a financing 
scheme, which could have adverse complications for monetary policy and 
appears relatively complex to administer. However, if agreement on the 
latter scheme is essential to convince the authorities to eliminate the 
existing expensive scheme, the mission could accept it, on a trial 
basis, after assurance that access to the facility would be limited to 
an amount to be negotiated. Moreover, the mission would try to develop 
variants that assign more of the market risk to users of the financing 
scheme than implied in the World Bank proposal. 

The proposed structural policy elements remain broadly 
unchanged, except for minor changes in the timetables for import and 
price liberalization. In the context of the discussions of the SAL, the 
World Bank has agreed with the authorities to extend the timeframe of 
the import liberalization process until 1992. The mission, however, 
will propose to complete the process by 1991 as originally envisaged. 
A revised policy matrix is attached. 

This memo has been cleared by Mr. Nashashibi (FAD). 

Attachments 

cc: Mr. H. Simpson C 
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Table 1. 1\misia: Surmary of Macroeconanic Targets 

1986 ·19ss · 1988 1989 19~ 1991 
Act. Preliminary Proj. 

Actual 

(In .percent of GDP, January brief) 

GDP gr<lith -1.2 5.5 2.5 4.0 3.5 4.0 

Current accoont deficit 8.1 3.1 3.9 3.0 2.5 2.0 

Consolidated fiscal deficit 
(Cotmrl.tnent bisis) 5.7 4.4 3.8 3.0 2.5 ... 

0 

(In percent of GDP; March brief) 

GlP gr<Mth -1.2 5.8 2.1 4.1 3.8 3.0 

Current accoont deficit 8.1 1.6 3.7 3.3 2.6 2.3 

Consolidated fiscal deficit 
(Coomitnent basis) 5.7 3.6 4.1 2.5 

.. .... . .. .. . 
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Table 2. Tunisia: Sumery of Adj.Jstnent Progran, 1986-1991 

1986 1987 1988 1989 
Prog. Act. Prog. Act. Proj. 

A. Cbjectives 

1. Anrual. gro.th af real GJP 
2. External current accomt deficit 

(percent of CM') 
3. Gr-ass official reserves 

(in IIDnths of iq>orts) 
4. External debt {incl.uding IMF; 

percent of CM') 
5. External debt servlce (percent of 

current receipts) 

l. Price liberallzaticn 

1. Services 

11. AgrtOJlture 

- a. Sub;idized cxnsuier goods. 

- b. Sulsidued inp.its. 

c. Producer prices. 

111. M:lrufactured goods 

Appraxf.mately 45 percent 
• 55 percent 

60 percent 
70 percent 
75 percent 
8) percent 

iv. Dlstrituticn aargins 

Appraxf.mately lO percent 
• 20 percent 

35 percent 
50 percent 

0.1 

9.0 

o.8 

55.2 

25.3 

2. Investment liberalization and state enterprises 

1. Liberalization of investnent.s 

11. Public enterprises 

a. Redlction in controls and ~roveuent of 
financial vi.ability. 

b. Additional measures. 

-1.2 

8.1 

1.3 

54.8 

27.9 

4.4 

6.9 

1.8 

60.8 

27.0 

5.8 

1.6 

56.3 

26.7 

2.1 

3.7 

2.6 

59.3 

26.7 

lt>stly free of administrative controls. 

4.1 

3.3 

3.2 

58.6 

26.l 

3.8 

2.6 

3.2 

55.9 

28.4 

Price increases ~ 1986 significantly recb:ed arnJal. 
subsidy bill in 1987. Expenditure to be DBlntained 
WlChanged in ncmlnal terDB in 1988 and recb:ed thereafter ~ 
at least 5 percent anrually. 

Significant price increases in 19~7. To be eliminated 
c:oq,letely during progran period in accordance with 
timetable agreed with the World Bark. 

Raised significantly in 19~7 in agreenent with World 
Bank. To be ali~ with international levels in 1988. 

Liberalized in three stages ~ July 1987. 
Liberalized by Janmry 1988. 
To be liberalized ~ July 1988. 
To be liberalized by Janmry 1989. 
To be liberalized ~ Jaruary ~. 
To be liberalized by Janmry 1991. 

To be liberalized by July 1988 
To be liberalized by Jaruuy 1989 
To be liberalized~ Jaruary ~ 
To be liberalized by January 1991 

A ne., investnent code was intmilced in August 1987 
el1.mlnating administrative controls on investments for "11ch 
special advantages oot requested fran the Goverment. The 
granting of fiscal advantages was based on specific criteria 
and the distinction in granting advantages between llBl 

projects and replaceielts on item of existing capacity was 
el1.minated. 

At. the end of 1986. state control was l1.mited to approxl­
nntely 160 enterprises (fran 550). The Goverment in August 
1987 pramlsated legislation aithorizing the gradual sale af 
goverment shares to the private sector and this process has 
been initiated. A systenetic review is Ulder way with the 
view to i~rove the financial vi.ability of those enterprises 
that are to remin in the public sector. 

The review af public enterprises and the privatization 
effort will be continued. and further recamiendatioos and a 
qmntified tirlEtabl.e will be dram up in the context of the 
World Bank Public Enterprise Restructuring l.Al6n (PERL). 

1991 

3.0 

2.3 

3.0 

53.0 

27.3 
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Table 2 'futista (conttruoo). Sumery of Adj.lstment Prograu, July 1986-0ecember 1991 

3. lap>rt liberalization 

1. lq>ort liberalization 

a. Liberalization of iaports of raw 
DBterials, SEmifinished goods, and 
invest:11ent goods. 

b. Liberalization of reneining iaports 
except certain goods (essential goods, 
lwo.uy goods and goods produced by 
iaport indlstries) estiDBted at the 
equivalent of 20 percent of iaports. 

AppraxillBtely 56 percent 
• 70 percent 

75 percent 
Ir> percent 

11. Tariff reform 

Refom of iapon tariff to redx:e effective 
protection to abrut 25 percent by 1991. 

a. Red.Jction of llBX1nun iaport <ilties to 
50 percent; reduction in internedi.ate 
rates by 6 percent and increase in 
min1.nun rates to 15 percent. 

b. Reduction in IIBXUIUD iaport wties to 
41 percent and reduction in other rates 
by between l and 9 percent. 

c. Reduction in IIBXUIUD iaport <ilties to 
35 percent and recb:tion in other rates 
by between land 6 percent. 

d. Additional masures to achieve an 
average rate of tariff protection of 
25 percent. 

4. Exchange rate, Exchange system and external debt 

1. l!q,rovement in external caiperttiveness. 

ii. Kuntenance of the real effective wlue of 
the dinar throogh periodic adj.lstaent of the 
rw:mlnal wlue. Additional corrections if the 
balarr.e of paynents position requires. 

111. Elimination of present system of granting 
~ rate i)Jarantees to <Evelopnenr: 
l:aoo. 

iv. Limf.t nonconcessional external de~ of 1-U­
year IIBturity, with sublimits on that in 
aeturity r8.118e of 1-5 years. 

v. Lindt short-term debt (of DBturity up to one 
year) excluding iaport-related credit. 

5. Public finance 

1. Limit 1988 central ~llJ!ent deficit (on a 
comn:ltuent basis) to D 350 million (4.1 per­
cent of CM>). 

11. Limit 1991 central goverment deficit to 
2.5 percent of CM>. 

111. Introdx:e VAT. 

iv. lh1fy sdle<luar taies. 

Liberalized in three stages by Jaruary 1988 (with miror 
exceptions) tak1ng the ratio of freely iaponed iqlorts to 
total inports to 56 percent in 1988. 

Liberalized by Jaruary 1988 
To be liberalized by Jan1Dry 1989 
To be liberalized by Jaruary ~ 
To be liberalized by .lanlDry 1991 

Jaruary 1987. 

Jaruary 1988. 

Jaruary ~-

Jaruary 1991. 

Tue real effective exchange rate of the dinar was 
depreciated by 20 percent during 1986 and by a further 
4.7 percent diring 1987. 

To be ~lenented throoghrut program period. 

July 1988 

To be established anrually. 

To be established anrually. 

Boo!§!t annrunced. 

July 1988. 

With effects on incme earned in 1988. 

• ... ... .. ...... :, . 
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Table 2 Tunisia (concluded). Sumery of Adj.lstment Progra11., July 1986-0eceulier 1991 

6. Credit and mnetary p:>licies 

1. U.beralization of interest rates. 

11. Elt.m1nat1on of prior credit and ref1nanctng 
apprOYal. by the Central Bark. 

111. Strengtheni~ of reserve lees provisions. 

iv. Strengtheni~ of. ~ DBrlcet. 

v. RedJction by half of differential beta!en 
interest rate on preferential credit and 
money DBrlcet rate 

vt. Increase in interest rate on loans 
d'equi~ frm 6.5 percent to 8.5 percent 

vii. Introdiction of DBrlcet for treasury bills. 

vtii Elimination of differential between interest 
rate on IIDllf!)' DBrlcet and preferential credits 

With effect frm Jaruary 1, 1987, interest rates were 
liberalized subject to a c.ap of 3 percent over the DDney 

DBrl<.et rates with the exception of preferential lendi~ 
rates and savings depceits rates (the latter related to the 
money DBrl<.et rate). 

Jaruary 18, 1988. 

Jaruary 18, 1988. 

Jaruary 18, 1988. 

July 1989. 

July 1989. 

Jaruary ~­

July~ 

C 'I 



March 24, 1988 

MEMORANDUM FOR FILES 

SUBJECT: Tunisia--Proposal for the Introduction of 
a Market-Approximating Forward Cover Scheme 

This memorandum summarizes the conclusions regarding the 
technical aspects of a forward cover scheme to be proposed to the 
Tunisian authorities reached in a discussion on March 23, 1988 between 
mission members (Messrs. Petersen, Khallouf, and Parcu) and staff of 
ETR, Exchange Restrictions Division (Messrs. Quirk and Schoofs). }j 

A simple way of approximating market conditions for the 
setting of forward premia and discounts for administered forward cover 
to commercial importers and exporters for a maturity of up to one year 
would be to calculate the premia on the basis of interest differentials 
on comparable credits in domestic and foreign currency. Although 
interest rates in Tunisia are regulated, a bank lending rate on short­
term credits of about 15 percent at an estimated rate of domestic 
inflation of 7 percent, and the absence of a kerb market for credit does 
not indicate an artificially low interest rate. In addition, available 
information on parallel exchange market rates for transactions related 
to tourism do not indicate that the official exchange rate is 
significantly overvalued, and there appears to be relatively little 
pressure on official foreign exchange reserves from the balance of 
payments. 

Under these conditions, a forward premium based on the 
differential between the domestic rate of interest and the interest rate 
on credits in the respective foreign currency plus a margin of, e.g., 
1 percentage point to cover the administrative cost associated with the 
forward cover scheme should be sufficient to avoid losses under the 
scheme over time, provided that domestic interest rates are kept at 
realistic levels. 

Using the example of a domestic lending rate of 15 percent and 
a 12-month U.S. dollar LIBOR of 8 percent, and taking into account a 
margin of 1/2 percentage point to cover administrative cost, and a small 
premium/discount for the eventual elimination of the spot parallel 
exchange market spread, the premium on sales to importers of forward 
exchange under the scheme would be 7 1/2 percent, and the corresponding 
discount on purchases of forward exchange would be 7 percent. lJ If it 

1/ The more general conclusions of the discussion have been 
summarized in a separate memorandum by Mr. Parcu. 

lJ A smaller discount would be indicated by deposit rates available 
to exporters for their local currency receipts. 
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should turn out in the initial period of operation of the scheme that 
the discount is not sufficiently high to generate forward sales of 
foreign exchange by exporters (although the lower deposit rates suggest 
that it would be), the margin could be moved in favor of exporters. 

A possible way to ensure appropriate monitoring of the scheme 
and timely adjustment of the premia beyond interest differentials would 
be to operate the scheme on the basis of a separate autonomous fund, 
whose operation could, at the earliest opportunity, be turned over to 
commercial banks. If the fund would incur losses over a continuing 
period of, say, three months, that exceed possible predetermined 
subsidies on purchases of forward exchange from exporters, this could be 
used as an indication to raise the percentage margin charged on top of 
the interest differential. On the other hand, if the fund would make 
continuing profits over a period of the same length, this should be 
viewed as an indication that the margin on top of the interest 
differential should be lowered. In the event the authorities pursue an 
exchange rate policy that aims at a real effective depreciation of the 
domestic currency over a given period of time, the respective rate of 
depreciation should be incorporated in the formula by adding it to the 
premium determined on the basis of interest differentials and percentage 
margin. 

A scheme, as proposed by the World Bank, that would provide 
automatic financing to development banks to cover the domestic currency 
counterpart of external debt service payments if the exchange rate 
depreciates beyond a certain predetermined limit is not recommendable, 
as it is tantamount to the subsidization of increasing losses resulting 
from inappropriate economic calculations of profitability under the 
cloak of "financing." 

cc: Mr. Bornemann 
Mrs. Junz 
Mr. Quirk 
Mr. Petersen 
Mr. Khallouf 
Mr. Parcu 

~ 
Viktor Schoofs 

Economist 
Exchange Restrictions Division 

Exchange and Trade Relations Department 



Office Mefflorandum 

March 23, 1988 

MEMORANDUM FOR FILES 

SUBJECT: Tunisia--Exchange Rate Risk Guarantee 

A meeting was held on Wednesday, March 23, 1988 on the 
strategy of the upcoming mission to Tunisia concerning the exchange rate 
risk guarantee. Present at the meeting were Mr. Quirk, Mr. Petersen, 
Mr. Schoofs, Mr. Khallouf, and myself. Several different aspects of the 
exchange rate risk problem in Tunisia were discussed and the following 
positions were agreed. 

Regarding the forward cover for commercial transactions that 
the Central Bank of Tunisia (CBT) provides, it was reaffirmed that the 
method of pricing forward premia presently followed will cause increas­
ing losses for the CBT. Besides, this method is not conducive to the 
appropriate incorporation of expected exchange rate changes by importers 
in their economic decisions and discourages exporters to participate in 
the forward cover scheme. A decision was taken that the mission will 
insist with the authorities that the forward cover has to be correctly 
priced taking into account the expected depreciation of the dinar 
against different currencies as measured by inflation differentials and 
the rate of interest prevailing in different countries. Mr. Schoofs has 
prepared an indicative calculation of what could be a correct discount 
for the forward cover of the Tunisian dinar on the basis of the 
information received during the meeting. 

The prospects for substituting a genuine market forward cover 
to the facility presently provided by the CBT will be investigated 
during the mission. In case the Tunisian authorities show a concrete 
interest in promoting a market-operated forward cover facility, the Fund 
could provide advice on its design. 

On the issue of the exchange rate risk guarantee provided so 
far by the Government of Tunisia to selected development banks, it was 
agreed that the mission will insist on limiting government commitments 
to those already in existence. The mission will ask that a cutoff date 
be established after which no more loans will be guaranteed by the "Fund 
for the Exchange Rate Guarantee." The proposed date will be July 1, 
1988. 

Regarding the proposals for substituting the existing 
guarantee scheme with another less expensive scheme, it was decided that 
the Fund will, in principle, continue to argue for the full assumption 
of the exchange rate risk from the part of the economic agents. If the 



Tunisian authorities insist on putting in place a new scheme, the 
mission will aim at a new scheme that should: (a) limit the losses of 
the budget to the very minimum; (b) pave the way for the promotion of a 
market provided exchange rate guarantee facility; and (c) induce 
economic agents to take exchange rate risk into full consideration in 
their economic decisions. On these scores, the World Bank proposal for 
financing exchange losses does not appear appropriate. While there were 
differences of opinion on how harmful this type of financing scheme 
could be, all those present agreed that it should be considered quite 
low in the list of our fallback alternatives. 

The proposal of the Tunisian authorities for a renewable 
annual options scheme for financial transactions was considered 
substantially acceptable if the options are correctly priced. In the 
end, this proposal would simply extend short-term cover now available 
only for commercial transactions also to financial transactions, thus 
pragmatically recognizing that Tunisian operators cannot be guaranteed 
long-term cover. 

Exchange rate losses realized by public enterprises were also 
discussed. It was agreed that if a system of exchange rate cover that 
does not cause any loss for the budget is put in place, it might be 
useful to require public enterprises to participate. However, 
considering uncertainties about the pricing of any exchange rate risk 
cover, the mission will seek to limit access to any new facility at 
least until financial consequences for the budget are clear. 

- ~ 
Pier Luigi Parcu 

Economist 
Stand-by Operations Division 

Exchange and Trade Relations Department 

cc: Mr. Bornemann, Mrs. Junz, Mr. Pujol, Mr. Quirk, Mr. Schoofs, 
Mission members 



Office Merflorandum 

To: Mr. Bornemann March 18, 1988 

From: 
( ---> . . ··--. 

Pier Luigi Parcu -. ·\ . ..:.::-)~' '\..-> 

Subject: Tunisia-Exchange Rate Risk Guarantee: 

Please find attached a preliminary note on the status of the 

discussion concerning exchange rate risk guarantee in Tunisia. The 

solutions described in the note take into account discussions held in 

Tunisia and with the World Bank. As you know, we do not have a clear 

cut solution at this point and we have reservations on some of the 

proposals under discussion. I suggest that the mission team meets with 

the ETR division specializing in exchange rate problems next week before 

we finalize the briefing paper for the upcoming mission. 

cc: Ms. Junz 
Mr. Pujol 
Mr. Qulrk 
Mr. Schoofs 
Mission members 
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Tunisia--Exchange Rate Risk Guarantee 

The problem of the exchange risk guarantee implicit in the forward 

market and granted for foreign borrowing of developing banks in Tunisia 

is emerging as a key factor of disequilibrium for the government 

budget. The general problem of future exchange rate-related losses has 

two components: (a) losses that will derive from guarantees already 

given, i.e., from commitments already assumed by the Tunisian 

Government, and (b) losses that may derive from the assumption of new 

commitments. 

Concerning the first kind of loss, the only available option 1s to 

estimate their amount and prepare for their orderly payment. The second 

type of loss could, in principle, be avoided if the Government would 

decide not to provide any exchange guarantee 1n the future. This 

option, however, is strongly resisted by the authorities on the grounds 

that in a developing country, where market mechanisms for hedging the 

exchange risk are not available, economic agents cannot be left without 

protection against exchange rate fluctuation. The activist policy 

stance of the authorities on this topic leads to two important 

questions. Can the authorities adopt some kind of exchange risk cover 

that in the long-term is conducive to the development of market 

instruments? Can this cover be provided without the budget assuming any 

{or a very limited) new burden? 

The following sections will describe the different exchange rate 

risk guarantee provided directly or indirectly by the Tunisian 
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Government and briefly discuss some possible immediate and long-term 

answers which have emerged so far in the course of the discussion. 

1. Forward cover scheme 

a.Description 

The Central Bank of Tunisia (CBT) operates a forward cover scheme 

for bona fide commercial transactions that provides importers and 

exporters of goods and services with the possibility of purchasing or 

selling dinars forward. There are seven foreign currencies that are 

quoted daily by the CBT namely: U.S. dollar, French franc, Italian 

lira, Dutch guilder, German mark, Belgian franc, and pound sterling. 

Exporters are allowed to sell forward the proceeds of their activity up 

to six months before actual receipts. Proceeds from hotel services to 

foreigners can be sold forward up to twelve months before receipts are 

actually realized. Importers are allowed to purchase forward the 

currencies necessary for their importation activity up to eight months 

before the time of the payment. 

The scheme has had a much larger success with importers due to the 

method through which premiums and discounts are calculated. The CBT 

establishes premiums and discounts on its forward contracts by taking 

into account the interest rate differentials on the rates internation­

ally quoted on foreign currencies. As an example of the method used by 

the CBT, let us assume that the dinar is linked to a basket of 

currencies comprising only the U.S. dollar and the German mark. We 

further assume that these currencies have equal weights in the basket. 

If the dollar interest rate is quoted at 8 percent and the mark interest 
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rate is quoted at 3 percent, the CBT would proceed to price the forward 

cover by assuming that the implicit interest rate for the dinar 1s 

between these two rates. If the implicit rate for the dinar is set to 

be 5.5 percent, the forward contracts quoted by the CBT, on the basis of 

the existing method, will offer a 2.5 percent discount on the dollar and 

a 2.5 percent premium on the mark. As this method does not take into 

account the possible depreciation of the dinar or the effective marginal 

cost of borrowing 1n dinar, it can, at best, only compensate for the 

fluctuation among foreign currencies. 

An exporter expecting a depreciation of the dinar against the 

currencies he is going to acquire will not sell forward unless the 

premium covers the expected depreciation. Given the bias 1n the method 

used by the CBT to price the forward contracts, this will not be the 

case for most of the currencies quoted and in most of the periods. The 

reverse is true for importers, which normally have a strong incentive to 

buy foreign currencies at the reduced premium that the CBT charges. In 

the event, the forward market 1s very imbalanced with purchases from 

importers being much higher than sales from exporters. The built-in 

losses in this method of quoting forward discounts and premiums 1s borne 

by the CBT. Even if the CBT, most of the time, 1s able to cover for its 

losses by an adequate placement of its reserves, operating the scheme 

causes a foregone profit on the part of the CBT and ultimately for the 

budget to which the CBT profits are transferred. In 1987 the losses 

derived from the forward cover scheme have been estimated by the CBT at 

D 4 million. Under the assumption that all importers would make use of 

the cover and the dinar depreciates on average by 3 percent, losses 
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could reach up to D 20 million to D 30 million per annum. The potential 

for losses, while limited by the short-term nature of the cover, appears 

to be susbtantial. 

b.Long-term solution 

The correct solution for covering the exchange risk of commercial 

transactions, is to entrust to the market the correct pr1c1ng of forward 

premiums and discounts of foreign currencies. In Tunisia, this would 

imply the creation of a fully operational forward market within the 

financial system. In such a market, demand and supply would guarantee 

that premiums and discounts for foreign currencies are fairly priced. 

The CBT should not intervene in the market and maintain only a 

regulatory role. 

c.Short-term solution 

The immediate problems of the forward cover scheme are the built-in 

losses for the CBT, the effective shielding of importers from the 

movements of the dinar against foreign currencies, and the "exclusion" 

of exporters from the system. The immediate solution to all these 

problems is to correctly price forward premiums and discounts, taking 

into account the expected depreciation of the domestic currency. As a 

first approximation, the CBT could simply add the expected depreciation 

of the dinar against the currencies in the basket of reference to the 

premium or discount arrived at using its method. The CBT, however, 1s 

1n a difficult position 1n applying a correct pricing of forward 

contracts, as it could be perceived as speculating against its own 

currency and/or signaling to the market the amount of future dinar 

depreciations. In fact, this is the consequenc~ of the inconvenient 
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institutional arrangement of having a forward market made by the central 

bank. 

A possible way out would be for the CBT to ~openly quote the 

premiums and discounts on the basis of interest rate differentials 

between the domestic money market rate and international interest 

rates. Alternatively, the CBT could, somewhat more implicitly, take 

into account the expected depreciations of the dinar by charging an 

adequate commission for the use of the forward cover facility. If the 

premium charged or the premium plus commission were adequate they could 

eliminate the built-in losses, thus solving the fiscal problem caused by 

the scheme. Furthermore, the presence of a correct cost for the forward 

cover would oblige importers to take into full account in their economic 

calculations the effect of the expected dinar depreciation. The effect 

of these proposals differ in the way exporters would react to them. 

Charging of a commission obviously would further deter exporters from 

participating in the scheme. On the other hand, the possibility of 

inducing exporters to sell forward without applying correct pricing of 

the forward premiums is simply nonexistent. 
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Exchange rate guarantee for development banks 

a. Description 

The Government of Tunisia has provided exclfange rate guarantee for 

foreign currency loans taken by the development banks through the 

establishment of the "Fund for the Guarantee of the Exchange Risk" 

(FGE). In practice, all the resources of the FGE are received through 

some form of taxation of the general activity of the banking system. 

The FGE has been financed by a 1 percent surcharge on all kinds of 

lending by the developme~t banks (even if completely unrelated to the 

exchange risk) and by a 0.5 percent surcharge on overdrafts of 

commercial banks. A surcharge on rediscounting at the central bank has 

also contributed to the financing of the fund. The amount of resources 

gathered by the fund, D 43.2 million by end-1987, has been insufficient 

to cover accumulated commitments. While an exact calculation of the 

expected losses is not possible without a precise breakdown of Tunisia's 

external debt by debtors and currencies, it is estimated that the FGE at 

end-1987 has to cover losses for D 83.9 million. In 1988, the revenues 

are estimated at D 19 million and the amount of the losses to be 

covered, while uncertain, is likely to be much higher; it is expected 

that sizable losses from already existing commitments will continue into 

the medium term. Therefore, the imbalance 1n the financial position of 

the FGE will persist and aggravate even if no new commitments were 

·assumed. 

The working of the FGE can be summarized very simply: first, the 

development banks contract loans in foreign currencies; second, the 

Government assumes the full exchange rate risk by assuring the develop-
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ment banks that they will be able to buy foreign currencies for 

servicing the loan at the same cost at which the surrender of the 

proceeds of the loan took place; f inally, at the time of the 

amortization of the loan, the FGE provides the development banks with 

the resources necessary to cover the difference between the dinar cost 

of the foreign exchange calculated at the original exchange rate and the 

dinar cost calculated at current exchange rates. To date, access to the 

FGE has been limited to selected development banks. 

b. A long-term solution 

Tunisian economic agents should take exchange rate movements into 

full account in making their economic decisions. This requires that the 

Government or the CBT should not cushion the effect of exchange rate 

movements on economic incentives. This result in the long run can be 

achieved in two very different ways. 

In the first case, the Government could simply leave exchange rate 

guarantees to market forces hoping that they would provide any hedging 

facilities for which there is a request from the economic agents. 

Conversely, the Government or the CBT could decide to develop and 

operate a hedging facility that would be priced at its effective cost. 

Because the risk of exchange market volatility is not an actuarial risk, 

this solution would always imply the possibility of losses or gains for 

the budget. 
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c. Short-term solution 

The large and growing losses of the FGE apparently have convinced 

the Tunisian authorities of the necessity to search for a new system of 

exchange rate guarantee, implying a lower burden for the budget. The 

proposal designed by the CBT envisages a option mechanism that would 

allow development banks and other agents to buy the right of purchasing 

foreign exchange to be used in settling financial obligations, at a 

contracted price for a period of up to 12 months. The option could be 

renewed annually at an exchange rate related to the new ongoing spot 

rate. At the beginning of each year, the institution operating the 

scheme--a public insurance company in some proposals--would determine 

the cost of the facility for the agents. The price of the option would 

take into account the expected depreciation of the dinar and covered 

interest rate parities as determined on international capital markets. 

Naturally, any unexpected depreciation of the dinar would determine a 

loss for the agency operating the scheme. The initial contract with the 

operating agency, would establish the right for the buyer to renew 

annually his option for as long as payments relating to the foreign 

liabilities remain outstanding. 

As a complementary proposal, the Tunisian authorities have been 

considering a financing scheme designed by the World Bank. This scheme 

would assure that borrowers of foreign currencies could obtain long-term 

financing from the domestic banking system in cases of unexpected losses 

due to exchange rate movements. This scheme would establish a 

threshold, say of 5 percent, above which a depreciation of the dinar 

would trigger access to a line of credit at money market rates for an 
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amount covering the additional loss. The borrower would be assured 

access to the line of credit during the life of his outstanding foreign 

liability. The threshold would be calculated cumulatively from the 

original exchange rate value, i.e., in the first year a depreciation of 

5 percent would trigger the line of credit, in the second year only a 

depreciation of 10 percent would have the same effect, and so on. The 

cost of this facility is supposed to remain quite manageable as long as 

t he interest rates charged on the lines of credit are market related and 

lenders could reserve the right to refuse credit to insolvent 

borrowers. The limits of this proposal are threefold. First, the 

administrative burden of determining for each loan if a depreciation has 

triggered the facility could be substantial. Second, the setting of a 

unique threshhold for all currencies could induce borrowers, especially 

if a subsidy is embodied in the interest rate charged on the line of 

credit, to prefer low coupon-high appreciation currencies. Finally, an 

perhaps more fundamentally, the automatic financing of exchange rate 

losses could compromise the prospects of a correct managing of foreign 

exchange risk and endanger monetary policy. 

3. Exchange rate guarantee for public enterprises 

a. Description 

At present, public enterprises (PE) in Tunisia do not benefit from 

any direct exchange rate guarantee on their foreign liabilities. 

Nonetheless, important losses have been accumulating in the public 

enterprise system owing to the enterprises' disregard of the consequence 

of borrowing in appreciating foreign currencies, Realized losses of PE 
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on existing foreign liabilities have been estimated at D 120 million. 

To date these losses have not been assumed by the Government. The bulk 

of the losses 1s at present in the banking system, which is extending 

credit to PE, or are financed through additional foreign borrowing. 

Even in the case of public enterprises, it is difficult to estimate 

precisely the potential for future losses without detailed information 

about the composition of the outstanding debt. 

The present situation could lead the Tunisian authorities to a 

difficult choice between a very costly bail out of enterprises or a 

series of bankruptcies. The extent of the problem seems to show that 

the absence of an explicit exchange risk guarantee is not a solution in 

a situation 1n which economic agents, especially in the public sector, 

ignore the consequences of their choices in terms of the composition of 

their foreign currency liabilities. 

b. Long-term solution 

Public enterprises should take full account of the effect of 

exchange rate movements in their decisions concerning their foreign 

assets and liabilities. This result should not require the establish­

ment of any special facility but the correct and continuous use of 

whatever hedging system the market is able to provide to the economy. 

In this respect, like in many others, the management of public enter­

prises should not be any different than that of private enterprises. 

d. Short-term solution 

Public enterprises could be required to participate 1n whatever 

scheme of foreign exchange risk guarantee the Government of Tunisia 

decides to adopt. Participation in the scheme could be mandatory. This 
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arrangement would oblige the managers of the enterprises to take into 

account the cost of the participation 1n the facility and would 

familiarize them with the economic calculations ~necessary for a balanced 

foreign portfolio. 

Alternatively some forms of control on public enterprises foreign 

borrowing could be established by giving to the CBT an effective power 

of veto. A ceiling under the arrangement with the Fund on PE total 

nonconcessional foreign borrowing could help strengthening the CBT hand 

in this matter. This type of aggregate control would reduce the macro 

problem of "too much" foreign borrowing from the PE but could not assure 

that when a specific loan is undertaken the correct economic calculation 

of the foreign exchange risk is actually made. 
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Mon-6ie.uJt ~c.he.l CAMVESSUS 
V,Ute.c;te.UJt GeneJtal. 
FoncU Moneta.bc..e. Ivi:tVtnational 
WM~ngton V. C. 20 431 

Mon-6ie.UJt le. V,Ute.c;te.UJt Genefl..al, 

TUNIS LE 7 MARS 1988 , 

1. Con0oJrmeme.n;t aux fupM~on-6 de. l' ac.c.ofl..d de. c.on6~ation, lu fuc.u.1,­

J.>ion-6 ave.c. lu J.>Vtvic.u du. FoncU au. titfl..e. de. la tfl..oiJ.>ie.me. fl..e.vu.e. du. pll..ogJi.amme. 

d' aju.1,te,me.n;t on;t ete te.nu.u a Tu.,ni-6 du. 4 au 19 Mvll..iVt 7 9 88. Lu obj e.c;ti6J.> du. 

pll..ognamme. poUJt 1987 e.n teJrmu de. Qfl..oiJ.>J.>anc.e., d'in6lation, et de. balanc.e. du 

paieme.nt-6 on;t ete attunu et me.me. depMJ.ie-6, gfl..,ke. a la c.onjonilion de. 6ac;teu.M 

6avoMblu et aux e.-66W pM~6J.> du po~qu.u d' aju.J.>teme.n;t J.>tfl..u.c;tUJte.l miJ.>u 

en oeu.v1te. 

2. La Qfl.OiJ.>J.>anc.e. globale de l'ec.onomie a ete J.>ou.te.nu.e. e~ 7987 J.>OU/2 l'e.t,(jet 

d~ .l~ pVt6oJrmanc.e. de. l'agfi.ic.u.ltwte. (la p1todu.ilion c.efl..ealiene. ayan;t pnuqu.e. 

tfl..iple poufl.. atteindJi.e. 1, 8 million de tonnu) , de. l' e.xc.elle,n;te, J.>aiJ.>on tou.wti­

qu.e., et de, la c.1i.oi-6-6anc.e, -6e.n-6ible, d' autfl..u -6ec;teu.M d' e.xpofttation. Ain-6i la 

Qfl..Oi-6-6anc.e, Ji.eelle du. PIB e.n 1987 a ete utimee. a 5,8 t)LJWt ::,_e;vi.,t. 

Ne.anmoiM, l 'ac;t,i_vde. dan-6 plu./2ie,u.M ,6e,c;te,u.M a e.te. a66e.c;te.e, pall. le, nive.au. 

de.pfi.ime. de, la demande, ,i,n;te,Ji,<.,e,UJte, qui a bai-6-6 e de 7, 7 poUlf.1 cent en teJrme.-6 fl..e.W 

J.>ou.-6 l' e66et d' u.ne diminution de, 13 poUJt .c.e.nt de, l' invUW-6 e,me,n;t et d' u.ne, 

qu.Mi J.>tagnation de, la c.oMommation p!U,ve.e. . Cu de.ve.loppe,me,n;t,6 J.>e. Mnt tfl..adu.it.J.:, 

pall. du Qfl..e.ation-6 d' emploi-6 -<-nM fl..ie.unu a l' ac.c.fl..oiJ.>J.>eme.nt de. la population 

ac.tive. (35.000 c.ontfl..e 60.000) c.e. qui a aggnave le. c.h6mage. utime ac.tu.elleme.nt a 
15 pou.Ji. c.,QJ'lt. En fl..aiJ.>on, notamme.nt, de, la 6aible, demande, intefi.ie.une., le. tau.x 

d' innfation (muu.Ji.e. pall. le gfuJ.>eme.nt de, l 'indic.e. genefl..al du pfl..,{,x a la C.On-60m­

ma,uon) n'a attuM qu.e. 6,9 poUJtc.e.nt , tau.x bie.n en duJ.>ou.-6 du nive.au pnevu. de. 

8 poUJt· · c.'Q.nt. 

... I ... 
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3. L'e.xec.u.tion du budge.,t e.n 1987 a e.t.e pf.l.1/2 6avoJr.a.ble. que. pfl.evte,, e.n.tll.a.i­

n~ a.hui un de 6ic.A..:t c.o n-6 oude du, o peM.tio n-6 6inanc.ie.fl.eJ.> de. l' adminl6tlc.a.tio n 

c.e.ntJz.al.e. ( y c.ompfvi/2 l' E.t.M e.,t le;., C(l,{,6-6 e;., de. -6 ec.Mile -6 o c.,i,ale.) de l' ofl.~e. de. 

3, 6 poLUL, c.mt du PNB, nexteme.nt inM.~e.UJL a l' obj e.c.ti6 fl.evi-6 e de 4, 2 pouJz. . • c.:e.nt 

etabu loM de. la de.uxie.me. fl.e.vue.. Le. leg~ manque. a gagn~ au nive.au du, fl.e.c.ex-

tu, hnpu;table. e.n pa.Jr.tie. a la 6a.ibleJ.>-6e. de. la demande. inte~e.Me. a e.t.e plU-6 que. 

c.ompew.,e. pM le. nive.au plU-6 bM que. pfl.evu du, depe.n-6eJ.> totalu, e.n p~c.uu~ 

le;., -6ubve.nlion-6 e.,t .t.Mn-66~, lu pa.ieme.n.t.-6 d'intefl.W, ex lu invutiMeme.n.t.-6 

~e.c.t-6. Quant aux depe.n-6U b~u de. la pewde. c.ompleme.nt~e. pOM l'e.x~c.ic.e. 

1987, ellu -60nt ac.tuelleme.nt utimeu a 220 mill.ion-6 de. dinaM, c.ompMeU a 
2 56 mill.ion-6 de. d£naM poLUL l' ex~c.ic.e. pfl.ec.ede.nt. 

4. En de6in,,i;t,[ve, le. de6ic.A..:t c.on-6oude du ope!tation-6 6inanc.ie.fl.U de. 

l' ad.min,u.,tlc.a.tio n c.e.ntJz.al.e. e.n 19 8 7 u,t utime a 2 8 7 mill.io n-6 de. dinaM au ue.u 

de. l'obje.c.ti6 fl.evi-6e de 338 mill.ion-6. Le. 6inanc.eme.nt de. c.e. de6ic.A..:t a e.t.e -6e.n-6ible.­

me.nt di66e,fl.e.nt de c.e. qui ava.it e.t.e pfl.evu du 6a.it que. le. 6inanc.eme.nt e.xt~~e.UJL 

ne..t a e.te de. 106 mill.ion-6 de. dinaM pf.l.1/2 bM que. pfl.evu dan-6 le. pfl.og~me. . En c.on­

-6eque.nc.e., malgfl.e lu e.66om de mcu:tlu.6e. du de6ic.A..:t e.,t l'ac.c.fl.oi-6-6eme.nt du 6inan­

c.eme.nt int.e~eM non banc.~e., le. 6inanc.eme.nt banc.~e -6 'u.t. eleve a 94 mill.ion-6 

de. dina.lu,, -6oil 3 million-6 de. plU-6 que. l'obje.c.ti6 du pfl.ogfl.amme.. Ce. leg~ de.paMe.­

me.nt du ~e.fl.e. de fl.e.a.Li./2ation 6ixe. poLUL lu C,fl,e.anc.u, nextu du -6tj-6.t.e.me banc.~e. 

-6M l'E:tat ut lMgement de. nMMe te.c.hnique, e.tant donne. l'augme.ntation exc.e.p­

wnnellement e.leve.e ( 7 0 miluon-6 de. dinaM) du montant du c.he.quu, e.n fl.e.c.ouvfl.e­

me.nt poLUL le. c.ompte. de. l' E.t.M au 31 de.c.embfl.e 1987 qui ne c.on-6.t.ilue. pM en 6a.it 

un Mnanc.eme.nt du ope.fl.a.tion-6 de. l'E.t.M. ToU-6 le;., ~u cJvi.;te.fl.u de. fl.e.ali-6ation 

a 6in de.c.embfl.e. 1987 ant e.t.e fl.Upec..t.e-6. Vu la 6a.iblu-6e. du de.pM-6ement du cJvi.;te.fl.e. 

de fl.e.ali-6axion -6Ufl. lu C,fl,e,a.nc.u nettu 1.:,UJL l'Ew,t, a 6,fo de.c.embfl.e 1987, qu u:t 

d' oltigine. pMeme.nt te.c.hnique., noU-6 demandon~ c.w. Fond-6 u.ne. de.fl.ogation a c.e. titfl.e.. > 

5. La c.fl.oi-6-6anc.e de. 1 3, 7 poLUL 2:e,nt de. la mM-6 e. mo ne.taifl.e ( au. meme. :tau.x 

qu.e. le. PIB a p~x C.Ou.fl.an.t.-6) a e.:te. pfl.Uqu.e. du. meme. Ofl.~e qu.e. l'obje.c.ti6 de 13,1 

powr c:e.rit pfl.evu. au. pfl.og~me.. Le. c.hangeme.nt -6igni6ic.ati6 int~ve.nu. dan-6 la -6:tfl.uc.­

.t.Me. de. la mM-6e. mone.tabz.e. (l' agfl.egM M1 ayant bai-6-6e. de. 2 poM c.ent e,t la quMi­

monna.ie. -6 'et.ant ac.c.fl.u.e. de. 40 pOM c.e.nt ) -6 'e.xpuque. pM la ube.J-La..Luation du 

tau.x d'inte.fl.U int~ve.nu.e. e.n de.but d'annee.. L'e.xpan-6ion de. 7,9 pou.fl. ~int du. 

c.fl.edil in.t.e.~eM a e.t.e bie.n in6e.~e.Me. au. pla6ond de. 10,6 pou.n -~eJi~,mai-6 l'ac.­

C,Jz,o,<.,t>Mme.11..t du avoifl.-6 e.xte.~e.u.M nw du. .6 y.ote.me. banc.~e. a de.pM.6 e. de. 2 2 

... I . .. 
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million6 de. cuna.Jt6 le. nive.au. pll.evu. dan6 le. pll.ogJr.amme.. 

6. Lu Ji.e).)u1..;ta;t,,6 de. la. ba.la.nc.e. du paieme.nt6 ant ete ).)e,n6-lbleme.nt meil­

le.wu, qu.e. c.e qu,l etcut a.fte.ndu.. Le. de6-lc.U du. c.ompte. c.oUMnt ).) I ut L<.m-lt.e a 1, 6 

poUJi._ce.nt.du. PNB, ).)o-lt. u.n nive.a.u. ne.tteme.nt plM bM qu.e. la p!i.o j e,c.;t,lon de. 5, 8 pouJi. 

c.e.nt poUJi. 1987 e.t c.eilu, de. 8 pouJi. c.e~ a;tt,e,,lnt en 1986. Ce.tte. pe.Ji.60Jl.ma.nc.e. -6 'e.xpli­

qu.e. pM du 6a.c.te.UJi.).) ).)t/i.u.c.twz.w ( c.1i.o,l).)-6a.nc.e. du 1i.e.c.e.ttu to~tiqu.u e.t de. 

c.e.Ji.ta.,lnu e.xpOJi.ta.tion6 de. b-le.n6 ma.nu.6a.c.tuJi.e-6} ma.,l).) au.Mi pa.It du ele.me.nu e.xc.e.p­

tionne.u ;te,u qu.e. l' a.meuo!i.a.tion de. la. ba.la.nc.e. c.omme.1i.c.,la.le. a.l,lme.nta,i,Ji,e., l' a.c.c.Ji.O,(,).)­

).) em e.nt d e/2 tMn6 6 e.Ji.U du t!i.a. v aille.wu, ;tun,(,).) ,i,e,n,6 1i.e-6 -lde.na a l ' etJi.ang e.1i. ).) u-U.e. a 
la. devaluation de. 1986, e.t le. nive.a.u. pa.Jl.tic.uue.1i.eme.nt bM du -lmpo!i.ta.tion6. Ce. 

de.1i.nie.1i. 6a.c.te.UJi. ut da, e.n pau,i,e., a la 6aible/2-6e. de. l'-lnvUW).)eme.nt qu-l ).) 1 e/2t 

t!i.a.du-lt.e. pa.Ii. u.ne. bw-6 e. de. 7 9 poU!i. cent de/2 -lmpOJi;tation6 de. b-le.n6 d' equ-lpeme.nt. 

Le/2 e.nt!i.eu de. c.a.pdaux e.n 1987 ant e.te. mo-ln6 -lmpo!i.tantu qu.e. p!i.evu. a c.a.Me. de. 

la 6aiblu).)e. du -lmpoll.ta.tion6, du. Ji.e.ta.Jtd da.n6 la c.onc.w-lon de. nou.ve.U0 lignu 

de. c.1i.e d-lt., Mn6 ,l q u. e. du. non 1i.e.c.o wu, a d ' a.u.tJi. u lig nu e.n ~ on de. la. -6 -ltua.;t,lo n 

-6a.w6wante. du 1i.e-6e.1i.vu. L' e.xc.e.de.nt global de. la bala.nc.e. du paieme.nt6 ).) 'ut 

ele.ve a 1f6- 1niluon6 de. VTS, c.ompMe. a l'obje.c.;t,i,6 de. 95 miluon6 de. VTS. Compte. 

te.nu.. de. la 1i.ee.va.lua.tion due. a.u ta.u.x de. c.ha.nge., lu a.vo-lM e.xte.Ji,,le.wu, nw ant 

a.u.gme.nte. de. 120 mii1.ion6 de. VTS. 

7. A la. lunu.e.ne. de. la. ).),i,;tua.tion p1i.eoc.c.u.pa.nte. du. c.homa.ge., lu a.utoll.-lt.e.-6 

;tun,(,).),le.nnu ant, ve.M la. 6-ln de. l'a.nne.e. 1987, ,i,nbr_oduil du me/2uJi.e/2 dutine.e/2 a 
e.nc.oUMgVt l' -lnvUW).) eme.nt e.t l' a.c.;t,lvile. da.n).) le/2 -6 e.c.te.wu, oJi,,le.nte.).) ve.M le. 

mMc.he. ,i,n;tefl.,(,e.UJi.. Ce.u c.ompne.nd : ( 1} la. 1i.e.du.c.tion de. 60 poUll. amt de. la. taxe. 

).)uJi. lu pnu;ta.;t,loM de. ).)e.Ji.v-lc.e.-6 (TPS} poUJi. le.-6 c.ha.Jtgu d'-lnte.Ji.U/2 (Ji.e.dU,(,).)a.nt 

ain).),l le. c.ocU du c.Ji.e.d-lt. de. 1 , '2 point de. pouJi.c.e.nta.g e.) , e.t la 1i.e.du.c;tfo n du. :t.au.x 

d '-lnte.Ji.ve.ntion de. la. ba.nqu.e. c.e.nbr..a.le. ).)u.Jz. le. ma.Jtc.he. mone.ta.,i,Ji,e. de. 10 a 9, 5 poUJi. 

c.e.nt (au vu du Jz.e-6u1..;ta;t,,6 -6aw6a.,l).)a.ntf.> obte.nu.f., e.n ma.;t,le.1i.e. d' -ln6la.tion}; 

( '2) l' amn~.-6tie. 6,l).) ca.le. qu-l compo!i.te., e.nt!i.e. a.u.tll.e.-6, du avantag e.-6 0,l).) c.au.x pou.ll. 

l' a.chat d I ac.;t,lon,6 e.m,l).) u pa.Ii. de).) e.ntll.e.pw u pu.bliqu.e.-6 e.t l '-lnvUW,6 e.me.nt da.n,6 

lu -6 e.c.te.UM ptr..,fo fU.ta..btu ; ( 3 ) u.n e. a.ug m e.nta..ti..o n de. 5 po W1 .c:e. li.t: de.).) ).) alabr..u 

m,ln,lma (SMIG e.t SMAG) e.n nove.mb1i.e. 1987 ; e.t (4) l'autowation de).) c.a,l).)-6u de. 

-6e.c.wu..:te. ).)oc.,lale. d'ac.co1i.de.1i., de. nou.ve.au., du pll.W au. logeme.nt e.t a la c.on6om­

ma.tion. 

8. Lu mMUll.U d'aju.f.,;te.me.nt ).)t/i.u.c.twz.e.l ant e.te. m,l).)u en oeu.v1i.e c.on601'Z.me.­

ment au. c.alendJi,,le.Ji. pll.e.vu. dan6 l' ctc.c.01i.d de c.on6,{J(.mation. A,[n).),i.,, a Mn janvie.Ji. 1988, 

pna.;t,i._qu.eme.nt tau.).) lu b-le.n6 d' e.qu.,i.,pement, pll.od~ ).)e,m,i.,-6,ln,(,).), matie.1i.u p1i.e,m,le.1i.u 
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e;t pl..e.c.u de. 1te.c.hange. e..ta.l..e.nt de.ve.nu.1.> Ub1tu a l' hnpofdation, a l' e.xc.e.ption 

du bl..e.Yi6 p1todLU-t6 pall.. du l..ndu.1.>.tluu nal...6-t>antu ou dutine.-t> a du l..ndu.J.>.tluu 

6al..bleme.nt l..nte.g1te.u. La pa/it du bl..e.Yi6 Ub1teme.nt hnpoJr.;te.-t>, a la -t>u.l..:te. de. c.u 

mu u.JtU , J.> ' e.le. v e.Jta a 5 3 po Ult c.e.n,t du hnpoJr.;tatio Yi6 .:to.:talu e.n 19 8 8 au Ue.u de. 

31 pou.Jt _c._e.n.:t en 7 9 81. Shnu.Uane.me.nt, la de.uue.me. phM e. de. l' appUc.atio n de la 

1te.601tme. du d.Jtoili de douane. u.:t entlte.e e.n vl..gue.u.Jt e.n janvl..e.Jt 1988, -t>e. tftadu.1..­

J.>ant pall.. une. 1te.duction de 1 a 9 pol..n:t.J.> de. pou.Jtc.e.ntage. dari6 la plupaJit du .:tau.x 

e;t Jtame.nan.:t le .:taux maxhnu.m de. 52 a 43 pou.Jt ·c.·e.n.:t. En janvl..e.Jt e.galeme.n.:t lu au..:to­

ll..l...:te.-t> on.:t Ube.1te. plu.J.>l..e.u.JtJ.> pll..l..x a la p1toduc.tion, poll...:tan.:t la pa/it du p1todu,,i;t)., 

don.:t lu pll..l..x ont e.te. Ube.1te.J.> a 55 poUll.. c.e.n-t de la pll..oduc.tion manu6ac..:twue.1te. 

tot.ale.. Pait a.,i.Lte.Ull.J.) , lu o pe.Jtatio Yi6 l..n.:te.Jtbanc.al..Jtu J.> Ult le. ma1tc.he. mo ne.tal..Jte. e.t 

l' ac.c.e.J.> du l..Yi6;t.i;:tu;t,[o Yi6 6l..nanc.l..e.1tu non banc.al..Jtu e.t de. c.e.Jr.;tal..nu e.ntfte.pw u 

a c.e. mMc.he. ( a tftave.M l' e.ml..J.>-t>l..on de c.elt.ti6l..c.au de. de.pou e.t de. billw de. 

tll..e.J.>01te.ll..l..e.) on.:t e..:te. au..:towe.J.> a c.ompte.Jt du 18 Janvl..e.Jt 1988. Cec.l.. pe.Jtmet aux 6ac.­

te.u.JtJ.> d' o 6 61te e.t de de.mande. de. j oue.Jt un !tole. plM hnpoll...:tant dari6 la de.te.fl.1'11,foatio n 

du tau.x d'l..n.:te.1tU.. Lu au..:toll..l...:te.-t> e.n.:te.nde.nt pou.JtJ.>u.l..v1te. la 1te.601tme. du -t>y-t>te.me. mone.­

.:tal..Jte. e.t 61..nanc.l..e.Jt e.t de.mande.nt l' MJ.>l..J.>.:tanc.e. te.c.hnl..que. du FondJ.> e.n la matie.Jte.. 

Lu au.toll..ile.-t> on.:t e.galeme.nt pou.JtJ.>u.l..vl.. une. poll..tl..que. de. .:taux de c.hange. 6le.uble. 

qu.l.. a e.ntfta.l..ne. une. de.p1te.c.l..ation 1te.e.Ue. de. A- , J pou.Jt,.c.e.n.:t (pall.. 1te.6e,1te.nc.e. aux l..ndl..c.u 

du pll..l..x a la c.ori6ommation) du .:tau.x de. c.hange. e.66e.c.ti6 e.n 1981. Cette. poll..tl..que. 

-6e.Jta pou.JtJ.>u.l..vl..e. a6l.,n d 'Ml.>-Ull..e.Jt la c.ompe.;U;t,lvile. e.xte.Jtl..e.u.Jte. de. l' e.c.onoml..e. tunl..J.>l..e.nne.. 

9. Lu pe.ll..-6pe.c.tivu pou.Jt l'anne.e. 1988 -6'annonc.e.nt bl..e.n mol..Yi6 6avo1tablu 

que. lu 1te-6u.ltau e.xc.e.ptionne.Ue.me.nt bori6 de. 1987. La pll..oduc.tion agll..l..c.ole. ut 

6oJr.;te.me.nt a66e.c.te.e. pall.. une. -6e.ve.1te. -6e.c.he.1tu-6e., c.e. qu.l.. umile.1ta p1tobable.me.n.:t la 

c.1tol..J.>.6anc.e. 1tee.Ue. du PIB a que.lque. 2 pouJtc.e.nt e;t n~ 0avoll..l..J.>e.Jta pM la c.ori6oUda­

tion c.omple.te. du pe.1t601tmanc.u e.Me.gl..-6tfte.u e.n 1987 e.n mati.e.ll..e. du paie.me.nu e.xte­

/tl..e.Ull.J.) c.o u.Jtan:t.J.> . 

10. La -t>iluati.o n du 61..nanc.u pubUquu e.n 19 8 8 -6 e.Jta bl..e.n plu.J.> dl..6 61..c.ile. 

qu'e.n 1981 du 6ail d'un manque. a gagne.Jt pll..e.vl..J.>l..ble. de. quelque. 76 ml..lUori6 de 

dl..nall..-6 , a la -t> u.l..:te. de. dl.. v e.ll..-6 u mu Ult u de. Jte. duc.tio n de. c. e.Jr.;tal..Yi6 dll..o ili e..:t ta~ u , 

dont lu d.Jtow de. douane., la TPS -t>Ull.. lu c.hMge.J.> d 'l..nte.1tU, l' l..mpo-6l..uon de.J.> 

1te.ve.nu.J.> J.>Ull.. vale.u.JtJ.> mobl..Ue.Jte.J.> et de.J.> d!toili d'e.Me.gl..J.>tfte.me.nt. Le. manque. a gagne.Jt 

atte.ndu n'l..nc.lu.t pM, c.e.pe.ndant, l'e.J.>.:tl..mation de. l'l..mpac.t de. l'l..n:tftoduc.tion de. la 

TVA e.n ju.ili,et 1988, dont la mol..Yi6 value. e.ve.ntue.Ue. e.J.>t dl..661..c.ile. a de..:te.1tml..ne.1t. 

Lu au..:toll..ile.-6 .6 'a,Ue.nde.nt ne.anmol..Yi6 a c.e. que. tout manque. a gagne.Jt e.ve.ntue.l a c.e. 

... I . .. 
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nive.au. ,t, oil c.ompe.nM. pall. u.n ela!l.g,<-M e.me.n.t de. l' a,t,,t,,,i,e.;tte. 6,,i,,6 c.ale. e,,t. l 'impact 

pMili-6 de. l' amni,t,tie. 6,,i,,6 c.ale.. En de.pa de. c.e. manqu.e. a gag neJt, le,,t, 1te.c.e.,ti,e,,t, 

J.>on.t p1toje.;te.e,,t, e.n hau.Me. de. 1 pou.1t~e.n,t, c.omp.te. .te.nu. de. nou.ve.lle,,t, me,,t,Wte,,t, don.t 

no .tamm e.n.t u.ne. au.g me.n..ta..tio n d e,,t, pJtix. de,,t, pita du.ilf.> pe..tlto lie.M e,,t. d e,,t, .taJti 6'-> pu. buc.f.> , 

u.ne. c.onttr.ibu.tion e.x.c.e.ptionne.lle. de,,t, banqu.e,,t, de. de.pou au. Fond'-> de. pe.1te.qu.ation 

de,,t, c.hang e,,t, e,,t. de,,t, .tau.x. d' in.te.1tw , e.;t l' au.gme.n..ta..tio n de. c.e.Jt.taiYLf.> d!toili de. 

c.oYLf.>ommation. Le,,t, de.pe.YLf.>e,,t, .to.tale,,t, (y c.ompw le,,t, pltW ne.u) ,t,on.t pltoje,,t.e_e,,t, 

e.n hau.M e. de. qu.e.lqu.e. 8 pou.Jt .c.e.nt. Ap1te.,t, 4 aYLf.> de. g e.l de,,t, ,t, alai/te,,t, , l' ac.c.1to,,i,,6,t,e.rne.n.t 

p1tevu. de. la mM,t,e. ,t,alaJtiale. .tJtadu.il, c.omp.te. non .te.nu. de. l'e.66e.;t de,,t, pltomotioYLf.> 

e,,t. de,,t, 1te.c.Jtu..te.me.nu, la 1te.valowation de. la. pltime. de. 1te.nde.me.n.t don.t l' impact 

,t,e.Jta u.ne. au.gme.n.tation de. 3 pou.Jt c.e.n.t e.n moye.nne.. Le. bu.dge.;t inc.fut e.gale.me.n.t u.ne. 

do .ta.tio n de. 1 2 rr1,,.Ulio YLf.> de. dinaM po u.Jt l ' e.Lun.,i,nalio n du. ,t, o id e. d ' a.Jl.Ju.,e.1te.,t, in.te. -

/t,<,e,u.M aiYLf.>i qu.' u.ne. au.gme.n.ta.tio n de. 10 pou.Jt c.e.nt daYLf.> la do.tatio n pou.Jt 6ou.1tni­

.tuJte,,t, e,,t. ma.te.Jt,,(,e,i,6 de. manie.1te. a e. V ileJt l ' appaJu,Uo n de. no u. V e.au.x. aJtJt,,(,elte.,6 . L e,,6 

,t,u.bve.nlioYLf.> au.x. p1todu.ilf.> de. c.oYLf.>omma.tion ,t,on.t main.te.nu.e,,t, a le.u.Jt ¥live.au. de. 1981, 

c.e. qu.i ,t,,,i,g ni6ie. u.ne. ba,,i,,6,t, e. e.n .te.Jtme,,t, lte.W e,,t. 1te.qu.ie.Jtt l' au.gme.n.ta.tion de,,t, p/t,<,X. de. 

c.e.Jt.taiYLf.> p1todu.iu J.>u.bve.nlionne.,t, e.n c.ou.M d 'anne.e.. Le,,t, p1te.v,,i,,t,ioYLf.> de. de.pe.YLf.> e,,t, pou.Jt 

19 8 8 c.omplte.nne.n.t e.gale.me.n.t de,,t, ,t,u.bve.ntioYLf.> d' e.x.ploLta:tion d' u.n .total de. 34 

millio YLf.> de. dinaM au.x. e.n.tlte.pw e,,t, pu.bliqu.e,,t, du. ,t, e.c..te.u.1t de,,t, pho,t, pha.te,,t, e,,t. indM­

,t/t,<,e,,t, d e,Jt,,(, "! e. e,,t, , e,,t. u.n paie.m e.n.t e.x.c.e.plio nne.l de. 4 0 miluo YLf.> de. dinaM du. F o ndf.> 

de. pe1tequ.ation de,,t, c.hange,,t, e;t de,,t, .ta.u.x. d 'in.te.1tU e.n paJttic.u.ueJt aux. banqu.e,,t, de. 

deve.loppe.me.n.t. Le,,t, a.u..toltde.J.> .tu.ni,t,ie.nne,,t, f.>on.t e.n .tltain d 'e..tu.dieJt e.n c.0Ua.bo1ta.tion 

av e.c. le,,t, ,t, Vt v ic. e,,t, du. F o ndf.> e.;t de. la. Ba.nq u. e. Mo ndia.le. , le,,t, mo y e.YLf.> de. 1te. d.u.J.Jte. au. 

minimum a l' ave.nilt le,,t, pe.Jt.te,,t, au. .tit.Jc.e de. la ga./ta.nlie. du. wqu.e. de. c.hange.. 

11. Le. de.,6ic.il c.oYLf.>olide. de,,t, ope.Jta.tioYLf.> 6,,i,nanue.1te,,t, de. l' Admi.,ni,t,.tJta.tion 

c.e.n.tltale. e,,t,,t a,<,n,f.,,,(, pita j ue. a 350 tr.iluOYLf.> de. diYLaM ( 4, 1 pou.Jt c.e.nt du. PNB) . En 

e.x.c.lu.a.n.t le. pa.ie.me.n.t e.x.c.e.plionne.l de. 40 mUlioYLf.> de. dinaM me.ntionne. u-de,,t,J.>M, le. 

de./)ic.il ,t, 'e.le.ve1ta.il a 310 millioYLf.> de. dina.M ( 3, 6 powr .c.e.n.t du. PNB) . Su.1t la bM e. 

de,,t, ugne,,t, de. c.1te.di.t deja c.on;t;Jtac..te.e,,t,, il e,,t,,t p1tevu. u.ne. ha.MJ.>e. J.>e.YLf.>ible. e.n 1988 

du. 6,,i,na.nc.e.me.n.t e.x..te.Jt,,(,e.u.Jt ne.;t qu.i a..t.tund!ta.il 2 31 MiluoYLf.> de. dinaM. Comp.te. .te.nu. 

du. nive.a.u. plte.vu. pou.Jt le. 6ina.nc.e.me.n.t in.te.Jt,,(,e.u.Jt non ba.nc.ailte. ( e.mp1tu.n.t public. e,,t. 

f.>OMC,Jt,,(,pUoYLf.> de. boYLf.> d' e.qu.ipe.me.n.t hoM ,t,y,t,.te.me. ba.nc.ailte.), le. 6ina.nc.e.me.n.t pall. le. 

,t,y,t,.te.me. banc.ailte. ,t,e.JtaJ..;t. Jtame.ne. de. 94 miluoYLf.> de. dinaM e.n 198~ a 50 m<-llioYLf.> 

dina.M e.n 1 9 8 8 . 

. .. I . .. 
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12. La mM-oe. mone..ta.vz..e. e.-6.t ptwje..te.e. e.n haU/2-oe. de. 9 pou.tv c.e.vt e.n 1988, 

e,e. qtLl e.-6.t que..lqu.e. pe.u in6e,tu,e.u.Jt a la. c.Jto,l,6-oane,e. de. la de.ma.nde. in.te.tu,e.u.Jte.. Con-

6otr.me.me.n.t a l'obje.e,;t;_6 d'augme.n.tation de.-6 tr...e.MUwe.-6 e.rte.tr...ie.u.Jte.-6, la e,tr...o,l,6-oane,e. du 

c.Jte.dli in.te.tr...ie.u.Jt e.-6t ptr...ogtr...amme.e. au .tau.x de. 8, 7 pou.!t: ee.n.t. Comp.te. te.nu de. l' obje.e,­

ti6 de. 6inane,e.me.n.t bane,a,{}te, du de.6iw budge.ta,{}te., ee.u pe.tr...me,t;t,,r_a;_;t une. c.Jto,l,6-oan­

e,e. de. 9 po Wt ce.n.t du c.Jte. dU au -6 e.cte.u.Jt ptr...iv e. , e, e. q u.i e,o n-6 .t.ltue. le. minimum tr...e.q u.,l,6 

pou.Jt -oou.te.nitr... l' e.0 6otr...t d 'inve.-6W-6 e.me.n.t ne.ee.-6-oa,<}te. a la tr...e..lane,e. de. l' e.eonomie.. 

13. En 198 8, le. de.6ic.U eou.Jtan.t de. la balane,e. de.-6 paie.me.nu -6 'ele.ve.tr...a.il 

a 320 million-o de. dina.M au 3, 7 pou.Jt ee.nt du PNB, e,e. qui, bie.n que. de.paMan.t le. 

nive.au e.xe,e.ptionne.Ue.me.n.t bCl6 tr...e.al,l,6e. e.n 1987, tr...e.-6.te. ne.tte.me.n.t in6e,tr...ie.u.Jt a l'ob-

j e.e,;t;_6 J.,n,,il,lal du. ptr...ogtr...amme. pou.Jt 19 8 8 ( 5, 8 pou.Jt.e,e.n;t du P. N. B. ) - PlU/2ie.u.tr...-6 6acte.u.tr...-6 

-oon.t a l'otu.gine. de. l'augme.n.tation du de.6iw e.n 1988, e.n patr...t,le,u.lJ.,e.tr... une. ba,l,6}.,e, 

de. l' e.xe,e.de.n.t e,omme.tr...ual de.-6 ptr...odu.,l;t,6 pe..ttr...olie.M, l' impact ne.gati6 de. la -6 e.e,he.­

tr...e.-6-6 e. -ou.Jt la balane,e. e,omme.tr...uale. a.Lune.nta.,ui_e., e.;t la -o.tagnation ptr...obable. de.-6 .ttr...an-o-

6e.tr...U de. 6ond-6 pa.tr.. le.-6 .ttr...avcuile.u.tr...-6 tun,l,6ie.n-o tr...e.-oide.n:to a l' e.ttr...ange.tr..., aptr...e.-6 le. 

nive.au e.xe,e.ptionn.e.Ue.me.n.t e.le.ve. e.n. 1987. Le.-6 impotr...ta.tion-o de. bie.n-o non alime.n;tai­

tr...e.-6 ( hoM e.ne.tr...gie.) augme.n.te.tr...aie.n.t de. 7 pou.Jt c:,e,n;t e.n. .te.tr...me.-6 tr...e. w , e.n tr...e. po n-o e. notam­

me.n.t a la 6 otr...te. tr..e.ptr..i-6 ~ atie.ndue. de. l 'Inv e.-6W-o e.me.n.t. En de.pd de. l' ae,c.tto,l,6-o e.me.n.t 

ptr...onone,e. du titr..agv., -ou.Jt .tu lignu de. e,tr...e.dli deja eonttr...acte.e.-6, un be.-6oin de. 6inan 

e, e.m e.n.t f., up ple.m e,n.ta..,ur_e, de. 2 5 0 millio n-6 de. dina.M ;., u b-o ,l,6 te. ma,l,6 -6 e.tr.ail no ta.mm e.n.t e,o u 

ve.tr...t pa.tr.. dv., 6inane,e.me.n:l6 e,omme.tr...uau.x e,ou.tr...ant-6 ain-oi que. pa.tr.. la ptr...e.mie.tr...e. ttr...ane,he. 

du ptr..U d ' a j U/2 .te.m e.n.t -6 .ttr...u. ctu.Jte..l de. la Banque. Mo n.cu.,al e. q lLl -6 e.tr...ail e,o ne,lu v e.M le. 

milieu de. l' anne.e. 1988. Au. total la balane,e. de.-6 paie.me.n:to de.gage.tr...ad un e.xe,e.de.n.t 

de 8 5 m-<-1.lio Yv.5 de dina.Jl./2 . 

14. Lu boYv.5 tr...e.f.>u.lta.t-6 obte.nU/2 a e,e. Jou.tr... dan-o la m,l,6e, e.n oe.u.vtr...e. du p!to­

gtr..arnme. d 'aj U/2te.me.n.t -o.ttr...u.ctu.Jte..l tr...e.nt5otr..ee.n.t no.ttr...e. de.te.tr...mination. a appliqu.e.tr... la ;.,ttr...a­

te.gie. de. de.ve.loppe.me.n.t ide.nt,lt5ie.e. dan-o le. Se.ptie.me. Plan 1987-91. NoU/2 noU/2 ptr...opo­

-oonf.> pou.Jt iv., ann.e.e.-6 a ve.n.itr.. de. pouMLLlvtr...e. la m,l,6e. e.n oe.uvtr..e. de.-6 dive.Me.-6 ae,;t;_on-o 

de. tr..e.6otr.me. de.ja engage.e.-6 e..t, poutr... e,e. 6aitr..e., nou.f., e.n.te.ndon-o me.tt!te. au poin.t un ptr...o­

g tr..arnm e. -6 Wt ttr...o i-6 an-o q lLl po u.tr...fl..ail Uir..e. I.> o u.t e.nu pa.tr.. le.-6 tr...e.-61.> o u.Jte, u de. la 6 a wile. 

.. I . .. 
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elaJc.gie du Fon(1).) a la Juile du pneJen.t ac.c.ond de c.on6--<Jr.mation qui aJUlJ.,ve a teJune 

le 3 ma.-l 1988. E~e tempJ, nol.1J.> pnopMon-6 que lu ~e.nu de nea.Lv.,a.ti..on et lu 

objeeti6J indic.ati6J du pnognamme a 6-<,n maM 1988 Joien.t etabw c.omme indique 

au tableau Qi-joint. 

Le Gouvenneun de la 

Banque Centlr..a.le 

ISMAIL KH LIL 

Le M,i,~tne de.-6 F inanc.e/2 

NOURI ORGATI 

Le Mi~tne Velegue 
aupne.J du Pnemien 
Mi~tne c.haJc.g e du 

Plan 

f :.z::.,. . :;::7, / 

MOHAMED GHANiI 



' 

TunA/2ie - C!l);tenu de nea.LL6a.tion et objecti6~ inMca.ti6~ 
I 

Vece.mbne 1987-Mcvu.:, 1988 

A- CJr.i;tenu de nealMa.tion 

1 . cnedil intenieun 

B-

2 . Cneancu nettu ~ un l' E.ta.t 

3. Vette ex;teflA_eune pubUque* 

3. a. 0-1 an ( encoUM a l' exc!Mion du cnecu..:t/2 
lie~ aux ,<,mpon.ia.Lw ~ ) 

3. b. Nouveaux e.mpnunu ex;teJU.,eUM non concu­
~ionnw (manta~ cumule~) 

i)- 1-5 a~ 
ii)- 1-12 a~ 

4. A~ene~ du paie.menu. ex:tennu ( encoUM) 

Objeili6~ indica.;t;_,6~ 

1 . Ve.6ici.t budge.tai!r..e comoude. 

2. Total du nevenM et do~ 

3. Total du de.pem u et p!tW nw 
( hoM amofl.,:U_,6~ e.menu J 

4. AvoiM ex:t.enieuM nw du ~y~teme 
mone.taifte 

* Co nbtacte e, o u g aJLantie, pa.Ji. l' Eta,t. 

1987 1988 
Vece.mbne MaM 

Pnog. Real Pnog. 

4. 714 

n 8 

12U 

65 
450 

- 338 

2.564 

-2.902 

134 

(MillioM de dinaM) 

4.600 

721 

4.692 

721 

(Millio~ de VTS) 

14 

57 
136 

120 

170 
450 

(MUUo~ de dinaM) 

- 287 - 47 

2.549 605 

-2.836 - 652 

(Millio~ de VTSJ 

173 42 



Of /ice Memorandum 
TO: Mr. Bornemann March 4, 1988 

FROM: Helen B. Junz~ 

SUBJECT: Tunisia--Draft Staff Report 

I am attaching my colleague~• comments on the draft, with 
which I am in agreement. I want to particularly underscore the 
difficulty that we see with the description of the fiscal plan for 1988, 
which talks about an "underlying .fiscal position," that to my mind is 
misleading. The expenditures that have been excluded in order to arrive 
at this "underlying" concept in fact are part of the basic problem and 
also are most likely to be both recurrent and open-ended. This point is 
made in the attached comments and, as noted above, I think it is an 
exceedingly important one. 

Attachment 

Mr. Gianviti 
Mr. Bhuiyan 
Mr. Nashashibi 
Ms. Dillon 
Mr. Pujol 



March 4, 1988 

Tunisia--Comments on Draft Staff Report 

A large increase in the contracting of loans of 1-5 years maturity 
has been programmed for the first quarter of 1988--SDR 170 million 
compared to SDR 57 million for the whole of 1987 (see table on page 9 of 
the letter of intent). A brief explan~tion of this increase should be 
given (perhaps on page 19), and the capital flows that will arise out of 
these new contracts should be identified and distinguished from those 
resulting from the "credit lines put in place, but not yet utilized, in 
part as a result of the donors' meeting in Paris in February 1987." 



cotunOl 
3/4/88 

Tunisia--Comments on Third Review Under Stand-By Arrangement 

This is a very well written paper about a success story so we have 
relatively few comments to make. 

The only issue of substance concern~ the way the mission is 
presenting the fiscal plan for 1988 by using a concept of "underlying 
fiscal position" (1st paragraph of page 13 and last paragraph of page 23 
in the staff appraisal). Given the likely recurrent character of the 
operating losses of certain state enterprises and the exchange losses of 
development banks-in the absence of fundamental changes in the way 
their operations are conducted--we do not believe that the way in which 
the impact of these expenses on the fiscal situation is being 
characterized is appropriate. It would be better for the report to come 
out and say that these are problems that exist, that they are likely to 
increase future deficits (in fact their future impact could be quite 
substantial in the absence of changes in the system), and that the 
authorities need to address them promptly and forcefully. The paper can 
then go on to indicate that the authorities are aware of the problem and 
are studying ways to solve them, with our assistance and that of the 
World Barik. 

Other minor points 

The issue of nonpayment of petroleum purchases by certain public 
enterprises is mentioned on page 5 and then repeated on page 6, but the 
report could explain more (page 6) the nature of the problem and 
indicate possible solutions that are being contemplated. 

On page 11, the last sentence in the second paragraph that refers 
to further reforms of the monetary system adopted in January could be 
elaborated further. 

On page 13, mention is made about a Special Fund for the Guarantee 
of Exchange Rate and Interest Rate Risks. Could the nature of this fund 
be explained somewhat elsewhere in the paper? 

Reference is made on page 14 to a ~AT rate of 29 percent. This 
seems very high to us (the experience in other countries with such high ·. 
VAT rates is that they tend to encourage evasion), and we wonder what is 
the view of the Fiscal Affairs Department on the specific proposal that 
is being advanced for Tunisia. The report gives the impression that the 
Fund is in agreement with the introduction of these specific rates. 

We would propose deleting the remarks that praise the tax amnesty 
on page 15. We question whether tax amnesties are really an appropriate 
tool for eliminating tax evasion and we think the Fund should not appear 
to be encouraging its use. 
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We would expand the explanation given on page 16 for the losses 
experienced by state-owned enterprises and the exchange losses of 
development banks. We think this paragraph should explain why these 
losses appear all of a sudden reflected in the fiscal . accounts and 
should examine the likelihood of their recurrence. 



Office Memorandum 

TO: Mr. Bornemann February 26, 1988 

FROM: 

SUBJECT: Tunisia--Letter of Intent 
y 

Our only comment reflects our concern regarding the_ actual and 
potential exchange losses which are being borne by the budget. The 
budget deficit for 1988 is now programmed to amount to 4.1 percent of 
GDP compared to the briefing paper target of 3.6 percent. This appears 
to reflect a "special payment" of D 40 million to the development banks 
to cover exchange losses (page 6). How certain are we that this is a 
"special payment" only and not just the "tip of the iceberg"? Is it 
reasonable to assume that such ~losses would recur as the external debt 
of the development banks continues to mature and the monetary impact of 
such losses worsens with further real depreciation? --

• we' recognize that this . issue may be~of limited importance for 
the· present SBA, which expires in May. As we prepare for a possible / 
EFF, however, it would be important in our view to keep it in mind. 
Would it be helpful to prepare a comprehensive analysis of potential 
exchange losses for the next 3-5 years in order to identify the true 
public sector deficits and the monetary impact of these deficits? 

cc: Mrs. Junz 

bee: Ms. Dillon 
Mr. Pujol 



• 

~ INTERNATIONAL MONETARY FUND 

February 26, 1988 

Ms. Junz: 

Tunisia: Comments on 
Letter of Intent 

Attached are comments on 
the letter of intent for 
Tunisia which was reviewed 
by Mr. Thomsen. 

cc: Ms. Dillon 
Mr. Johnson 
Mr. Parcu 

Joaquin P. Pujol 



ETR3/CRT/TUN/cotun03 February 26, 1988 

Tunisia: Connnents on Letter of Intent 

~ dg:-:;:i : ;:- ~8~ is ~now ·~-, .. 

/ 4.1 percent of GDP compared to the briefing paper target of 3.6 per-

/ 
cent. This appears to reflect a "special payment" of D 40 million to 
the development banks to cover exchange losses (page 6). Is the mission 

I
I assured that this is a "special payment" only and not just the "tip of 

the iceberg"? One would expect such losses to reoccur as external debt 
of the development banks continues to mature and the monetary impact of 

f such losses continues to worsen with a further real depreciation. While 
I this issue is of limited importance for the present SBA, which expires 
\ in May, a comprehensive analysis of potential exchange losses for the / 1 

\ next 3-5 years must be undertaken when preparing for the envisaged ./J 

' 
extended arrangement in order to identify the true public sector 
deficits and the monetary impact of these deficits . 

• ~..... ----·~- ....... .>•.,,. -.,;I ........ ,, -·¥:~ ·~,,_.. ,.p1-tir~_,i:;• 

While the proposal tow the end-December performance criterion 
blic sector credit is justified in lig of the g eral 

ormance and the size oft excess over this cei ·ng, the 
or the waiver ought to be a ompanied by an explarr~ion of 

domestic financing has exceeded the target by almostnalf a 
percent of GDP. 



9 Office Memorandum 
~)'AR~i 

January 2Y, 1988 

MEMORANDUM FOR FILES 

SUBJECT: Exchange System Reform in Tunisia 

A meeting was held on January 27, 1988 with Mr. Rachid Sadek, 
Advisor to the Central Bank of Tunisia. The staff representatives were 
Mr. Quirk, Mr. Petersen, Mr. Schoofs, and myself. 

Mr. Sadek stated that the reason for the meeting was to have a 
preliminary discussion with the Fund about priorities and possibilities 
for the reform of the exchange system in Tunisia. He made it clear that 
he was actually calling on Fund expertise and that any proposals from 
this discussion would have to be considered at the appropriate political 
level when the Fund mission visits Tunisia. Mr. Quirk noted that the 
environment appears favorable for the liberalization of the exchange 
system in Tunisia, thanks in part to the recent liberalization steps in 
the trade and monetary systems. In a sense, it was possible to say that 
at present the exchange system in Tunisia is lagging behind other com­
ponents of the trade and financial system. On the basis of a prelimin­
ary examination of the present exchange system, some possible steps for 
reform could be easily identified. Among these, a simplification of the 
foreign currency and foreign-denominated accounts could be realized 
without necessarily relinquishing appropriate controls. A first step in 
this direction could be to shift more responsibilities from the Central 
Bank to the commercial banks in the matter of exchange controls. 
Liberalization could also be foreseen in the field of invisible payments 
and, in particular, travel allowances are considered inadequate to the 
present situation. The most important reform is that of the exchange 
rate and this requires a careful study of the possibilities. The 
present institutions of the banking system in Tunisia appear, in 
principle, adequate for the establishment of an interbank exchange 
market. A unified market would be preferable; but transitional dual 
arrangements could also be envisaged. For example, the supply of 
foreign exchange to such a market could come from retained export 
proceeds, tourism receipts, and other transfers, while the demand could 
be from OGL trade and bona fide invisibles and capital transactions. 

Mr. Sadek asked about the experience of other countries with 
the reform of the exchange system, particularly in the field of capital 
inflows. He noted that liberalization steps undertaken up to this point 
had not produced results as positive as expected. He also specifically 
asked about the wisdom of adopting an export retention scheme, under­
lining that while this might facilitate the position of currently 
exporting companies, it might not be in the best interest of new 
potential exporting companies. Finally, he asked about what would be 
the final goal of the liberalization process. 
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Mr. Quirk illustrated some other cases of liberalization of 
the exchange system, emphasizing the strengthening effect that the 
liberalization had on the balance of payments, particularly in the area 
of reversing capital flight. He, however, underlined that in the case 
of Tunisia, where capital flight does not appear to be a primary area of 
concern, the benefit could be less dramatic at the start. However, the 
efficient allocation of resources that would follow from the correct 
pricing of foreign exchange would, in the end, favor economic growth and 
ensure external viability. 

Referring to the export retention scheme, it was noted that 
the essential point is that the market should be in a position of 
efficiently allocating foreign exchange by giving economic agents the 
freedom of buying and selling the available foreign currency to the 
highest bidder. In some cases, the Fund has encouraged a two-step 
process through which a secondary market is created and the exchange 
rates are unified as soon as the system becomes understood, widespread, 
and efficient. In general, this unification has been called for within 
the program period. 

Finally, the Fund staff raised the issue of the exchange rate 
risk guarantee, apparently given by the Tunisian Government without cost 
to development banks and nonfinancial enterprises. It was emphasized 
that this scheme could expose the Government to important losses. 
Mr. Sadek asked how the Government could ensure the long-term currency 
risk of economic agents. The Fund representative explained that hedging 
facilities for long-term currency risk did not exist to any significant 
extent, even in industrial countries. Appropriateness of long-term real 
interest rate differential would ensure that economic agents choose the 
currencies in which to own assets and liabilities in an optimal way. 
Short-term risk can be covered by an efficient forward exchange rate 
market. The building of such a market would be linked to the reform of 
the spot exchange rate market and evolution of the banking and financial 
system of Tunisia. 

Mr. Sadek asked if the Fund could consider providing technical 
assistance in the field of exchange rate reform to Tunisia. Mr. Quirk 
answered that the Fund, of course, would be pleased to assist the 
Tunisian authorities and that the matter could be taken up in the 
forthcoming mission. 

Pier Luigi Parcu 
Economist 

Stand-By Operations Division 
Exchange and Trade Relations Department 

cc: Mr. Bornemann, Mrs. Junz, Mr. Kanesa-Thasan, Mr. Pujol, Mr. Quirk, 
Mr. Schoofs, Mission members 



T'HE WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 

DATE: 

TO: 

FROM: 

EXT.: 

27 January 1988 

Distribution 

Dimitri Vittas, CECFP fi 
SUBJECT: TUNISIA: / TREATMENT OF -FOREIGN EXCHANGE RISK 

1. I attach a revised copy of a paper that discusses the 
treatment of foreign exchange risk in Tunisia and considers 
possible solutions to the scheme that is currently in operation. 
The revised version incorporates comments received from 
colleagues at the CECFP division and other parts of the Bank. 

2 . The present Tunisian scheme could be described as the 
classic case of "HOW NOT TO COVER FOREIGN EXCHANGE RISK". Its 
major shortcoming is that it provides strong incentives to 
borrowing entities (development banks and non-financial 
corporations) to raise loans denominated in low coupon 
currencies. Although some mitigating factors are in effect, the 
impact of the scheme on the burden of debt servicing is 
considered to be large. 

3. The paper considers the need to replace the existing 
scheme with one that . encourages efficient decentralized foreign 
currency borrowing, exposes local economic agents to developments 
in international financial markets and avoids large financial 
subsidies to borrowing entities . 

4. Four possible solutions are briefly discussed. Of 
these, the first two - eliminating the scheme al~ogether without 

Distribution: 

Dervis, P Hasan, Michalopoulos, Shilling, Grais, Rahim, Hinds, 
Long, Gelb, Hutcheson, Dailami, Honohan, M de Melo, Corbo, 
Johns~m, .Opper (IBRD) 
Dooley, Petersen, Sheehy (IMF) 
Dommeng;=-(IFC) 

cc. Funck, Hubert, Castellanos, Claudet, Glaessner, Rajasingham, 
Rocha, van Wijnbergen, Behbehani, Cho 
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putting anything else in its place 
currency borrowing in the hands of 
meet the above objectives. Of the last two, bo 
meet these objectives, one would involve offeritmifll01J>Bl1~3/lPI:ruDmi 
long-term hedging facilities through a loan swap «~ 
foreign currency loans into local currency ones~ 
potential losses from changes in foreign exchan 
the other would involve offering long-term finan:onlllttta:o::illillttllfes 
to cover the liquidity needs from such losses. 

5. Hedging facilities based on loan swaps auufflff t 
available in Mexico and Brazil although there i s u.nmmttBiirrttw 
about their operational relevance ( the Mexican d.dheae, , ttmi'Ifu lhHs 
been introduced to encourage the renegotiation off ~ ffi+nrnm 
loans after the 1982 crisis, is briefly describeii • ttlhe~ 
the paper). Long-term financing facilit ~es to mBEtt: ttlhe l1i:kguifd:lirtw 
needs caused by foreign exchange losses have be u.emiiam 
hoc basis in some countries. 

6. The paper discusses the merits and dPDR'niittm cdf ttwm 
alternative solutions and examines the implicati:mm cdf t.tihB Jbnm-­
term financing facilities for corporate leverage,, ~ 
finance and monetary policy. Whilst either scheme mo•illd:llbe 
acceptable if its cost was reasonable, the paper~ ttlhe 
financing facility to be preferable, mainly because mtfhe 
difficulty of pricing correctly a risk that is nmtt:cBDIBIHibThe ttm 
"actuarial" assessment. 

6. The paper incorporates a number of cha~ :ffinmnttlhe 
earlier version that reflect the comments receivad. lRDr 
instance, to minimize the danger of "moral hazarcf" am ttiheymitt 
the authorities, it is suggested that administradfamclif ttihB 
scheme could be delegated to commercial or developmmtt. lhariks,, 
other than for foreign currency loans obtained by 1Jfue ibmiks 
themselves. In addition, the banks could be aske4 ttmliHHlume ca 
part of the credit risk involved. Moreover, · greansr ~ 
is suggested in the determination of the "trigger ~ ttftmr.t 
would activate the facility. 

7. Many _commentators have expressed the view ttib:at 
scheme" solution would be preferable. This is mo lhmm•me 
they are concerned about the monetary implications <lif'ttfue 
financing facility or they do not trust government~~:p:onBDJld 
schemes. - The latter view could be taken to imply ttftmt: 
governments in general are neither risk averse nor 
but rather risk perverse. 

8. In economies with closed foreign exchanp !JPB'rl1Pma11 

"no-scheme" solution would lack credibility whilst,, am .;4r:ameH • 
the paper, the second solution - centralising foreumn <Dhfltf♦f"u;»' 

7 
I 
I 
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borrowing - would require a continuation, and perhaps even 
intensification, of financial repression. Perhaps, if we are to 
push for a "no-scheme" solution, we should also argue for opening 
up the foreign exchange market and encouraging the development of 
market-based hedging facilities. Otherwise, the long-term 
financing solution, in which the authorities would not underwrite 
the losses of borrowing entities but only provide liquidity 
assistance, would still make sense, s~bject to the caveats set 
out in the attached paper. 

DVITTAS/ 



TREATMENT OF FOREIGN EXCHANGE RISK IN TUNISIA 

INTRODUCTION: THE CURRENT SCHEME 

The Tunisian authorities operate a foreign exchange risk 
guarantee scheme whereby development banks and non-financial 
corporations that obtain foreign currency loans from the 
international financial markets are covered completely for the 
risk of devaluation of the dinar without having to pay any risk 
premium. Beneficiaries of this scheme have to incur only the 
foreign currency rate of interesc on their foreign debt and have, 
as a result, a strong incentive to borrow in low coupon hard 
currencies, irrespective of the risk of future appreciation which 
is normally much higher for low-coupon than for high-coupon 
currencies. Inevitably, there has been much borrowing in yen and 
other strong currencies at rates of interest as low as 5 to 7 per 
cent against local lending rates of 13 to 16 per cent. 

To cover the possible losses from changes in the value of the 
dinar vis-a-vis various international currencies, the Tunisian 
authorities have established an exchange equalization fund, Fonds 
de Perequation des Changes, which is funded with special 
commission charges levied on all overdraft loans granted by 
commercial banks (0.5 per cent) and on all term loans granted by 
development banks ( 1 per c·ent) . These charges are flat fees, not 
periodic annual fees, and the accumulated fund is generally 
considered to be inadequate for the purposes for which it has 
been created. 

The Tunisian scheme involves potentially very large subsidies in 
favor of entities obtaining foreign currency loans. The size of 
the subsidies depends on the differential between the coupon of 
the foreign currency loans and the opportunity cost of local 
currency finance. Because of the way in which the exchange 
equalization fund is structured, the subsidies are paid in the 
first place by local currency borrowers but are covered in the 
last analysis by taxpayers . 

The effective cost for the Tunisian economy is given by the 
coupon and expected rate of appreciation of different foreign 
currencies. For short-term and even for medium-term loans, the 
effective total cost is dominated by the timing of the loans in 
relation to the timing of the expected appreciation (or 
depreciation) of foreign currencies. A loan in a low coupon 
currency that is near its turning point, and should not therefore 
be ~.xpected t o ap:1r eci ate much over the lifn of t h~ loan , 1:1~:y 
well prove to be a particularly cheap source of finance. 
Normally, however, low coupon currencies would have a higher 
probability of appreciation than high coupon ones. For long-term 
loans, the effective cost of low and high coupon currencies 
should be the same, unless low coupon currencies benefit from a 
systematic risk discount (negative risk premium) in which case 
loans in low coupon currencies could turn out to be cheaper. 
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There are two main reasons that Tunisian officials offer in 
support of the scheme. The first rests on the belief that 
managers of development banks and non-financial corporations are 
in a position to secure foreign currency loans on better terms 
than government officials seeking foreign currency loans in the 
name of the Tunisian government. This probably explains why, in 
addition to the free foreign exchange risk guarantee, the 
entities involved also receive a flat commission, equal to 2 per 
cent of the loan amount, to cover their costs for negotiating 
these loans. 

It is not clear why non-government entities should be able to 
borrow in the international markets on better terms than the 
Tunisian government. Yet given the imperfections and 
shortsightedness that characterize the functioning of 
international financial markets, this argument should not be 
dismissed lightly. For instance, two explanations that could be 
used in support of this argument are: first, the possibility 
that managers of development banks and non-financial corporations 
may have stronger motivation to secure a foreign currency loan 
and better contacts and greater leverage with the international 
financial community to obtain it on good terms than government 
officials; and, second, the possibility that international banks 
may perceive project-related finance to be economically more 
worthwhile than finance for balance-of-payments purposes. 
Whatever the reason, to the extent that this argument is valid, 
it calls for a continuation of the policy of encouraging non­
government entities to raise funds directly overseas but on 
different, less distorted, terms than the current scheme. 

The second rationale for the scheme rests on the fact that there 
is no free foreign exchange market in Tunisia, the capital 
account is closed, and entities with foreign currency liabilities 
have no way of hedging effectively their foreign currency 
exposures. Again, this underlines the need for some long-term 
hedging facilities, but not necessarily on the terms of the 
current scheme. 

Although the scheme provides incentives for borrowing in hard 
currencies, the fact that foreign currency borrowing, especially 
when it involves the granting of foreign exchange risk guarantee, 
has been subject to the approval of the central bank, has 
perhaps operated to contain its size and mitigate its impact. 
The authorities can, in principle at least, keep under control 
the -0verall exposure in hard and soft currencies. However, 
Tunisia has a strong demand for foreign currency and decisions to 
approve particular foreign currency loans are dictated by the 
availability of foreign currency funds rather than their cost. 
This implies that the control of the Tunisian authorities on the 
currency composition of the foreign debt is more limited than is 
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sometimes claimed by officials of the central bank. The 
bargaining power of the borrowing entities may therefore be quite 
strong, forcing the authorities to accept hard currency loans 
that have the greatest benefit for the borrowers concerned. 

The provision of financial subsidies that are determined by the 
ability of borrowers to raise low coupon foreign currency loans, 
rather by any economic or social objectives, is perhaps the 
strongest argument against the scheme. Any concern about the 
currency composition of total external debt and possible large 
exposure to hard currencies could, in principle at least, be met 
by the government acting in countervailing fashion through its 
own borrowing program and through more active management of its 
foreign debt. However, even if feasible, countervailing 
operations have their own costs and constraints that would need 
to be taken into account . 

Before discussing possible alternatives to the present scheme, it 
may be useful to consider the broader economic rationales that 
may justify the operation of foreign exchange risk schemes. The 
first such rationale relates to the intended use of the proceeds 
of a foreign currency loan . This implies that there is a system 
of foreign exchange allocation in operation and that obtaining a 
foreign currency loan may determine whether a particular project 
goes ahead or not . In such cases, the opportunity cost of not 
getting the foreign currency loan is not just the cost of local . 
currency finance, but whatever cost is involved in not 
implementing the project concerned. Foreign exchange allocation 
systems raise complex issues that go beyond the objectives of 
this paper. It •is assumed here that there is no foreign exchange 
allocation system in operation and that the opportunity cost of 
not obtaining a foreign currency loan is the cost of local 
currency finance. 

Another broad economic rationale relates to the allocation of 
foreign exchange risk. The increased volatility of foreign 
exchange rates has raised the level of uncertainty with regard to 
the effective cost of foreign currency loans. Most economic 
agents other than the government are usually assumed to be risk 
averse, which means that, in the absence of any hedging or other 
risk. transfering facilities, they would reduce their recourse to 
foreign currency loans. On the other hand, the government is 
considered to be risk neutral so that efficient allocation of 
risk would imply that governments should assume the foreign 
exc~an ;;o risk b· 1 t p:::1ss on to f in2l borrowers t he expect~d cost of 
foreign currency loans. Much of the rest of this paper discusses 
alternative schemes for risk-transfering or risk-sharing 
facilities. However, it is fair to mention at this stage that in 
a dynamic (rather than static) sense, many commentators would 
argue that governments, far from being risk neutral, behave in a 
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manner that increases risk for which they generally tend to 
charge a low price. The implication is that any involvement of 
governments in running foreign exchange risk sharing schemes is 
likely to lead to inefficiencies and scheme abuse. Instead, 
governments should concentrate on implementing sound 
macroeconomic policies, including maintenance of a fairly valued 
exchange rate. 

POSSIBLE REFORMS 

The current scheme suffers from a number of important weaknesses 
and disadvantages that call for major reform: 

a. It provides strong incentives for borrowing in low coupon 
currencies that will minimize the financial costs (and 
maximize the implicit financial subsidies) of borrowing 
entities, irrespective of the total effective cost for the 
economy as a whole; 

b. It may therefore result in a very high effective cost of 
foreign currency debt; 

c. It insulates local entities from the implications of changes 
in international currency and financial markets. 

d. By providing free foreign exchange cover, it may constitute 
a multiple currency practice, although the concept of 
multiple .currency practices in the context of transactions 
over time is not as clear as in the context of different 
exchange rates for different types of transactions of a 
given term (spot or forward). 

There is a need to replace the existing scheme with one that 
encourages efficient decentralized foreign currency borrowing by 
exposing local economic agents to developments in international 
financial markets, achieves a more efficient allocation of 
foreign exchange risk and avoids large financial subsidies to 
borrowing entities. 

There are . four possible solutions to the problems caused by the 
current foreign exchange risk guarantee scheme: 

a. - No scheme: The first is to eliminate the scheme altogether 
and let borrowing entities assume completely the foreign 
exchange risk. The no-scheme solution has many advantages 
and is the situation that prevails in nearly all advanced 
countries, where economic agents are free to determine their 
individual exposure in different curencies and to arrange 



- 5 -

for hedging and other risk transferring and risk sharing 
facilities through the marketplace. It avoids both the 
problems of administration and the implications of potential 
abuse that other solutions may have. 

However, the no-scheme solution has two major shortcomings . 
Development banks and non-financial corporations may be 
unable to sustain the losses that may result from a large 
depreciation of the local currency (or , as in the recent 
history of the yen, a large appreciation of the foreign 
currency concerned). The increase in debt servicing costs 
may cause serious liquidity problems and endanger the 
continuing existence of otherwise sound enterprises. The 
government may then be forced to intervene to assume the 
foreign exchange losses on an ex post basis. Once this 
happens, the credibility of this approach would be seriously 
compromised. The fact that governments in many developing 
countries in Latin America and Africa have been compelled to 
intervene in this fashion may have already undermined the 
feasibility of this solution even in countries, such as 
Tunisia, where it has not been tried until now. 

In addition to the lack of credibility, the no-scheme 
solution has another shortcoming: the discouragement of 
recourse to foreign currency finance that may result in the 
absence of free foreign exchange markets. In some cases, 
especially if there is substantial foreign debt overhang and 
borrowing entities have been imprudent in their foreign 
currency borrowings, this may not be a shortcoming at all. 
However, if there is an objective to encourage decentralised 
foreign currency borrowing, then the discouragement of such 
financing would be a weakness. 

b. Centralised foreign currency borrowing: The second solution 
is for all foreign currency borrowing to be concentrated in 
the hands of the government which will then convert the 
proceeds of such loans into local currency and onlend them 
at the prevailing local rates of interest, either directly 
to the ultimate beneficiaries or through the commercial and 
development banks. Such a solution would be more consistent 
with the fact that there is no free foreign exchange market 
and capital controls prevent economic agents from having 
access to hedging facilities in the domestic or 

_ h:tnrmitlonnl fin.:mcial markets . Th :) r::t t i ona l e bch l nd t.~~-:.~ 

approach would be that if a government has effectively 
nationalized the foreign exchange market, it might as well 
nationalize foreign currency borrowing and with it the 
assumption of foreign exchange risk. 
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Centralised foreign currency borrowing may result in higher 
total borrowing costs. In addition, it insulates local 
economic agents from developments in inte~national financial 
markets and prevents financial markets from playing any 
direct part in the determination of the exchange rate and 
the handling of the foreign exchange risk. It also fails to 
prepare economic agents for the exigencies of freer 
financial markets and implicitly assumes a continuing 
reliance on financial repression. 

c. Long-term hedging facilities: A third solution is for the 
government to offer appropriately priced long-term hedging 
facilities to local economic agents. The current scheme 
operated in Tunisia falls under this heading but its major 
shortcoming is that the facility is provided cost-free. One 
way to charge for the hedging facility is to levy a risk 
premium equal to the differential between the domestic and 
foreign currency interest rates on loans of comparable size, 
risk and maturity. However, if the level of domestic loan 
interest rates does not reflect market expectations of a 
future depreciation in the local currency, the risk premium 
may be inadequate. On the other hand, levying a higher risk 
premium to take account of expectations of future 
devaluation may render hedged foreign currency loans unduly 
expensive by comparison with the cost of local currency 
loans and may discourage local entities from seeking to 
borrow in foreign markets. The fact that the forward rates 
that result from prevailing interest differentials are more 
often than not very bad predictors of future exchange rates 
is a major weakness of this solution. 

The authorities in developing countries have been reluctant 
to offer hedging facilities involving explicit risk 
premiums, perhaps because such premiums, and especially 
variations in them, may be seen to provide official 
indications of expected devaluation. An alternative scheme 
offering long-term hedging facilities that appears to have 
been tried in Mexico and Brazil is some kind of back-to-back 
swapping arrangement whereby the foreign currency loan of a 
local entity is converted into a local currency one. 

The FICORCA scheme operated in Mexico, which has been used 
to support the renegotiation of private sector loans 
obtained prior to 1982, is described briefly in the attached 
annex. The Brazilian scheme appears to be based on similar 
principles, although there is some uncertainty (ie 
difference of opinion) as to whether it is a genuine hedging 
facility rather than a disguised import deposit scheme. 
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Generally the economics of loan swapping arrangements depend 
on the valuation of the currency at the time the swap takes 
place and the interest differential between the local and 
foreign currencies concerned. One major problem co~cerns 
the ability of local entities to go in and out of the 
scheme. This creates a certain asymmetry in the fortunes of 
the scheme since borrowers have an incentive to join it when 
the local currency is overvalued (and a devaluation may be 
considered to be imminent) but to withdraw from it when the 
currency is undervalued. 

One solution to discourage short-term speculation against a 
long-term hedging scheme would be to charge the risk premium 
in the form of up-front fees payable at the time of entry 
into, or exit from, the scheme. The difficulty here is in 
determining the level of the up-front fees and whether 
borrowing entities in developing countries can cope with 
such more complex arrangements . 

Back-to-back loan arrangements do not avoid the difficulties 
of pricing a risk that is not amenable to "actuarial" 
assessment but seem to overcome the political embarrassment 
that may be caused by explicit risk premiums. Provided the 
local currency is not seriously overvalued (at least not for 
prolonged and frequent periods) and the level of local 
interest rates is not significantly out of line with 
international rates, such arrangements could be both 
economically and politically viable. However, if these 
conditions are not met, swap facilities could prove very 
costly. 

d. Long-term financing facilities: The fourth possible 
solution is to introduce a scheme offering long-term 
financing facilities to meet the increased debt servicing 
requirements that would ensue from a currency devaluation 
but without providing any hedging for the foreign exchange 
risk and therefore not requiring the determination of 
implicit or explicit risk premiums on an ex ante basis. 
Under this scheme, entities obtaining foreign currency loans 
would in the first place assume fully the foreign exchange 
risk of their foreign currency loans but if the d~preciation 
of the local currency in any one year were to exceed a given 
rate, the central bank could provide a long-term loan in 
local currency to meet any liquidity prob l cras 1·.:::-;ultin _; L:0::1 
the increased debt servicing burden. 

Unlike schemes offering long-term hedging facilities, a long­
term financing facility would not provide any cover against 
potential future foreign exchange losses but rather a means 
for financing such losses and spreading their impact over a 
longer period. It would in effect involve an ex post 
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calculation of the cost of foreign currency borrowing since 
the servicing and amortization of the long-term local 
currency loan would impact the ongoing operations of the 
entities concerned. 

Introduction of such a scheme would have a number of implications 
for corporate leverage, government finance and monetary policy, 
all of which appear to be related to the rate of interest and 
amortization conditions that should be applied to the local 
currency loan. Before implementing it, the following detailed 
questions would need to be addressed: 

a. What should be . the annual rate of depreciation that should 
trigger use of the facility? 

b. Who should be administering the scheme and what, if any, 
should be the role of commercial banks in its 
administration? 

c. Should access to the facility be automatic to borrowing 
entities affected by the devaluation or should the agency 
that administers the scheme have the right to refuse 
accommodation of borrowers with unduly high leverage or 
limited prospects of long-term survival? 

d. What should be the maturity of the local currency facility 
and how should its amortization be arranged? 

e. What rate of interest should be charged on the facility? 

f. What are the implications for government finance of the 
funding costs of the scheme? 

g. Are there any implications for the conduct and effectiveness 
of monetary policy? 

h. Under what conditions would the scheme be considered to 
constitute a multiple currency practice? 

i. What should happen to the gains from reduced debt servicing 
burden in the event of a local currency appreciation? 
Should participation in the scheme be mandatory for all non­
commercial foreign currency borrowing? Should borrowing 
entities have the option to join, and withdraw from, the 
scheme at any time during the life of their foreign currency 
loan(s)? 
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j. Finally, what are the merits and demerits of long-term 
financing facilities vis-a-vis the other possible solutions 
and especially long-term hedging facilities? 

Although complete answers to these questions would require 
extensive analysis and discussion, the following seem to follow 
from a preliminary consideration of the main issues listed above: 

a. The "trigger" rate of devaluation should not be too high 
since a high level would undermine the purpose of the scheme 
but it should not be too low either because a low level may 
give rise to frequent utilization, raising the 
administrative _costs of the scheme. The appropriate level 
should depend on the probability distribution of expected 
exchange rate changes but in the absence of any robust ideas 
on this, a realistically acceptable figure for a country 
with the moderate inflation experience of Tunisia could be 
between 5 and 10 per cent per annum. For other countries 
with a higher inflation differential over the average 
inflation of major industrialized countries, a higher 
trigger rate would be more appropriate. Perhaps, the 
"trigger" rate should be expressed in real rather than 
nominal terms in the case of countries with inflation in 
excess of 20 per cent. In general, the "trigger" rate, like 
most other features of the scheme, should be kept under 
review. 

b. The agency that should be responsible for the administration 
of the scheme should be the central bank. However, day-to­
day operations, and especially the appraisal of future 
prospects of borrowers, could be delegated to commercial 
banks. Commercial banks could also be called upon to share 
in the credit risk involved, if that was deemed desirable. 
The scheme may create long-term relationships between the 
monetary authorities and large borrowing entities. This may 
constrain the central bank from taking corrective action on 
the exchange rate or on interest rates, because of the 
likely impact on large borrowers. Delegating the 
administration of the scheme to commercial banks, under 
central bank supervision, may reduce this danger. 
Delegating to commercial banks may be justified on other 
grounds. If firms are facing liquidity problems but are 
otherwise sound, commercial banks should in a 1,:.·cl~ 
functioning market be prepared to lend to them on their own 
account without the need of an official scheme. However, 
commercial banks may be reluctant to do so becasue of a high 
degree of uncertainty. An official scheme, operating like a 
credit guarantee scheme with the banks assuming some of the 
credit risk, could encourage banks to provide the required 
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liquidity assistance. Another question regarding the 
administration of the scheme is how disbursements under the 
scheme should be made. In principle, disbursements should 
be made until the final maturity of the foreign currency 
loan but various provisions could be made to streamline the 
functioning of the scheme. 

c. An important consideration is whether the loan should be 
extended on an automatic basis when depreciation of the 
local currency above a certain limit occurs or whether the 
central bank should have the right to refuse accommodation 
of a borrower if its leverage is deemed to be undul1 high. 
Much will depend on the ability of borrowing entities to 
recoup the increased cost of debt servicing from their basic 
operations and on the impact of depreciation on the local 
currency value of their assets. To forestall future 
difficulties from inability of borrowing entities to meet 
their local currency obligations, access to the facility 
should not be automatic but the conditions of eligibility 
should be established at the time participation in the 
scheme is sought by individual entities . This would allow 
the central bank to exercise greater control on the 
assumption of foreign currency liabilities by individual 
development banks and non-financial corporations. It may 
also allow the central bank to require that participating 
entities take explicitly into account, especially in their 
costing and pricing decisions, the need to cover possible 
future losses from currency changes. 

d In principle, the local currency facility should be a long 
term one, repayable over say 12 years or more, allowing 
borrowing entities to amortize over a long period the 
foreign exchange losses suffered from the depreciation of 
the local currency. This should not, however, preclude the 
need for taking into account in an ex ante sense expected 
future foreign exchange losses when making pricing and other 
management decisions. 

e. The economics of the scheme would clearly depend on the rate 
of interest payable on the local currency loan and on the 
ability of the borrowing firm to repay its increased long­
term debt. Ideally, the local currency loan should bear 
interest at the marginal cost of government borrowing. In 
high inflation countries, the rate of interest should also 
be variable and linked to the r ate on long-t~r:t goverr.2ent 
bonds, provided the _ latter is a free market and is not based 
on funds from captive sources. As a compromise during the 
introduction of the scheme, a lower rate of interest equal 
to the rate applicable on preferred credits could be used. 
However, a move to a rate reflecting the marginal cost of 
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government funds should be envisaged if the size of this 
scheme were to have a major impact on the net funding costs 
of the government. 

f. The implications for government finance would depend on the 
rate of interest charged on the local currency facility and 
the marginal cost of government borrowing as well as on the 
way in which the government funds the required loans. It 
would also depend on the level of overvaluation of the local 
currency and the level of domestic interest rates in 
relation to international rates. It is assumed here that 
the government will fund any loans in a non-inflationary 
way, i.e. in a way that will not give rise to an increase in 
reserve balances that will allow banks to engage in a 
multiple expansion of credit. As regards the net funding 
costs of the scheme, if any, these could be kept under 
control by the government retaining the option to vary the 
cost of the local currency facility to ensure that the 
impact on the budget would not become unduly large. 

g. Apart from the impact on the government borrowing 
requirement and its implications for the level of interest 
rates, introduction of a scheme offering long-term financing 
facilities should not have any direct implications for the 
conduct and effectiveness of monetary policy. This is 
because the proceeds of the local currency loan would be 
absorbed in purchasing the foreign currency needed to 
service the foreign debt concerned and would not be 
available for spending for investment or other purposes. 
There should therefore be no direct impact on the level of 
domestic demand and no immediate inflationary pressures 
should be generated. However, if the existence of the 
scheme were to encourage foreign currency borrowing that was 
not compensated by an equivalent reduction in domestic 
credit expansion, then there would be an indirect impact on 
the level of domestic demand with potentially adverse 
implications for internal and external balance. Moreover, 
the lending facility by mitigating the impact of exchange 
rate depreciation would also soften its liquidity and income 
(wealth} effect, though not any price effect. However, it 
is a primary objective of the scheme to enable borrowing 
entities to soften the impact of depreciation by amortizing 
the losses over a longer period of time. 

h . . As already noted above , the concept of multiple currenc7 
practices is not very clear for transactions that take place 
over different time periods. Nevertheless, use of a heavily 
subsidized rate on the local currency loan would give rise 
to allegations of multiple currency practices. The question 
may be one of legal definitions since if the government were 
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to raise the foreign currency funds in its own name and use 
the proceeds for onlending in local currency, it could 
charge any rate of interest it chose without being accused 
of engaging in multiple currency practices. 

j. Symmetricity in the treatment of appreciating and 
depreciating currencies would require that in the event, 
however unlikely, of an appreciation of the local currency 
against a given foreign currency by more than the "trigger" 
rate, the entity involved should grant a long term loan to 
the central bank at the same rate and conditions as the loan 
it would have obtained under the scheme had there been a 
depreciation against that same or another foreign currency . 
This is linked to the issue whether participation in the 
scheme should be mandatory for all entities that obtain 
foreign currency loans or for all foreign currency loans of 
participating entities or whether it should be voluntary for 
each different case of foreign currency borrowing. A 
further question relates to the ability to go in and out of 
the scheme. Probably, the easiest solution would be to make 
participation voluntary for all loans that meet some 
specified conditions of eligibility (i.e those in excess of 
a given short maturity which should exclude all credits 
relating to short-term commercial transactions). As regards 
the conditions of scheme entry and exit, it would be 
necessary to lay down terms and conditions that discouraged 
short-term speculation against the scheme but, otherwise, 
entry and exit should perhaps be allowed on a liberal basis 
to allow sufficient flexibility to participating entities in 
managing their financial affairs. If the cost of the local 
currency financing facility was reasonable, the incentive 
for abuse of the scheme would be weak, causing less concern 
about the impact of a possible lack of symmetricity in the 
operations of the scheme. 

i. Finally, the question of the merits and demerits of the 
hedging anf financing facilities is a complex and difficult 
one to answer. First, with regard to the no-scheme 
solution, the long-term facility should enjoy a higher 
degree of credibility, provided it is widely used. This is 
because there will be less pressure on the authorities to 
assume ex post the losses of those entities that may have 
decided not to seek cover under the scheme. The no-scheme 
solution would be credible if the authorities pursue sound 
interest rate and exchange rate policies and avotd 
substantial overvaluation of the exchange rate. But then 
the long-term facility would would not be triggered. 
Centralised foreign currency borrowing would probably be a 
superior . solution if the authorities wish to discourage 
recourse to the international markets because of concern 
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about the debt overhang. However, this solution implies a 
continuation, or perhaps even intensification, of some sort 
of financial repression . 

As regards hedging facilities, they should be preferable if 
they could be properly priced since they would allow 
economic decisions to be made on a forward-looking basis. 
However, given the likelihood of mispricing and its 
asymmetric impact on a hedging scheme (utilization of 
underpriced facilities would far exceed that of overpriced 
ones), the long-term financing facility may be preferable, 
especially if the dangers of automatic access and 
excessively high leverage could be kept under control. The 
weakness of the long-term financing facility scheme is that 
it would be a backward-looking operation in the sense that 
it would rely on future profits to pay for past losses. 

Clearly, no system would offer a perfect solution but given 
the existing constraints on operating a perfect system, 
either scheme would be acceptable if the cost to direct 
beneficiaries was reasonable. After all no scheme, however 
perfect, would be required if there were no macroeconomic 
and political constraints on interest and exchange rate 
policies, necessitating the maintenance of a closed foreign 
exchange market. 

CONCLUDING REMARKS 

The Tunisian authorities operate a scheme for covering the 
foreign exchange risk of foreign currency loans by development 
banks and non-financial corporations that provides strong 
incentives for borrowing in low coupon hard currencies. Although 
the impact of the scheme is mitigated by the controls that the 
central bank exercises over all cases of long-term foreign 
currency borrowing, a very strong case can be made for reforming 
the current scheme and replacing it with one that would 
incorporate the right incentives to encourage efficient 
decentralised foreign currency borrowing without providing large 
financial subsidies to borrowing entities. A further basic 
objective would be to expose local economic agents to 
developments in international financial markets. 

This note has briefly examined four possible solutions to this 
proQlem. Of these four, the first two - eliminating the scheme 
altogether without putting anything else in its place and 
centralising all foreign currency borrowing in the hands of the 
government - would fail to meet the above objectives. The third 
and fourth solutions - offering properly priced long-term hedging 
facilities to cover potential foreign exchange losses and 
offering long-term financing facilities to cover the liquidity 
needs from such losses - would on the other hand meet these 
objectives. 
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Further consideration of the merits and demerits of the third and 
fourth solutions would be advisable before specific 
recommendations are made to the Tunisian authorities, but in 
designing a scheme, the need for simplicity should also be kept 
in mind. On balance, the scheme offering long-term financing 
facilities would seem preferable given the difficulties of 
setting the right risk premiums that would be required for any 
hedging facilities. 

Dimitri Vittas 
CECFP 

26 January 1988 
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ANNEX 

THE FICORCA SCHEME IN MEXICO 

The FICORCA scheme was introduced in Mexico in 1983 to cope with 
the effects of the 1982 crisis. Its primary purpose was to 
provide an incentive to Mexican firms to renegotiate their pre­
existing foreign currency loans on more acceptable terms by 
offering a long-term hedging facility against foreign exchange 
risk. Eligibility has been limited to loans meeting certain 
criteria with regard to maturity, grace period and interest 
cost. There is some uncertainty as to whether FICORCA can be 
used for new loans but, given the paucity of new lending to 
Mexican firms, the question is perhaps academic. 

FICORCA operates four different systems which vary by the extent 
of foreign exchange risk coverage offered and by the financing 
arrangements involved: 

a. System 1 covers the foreign exchange risk for the repayment 
of principal only. Participating firms assume the foreign 
exchange risk for the interest payments on their foreign 
currency loans. The scheme requires participating firms to 
purchase foreign currency for future delivery at a special 
exchange rate. FICORCA undertakes to deliver the foreign 
currency when repayment of the principal is due. The cost 
of hedging for the participating firm is the foregone 
interest income on the peso funds used to purchase the 
foreign currency for future delivery. To offset partly this 
cost, the rate of exchange used is better than the 
prevailing spot controlled rate at the time the transaction 
is taking place by a margin that reflects the interest cost 
of the hedge. (Mexico operates a two tier exchange rate 
system - a controlled rate reserved for official 
transactions and a free rate.) An arithmetical example 
quoted by FICORCA shows that if the spot controlled rate is, 
for instance, 100 pesos per US dollar, the special rate for 
a System 1 transaction may be as low as 94 pesos for a six­
year loan with a three-year grace period or 82 pesos for an 
eight-year loan with a four-year grace period. 

b . • Sy 3 't 3~"": 2 a l ~o cov~rs t~c fore!.
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repayment of principal only and uses the same special rate 
of exchange for the purchase of foreign currency for future 
delivery as System 1 contracts. System 2 contracts differ 
from System 1 in that they offer a credit facility in pesos 
to cover the value of the contract. The rate of interest of 



. ,. - 16 -

this credit is variable and is linked to the arithmetical 
average of the rates available on three- and six-month peso 
deposits. The cost of the hedge is the interest cost of the 
FICORCA credit offset by the foreign exchange premium 
involved in the special rate used for such transactions. 

c. System 3 differs from the first two in that it offers to 
cover the foreign exchange risk of both principal and 
interest payments. It involyes the purchase of foreign 
currency at the prevailing spot rate in the controlled 
market for immediate delivery to the participating firm and 
the lending back to FICORCA of such foreign currency at a 
rate equal to LIBOR. The cost of the hedge is now the 
interest differential between the foregone interest income 
on the peso funds and LIBOR. FICORCA undertakes to make 
interest payments at LIBOR to the foreign lender. If the 
foreign loan bears interest at a spread over LIBOR (which 
eligibility criteria limit to a maximum of 2 percentage 
points), a surcharge is calculated on the controlled rate of 
exchange used for this transaction. The surcharge varies 
with the size of the spread. 

d. System 4 contracts offer a peso credit facility in addition 
to covering both the principal and interest payments of the 
foreign currency loan and requiring a relending of the 
foreign currency to FICORCA. System 4 provides a complete 
back-to-back arrangement and effectively amounts to a swap 
transaction converting a foreign currency debt into a local 
currency one. 

The FICORCA scheme has some special provisions for the 
amortization of peso credits which reflect the high inflation 
experience of Mexico and aim to maintain a constant repayment 
pattern in real, rather than nominal, terms. It also allows 
participating firms to join, and withdraw from, the scheme at any 
time during the life of a foreign currency loan provided the firm 
concerned pays the redemption value of the contract at the time 
of withdrawal. The ability to go in and out of the scheme 
affects its economic performance since participating firms may 
join when the peso is overvalued and withdraw (or not join) when 
it is undervalued. The economics of the scheme clearly depend on 
the relationship between the valuation of the exchange rate and 
the interest rate and inflation differentials. 

A basic eligibility criterion for participation in the FICORCA 
scheme was the negotiation with foreign lenders of a grace period 
of 3 to 4 years. It is interesting to note that by the time the 
grace period was over, FICORCA entered into direct negotiations 
with foreign lenders in order to reschedule the foreign currency 
liabilities it has taken over from private borrowers. The 
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restructuring that has recently been agreed has provided for a 
lengthening of maturities to 20 years among a number of other 
changes, but it has continued to allow private borrowers to leave 
the scheme on the basis of the redemption value of the loans. It 
appears that several borrowers have agreed with their foreign 
bankers to repay their loans at substantial discounts to their 
book value and there has been a considerable exit from the 
scheme. 

Because FICORCA has been created · to deal with the legacy of the 
overvaluation of the peso of the early 1980s and the foreign 
currency loans obtained before the major correction of 1982, its 
relevance for ongoing schemes is rather limited. However, the 
basic idea is quite interesting and merits further consideration 
and analysis. Its economics must have been affected by the 
impact of asymmetric expectations and by the use of a deposit, 
rather than a loan, rate for the peso credit and of the 
controlled, rather than the free , exchange rate for the swap, but 
because real interest rates have been very high in Mexico, the 
net impact on FICORCA may not have been unduly large. 
Unfortunately, detailed data on the financial performance of 
FICORCA is not readily available. 

Dimitri Vittas 
CECFP 

26 January 1988 
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1. I attach a paper that discusses the treatment of 
foreign exchange risk in Tunisia and considers possible solutions 
to the scheme that is currently in operation. 

2. The present Tunisian scheme could be described as the 
typical case of "HOW NOT TO COVER FOREIGN EXCHANGE RISK". Its 
major shortcoming is that it provides strong incentives to 
borrowing entities (development banks and non-financial 
corporations) to raise loans denominated in low coupon 
currencies. Although some mitigating factors are in effect, the 
impact of the scheme on the burden of debt servicing is 
considered to be large. 

3. The paper considers the need to replace the existing 
scheme with one that meets two specific objectives: providing 
the right incentives to local economic agents to seek finance in 
the international markets on the most advantageous terms for the 
economy as a whole; and, not insulating local economic agents 
from developments in international financial markets. 

4 . Four possible solutions are briefly discussed. Of 
these, the first two - eliminating the scheme altogether without 
putting anything else in its place and concentrating all foreign 
currency borrowing in the hands of the government - would clearly 
not meet both of the above objectives. Of the last two, which 
would meet both objectives, one would involve offering properly 
priced long-term hedging facilities through a loan swap 
(converting the foreign currency loans into local currency ones) 
to cover potential losses from changes in foreign exchange rates 
whilst the other would involve offering long-term financing 
facilities to cover the liquidity needs from such losses. 

5. Hedging facilities based on loan swaps are operated in 
Mexico and Brazil (the Mexican scheme is briefly described in the 
annex to the paper). Long-term financing facilities to meet the 
liquidity needs caused by foreign exchange losses have been used 
on ad hoc basis in some countries. The paper discusses the 
merits and demerits of the two alternative solutions and examines 
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the implications of the long-term financing facilities for 
corporate leverage, government finance and monetary policy. 
Whilst either scheme could be acceptable if its cost was 
reasonable, the paper considers the financing facility to be 
preferable, mainly because of the difficulty of pricing correctly 
a risk that is not amenable to "actuarial" assessment. 

6. Any comments and reactions would be most welcome. 
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TREATMENT OF FOREIGN EXCHANGE RISK IN TUNISIA 

INTRODUCTION: THE CURRENT SCHEME 

The Tunisian authorities operate a foreign exchange risk 
guarantee scheme whereby development banks and non-financial 
corporations that obtain foreign currency loans from the 
international financial markets are covered completely for the 
r1sk_ of devaluation of the dinar without having to pay any risk 
premium. Beneficiaries of this scheme have to incur only the 
foreign currency rate of interest on their foreign debt and have, 
as a result, a strong incentive to borrow in low coupon hard 
currencies irrespective of the risk of future appreciation which 
is normally much higher for low-coupon than for high-coupon 
currencies. Inevitably, there has been much borrowing in yen and 

.J other strong currencies at rates of interest as low as 5 to 7 per 
cent against local lending rates of 13 to 16 per cent. 

To cover the possible losses from changes in the value of the 
dinar vis-a-vis various international currencies, the Tunisian 
authorities have established an exchange equalization fund, Fonds 
de Perequation des Changes, which is funded with special 
commission charges levied on all overdraft loans granted by 
commercial banks (0.5 per cent) and on all term loans granted by 
development banks (1 per ce~t). These charges are flat fees, not 
perioaic annual fees, and the accumulated fund is generally 
considered to be inadequate for the purposes for which it has 

• been created. 

involves ery large subsidies in 
favor o enc1 1es obtaining fo g urr ncy loans. The 
subsidies, which are open-ended and unpredictal5te ; are paid in 
the first place by local currency borrowers but, given the 
inadequacy of the exchange equalization fund, they are covered in 
the last analysis by taxpayers. 

:=a 

There are two main reasons that Tunisian officials offer in 
support of the scheme. The first rests on the belief that 

f 
managers of development banks and non-financial corporations are 
in a position to secure foreign currency loans on better terms 
than government officials seeking foreign currency loans in the 
name of the Tunisian government. This probably explains why, in 

_..- add1c1on to the free foreign exchange risk guarantee the 
entities involve also receive a flat commission equal to 2 per 
cent of the loan amount to cover their costs for negotiating 
these loans. 
~ 

is not clear why non-government entities should be able to 
borrow in the international markets on better terms than the 
Tunisia£ government but, given the imperfections and 
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shortsightedness that characterize· the functioning of 
i n ternational financial markets, this argument should not be 
dismissed lightly. For instance two explanations hat could be 
used in support of this argument are: first, the possibility 
that managers of development banks and non-financial corporations 
may have stronger motivation to secure a foreign currency loans 
and better contacts and greater leverage with the international 
financial community than government officials to obtain it on 
gooo terms; and, second, the perception among international 
banks that project-related finance may be more worthwhile than 
finance for balance-of-payments purP-oses. Whatever the reason, 
to the extent that it is valid, this argument calls for a 
continuation of the policy of encouraging non-government entities 
to raise funds directly overseas but on different, less 
distorted, terms than the current scheme. 

The second rationale for the scheme rests on the fact that there 
is no free foreign exchange market in Tunisia, the capital 
account is closea, ana entities with foreign currency liabilities 
have no way of hedgin effectively their foreign currency 
exposure Again, this underlines the need for some long-term 
fieaging facil

1

ties but not necessarily on the terms of the 
current scheme. 

Although the scheme provides incentives for excessive borrowing 
in hard currencies, th fact that foreign currency borrowing, 
especially when it involves the granting of foreign exchange risk 
guarantee, has been subject to the approval of the central bank , 
has perhaps operated to contain its size and mitigate its 
impact. Th authorities can, in principle at least, keep under 
co o overall exposure in hard and soft currencies. 
However, Tunisia has a strong demand for foreign currency and 
aecisions to approve particular foreign currency loans are 
dictated by the availability of foreign currency funds rather 
than thetr cost. This implies that the control of the Tunisian 
authorities on the currency composition of the foreign debt is 
more limited than is sometimes claimed by officials of the 
central bank. The bargaining power of the borrowing entities may 
therefore be quite strong, forcing the authorities to accept hard 
currency loans that have the greatest benefit for the borrowers 
concerned. 

POSSIBLE REFORMS 

The current scheme suffers from a number of important weaknesses 
and disadvantages that call for a major reform: 

a. It provides strong incentives for borrowing in the wrong 
currencies and may result in substantial increases in the 
debt servicing burden of fo r eign currency debt. 



- 3 -

b. It insulates local entities from the implications of changes 
in international currency and financial markets. 

c. By providing free foreign exchange cover it may constitute a 
multiple currency practice, although the concept of multiple 
currency practices in the context of transactions over time 
is not as clear as in the context of different exchange 
rates for different types of transactions of a given term 
(spot or forward). 

There are four possible solutions to the problems caused by the 
current foreign exchange risk guarantee scheme: 

a. 

b. 

No scheme: The first is to eliminate the scheme altogether 
and let borrowing entities assume completely the foreign 
exchange risk . The weakness of this solution is that 
development banks and non-financial corporations may be 
unable to sustain the losses that may result from a large 
depreciation of the local currency (or, as in the case of 
the yen, a large appreciation of the foreign currency 
concerned). The increase in the debt servicing costs may 
undermine the viability of otherwise sound enterprises and 
may cause the government to intervene and assume the foreign 
exchange losses on an ex post basis. Once this happens, the 
credibility of this approach would be seriously 
compromised. The fact that governments in many developing 
countries in Latin America and Africa have been compelled to 
intervene in this fashion may have already undermined the 
feasibility of this solution even in countries, such as 
Tunisia, where it has not been tried until now. 

Government foreign currency borrowing: The second solution 
is for all foreign currency borrowing to be concentrated in 
the hands of the government which will then convert the 
proceeds of such loans into local currency and onlend them 
at the prevailing local rates of . interest either directly to 
the ultimate beneficiaries or through the commercial and 
development banks. Such a solution would be more consistent 
with the fact that there is no free foreign exchange market 
and capital controls prevent economic agents from having 
access to hedging facilities in the domestic or 
international financial markets. The rationale behind this 
approach would be that if a government has effectively 
nationalized the foreign exchange market, it might as well 
nationalize foreign currency borrowing and with it the 
assumption of foreign exchange .. risk. A major weakn·ess of 
this solution is that it insulates local economic agents 
from developments in international financial markets and 
als·o prevents market forces from playing any direct part in 
the determination of the exchange rate and the handling of 
the foreign exchange risk. It ' also fails to prepare 
economic agents for the exigencies of freer financial 
markets and implicitly assumes a continuing rel~ ance on 
financial repression. 



- 4 -

c. Long-term hedging facilities : A third solution is for the 
government to offer appropriate long-term hedging facilities 
to local economic agents. The current scheme operated in 
Tunisia falls under this heading but its major shortcoming 
is that 1the facility is provided cost-free. One way to 
charge for the hedging facility is to levy a risk premium 
equal to the differential between the domestic and foreign 
currency interest rates on loans of comparable size, risk 
and maturity. However, if the level of domestic loan 
interest rates does not reflect market expectations of a 
future depreciation in the local currency, the risk premium 
may be inadequate. On the other hand, levying a higher risk 
premium to take account of expectations of future 
devaluation may render hedged foreign currency loans unduly 
expensive by comparison with the cost of local currency 
loans and may discourage local entities from seeking to 
borrow in foreign markets. The fact that the forward rate 
that results from prevailing interest differentials is often 
a very bad predictor of future exchange rates is a major 
weakness of this solution. 

The authorities in developing countries have been reluctant 
to offer hedging facilities involving explicit risk 
premiums, perhaps because such premiums, and especially 
variations in them, may be seen to provide official 
indications of expected devaluation. An alternative scheme 
offering long-term hedging facilities that has been tried in 
Mexico and Brazil is some kind of back-to-back swapping 
arrangement whereby the foreign currency loan of a local 
entity is converted into a local currency one. The FICORCA 
scheme operated in Mexico is described briefly in the 
attached annex but generally the economics of such 
arrangements depend on the valuation of the currency and the 
interest differential between the local and foreign 
currencies concerned. One problem that such arrangements 
have concerns the ability of local entities to go in and out 
of the scheme . This creates a certain asymmetry in the 
fortunes of the scheme since borrowers have an incentive to 
join the scheme when the local currency is overvalued (and a 
devaluation may be considered to be imminent) but to 
withdraw from it when the currency is undervalued. Back-to­
back loan arrangements do not avoid the difficulties of 
pricing a risk that is not amenable to "actuarial" 
assessment but seem to overcome the political embarrassment 
that may be caused by explicit risk premiums. The 
experience of Mexico and Brazil shows that, provided the 
local currency is not seriously overvalued (at least not for 
prolonged and frequent periods) and the level of local 
interest rates is not significantly out of line with 
international rates, such arrangements could be both 
economically and politically v i able. 
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d. Long-term financing facilities: The fourth possible 
solution is to introduce a scheme offering long-term 
financing facilities to meet the increased debt servicing 
requirements that would ensue from a currency devaluation 
but without providing any hedging for the foreign exchange 
risk and therefore not requiring the determination of 
implicit or explicit risk premiums on an ex ante basis. 
Under this scheme, entities obtaining foreign currency loans 
would in the first place assume fully the foreign exchange 
risk of their foreign currency loans but if the depreciation 
of the local currency in any one year were to exceed a given 
rate, say 5 per cent, the central bank could provide a long­
term loan in local currency to meet any liquidity problems 
resulting from the increased debt servicing burden. Unlike 
schemes offering long-term hedging facilities, a long-term 
financing facility would not provide any cover against 
potential future foreign exchange losses but rather a means 
for financing such losses and spreading their impact over a 
longer period. It would in effect involve an ex post 
calculation of the cost of foreign currency borrowing since 
the servicing and amortization of the long-term local 
currency loan would impact the ongoing operations of the 
entities concerned. Introduction of such a scheme would 
have a number of implications for corporate leverage, 
government finance and monetary policy, all of which appear 
to be related to the rate of interest and amortization 
conditions that should be applied to the local currency 
loan. 

Before implementing a scheme offering long-term financing 
facilities, the following detailed questions would need to be 
addressed: 

a. What should be the maturity of the local currency facility 
and how should its amortization be arranged? 

b. What rate of interest should be charged on the facility? 

c. Should access to the facility be automatic to borrowing 
companies affected by the devaluation or should the agency 
that administers the scheme have the right to refuse 
accommodation of entities with unduly high leverage or 
limited prospects of financial survival? 

d. What are the implications for government finance of the 
funding costs of the scheme? 

e. Are there any implications for the conduct and effectiveness 
of monetary policy? 

f. Under what conditions would the scheme be considered to 
constitute a multiple currency practice? 
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g. What should happen to the gains from reduced debt servicing 
burden in the event of a local currency appreciation? 
Should participation in the scheme be mandatory for all non­
commercial foreign currency borrowing? Should borrowing 
entities have the option to join, and withdraw from, the 
scheme at any time during the life of their foreign currency 
loan(s)? 

h. Finally, a most interesting question, what are the merits 
and demerits of long-term financing facilities vis-a-vis 
long-term hedging facilities? 

Although complete answers to these questions would require 
extensive analysis and discussion, the following seem to follow 
from a hurried consideration of the main issues listed above: 

a. In principle, the local currency facility should be a long 
term one, repayable over say 20 years, allowing borrowing 
entities to amortize over a long period the foreign exchange 
losses suffered from the depreciation of the local 
currency. This should not, however, preclude the need for 
ex ante provisioning for future foreign exchange losses (see 
(c) below. 

b. The economics of the scheme would clearly depend on the rate 
of interest payable on the local currency loan and on the 
ability of the borrowing firm to repay its increased long­
term debt. Ideally, the local currency loan should bear 
interest at the marginal cost of government borrowing. In 
high inflation countries, the rate of interest should also 
be variable and linked to the rate on long-term government 
bonds, provided the latter is a free market and is not based 
on funds from captive sources. As a compromise during the 
introduction of the scheme, a lower rate of interest equal 
to the rate applicable on preferred credits could be used. 
However, a move to a rate reflecting the marginal cost of 
government funds should be envisaged if the size of this 
scheme were to have a major impact on the net funding costs -
of the government. 

c. An important consideration is whether the loan should be 
extended on an automatic basis when depreciation of the 
local currency above a certain limit occurs or whether the 
central bank should have the right to refuse accommodation 
of a borrower if its leverage is deemed to be unduly high. 
Much will depend on the ability of borrowing entities to 
recoup the increased cost of debt servicing from their basic 
operations. To forestall future difficulties from inability 
of borrowing entities to meet their local currency 
obligations, access to the facility should not be automatic 
but the conditions of eligibility should be established at 
the time participation in the scheme is sought by individual 
entities. This would allow the central bank to exercise 
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greater control on the assumption of foreign currency 
liabilities by individual development banks and non­
financial corporations. It may also allow the central bank 
to require that participating entities make appropriate 
provisions in their annual accounts, and especially in their 
costing and pricing decisions, to cover possible future 
losses from currency changes. 

d. The implications for government finance would depend on the 
rate of interest charged on the local currency facility and 
the marginal cost of government borrowing. It would also 
depend on the level of overvaluation of the local currency 
and the level of domestic interest rates in relation to 
international rates . In general, the net funding costs of 
the scheme, if any, could easily be kept under control by 
the government retaining the option to vary the cost of the 
local currency facility to ensure that the impact on the 
budget would not become unduly large. 

e. Apart from the impact on the government borrowing 
requirement and its implications for the level of interest 
rates, introduction of a scheme offering long-term financing 
facilities should not have any direct implications for the 
conduct and effectiveness of monetary policy. This is 
because the proceeds of the local currency loan would be 
absorbed in purchasing the foreign currency needed to 
service the foreign debt concerned and would not be 
available for spending for investment or other purposes. 
There should therefore be no direct impact on the level of 
domestic demand and no immediate inflationary pressures 
should be generated . However, if the existence of the 
scheme were to encourage additional ·foreign currency 
borrowing that was not compensated by an equivalent 
reduction in domestic credit expansion, then there would be 
an indirect impact on the level of domestic demand with 
potentially adverse implications for internal and external 
balance. 

f. As already noted above, the concept of multiple currency 
practices is not very clear for transactions that take place 
over different time periods. Nevertheless, use of a heavily 
subsidized rate on the local currency loan would give rise 
to allegations of multiple currency practices. The question 
may be one of legal definitions since if the government were 
to raise the foreign currency funds in its own name and use 
the proceeds for onlending in local currency, it could 
charge any rate of interest it chose without being accused 
of engaging in multiple currency practices. 

g. Symmetricity in the treatment of appreciating and 
depreciating currencies would require that in the event of 
an appreciation of the local currency against a given 
foreign currency by more than 5 per cent per annum, the 
entity involved should grant a long term loan ·to the central 
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bank at the same rate and conditions as the loan it would 
have obtained under the scheme had there been a depreciation 
against that same or another foreign currency. This is 
linked to the issue whether participation in the scheme 
should be mandatory for all entities that obtain foreign 
currency loans or for all foreign currency loans of 
participating entities or whether it should be voluntary for 
each different case of foreign currency borrowing. A 
further question relates to the ability to go in and out of 
the scheme. Probably, the easiest solution would be to make 
participation voluntary for all loans that meet some 
specified conditions of eligibility (i.e those in excess of 
a given short maturity which should exclude all credits 
relating to short-term commercial transactions). As regards 
the conditions of scheme entry and exit, it would be 
necessary to lay down terms and conditions that discouraged 
short-term speculation against the scheme but, otherwise, 
entry and exit should perhaps be allowed on a liberal basis 
to allow sufficient flexibility to participating entities in 
managing their financial affairs. If the cost of the local 
currency financing facility was reasonable, the incentive 
for abuse of the scheme would be weak, causing less concern 
about the impact of a possible lack of symmetricity in the 
operations of the scheme. 

h. Finally, the question of the merits and demerits of the 
hedging anf financing facilties is a complex and difficult 
one to answer. If hedging facilities could be proprerly 
priced, they should be preferable since they would allow 
economic decisions to be made on a forward-looking basis. 
However, given the likelihood of mispricing and asymmetric 
impact on a hedging scheme (since utilization of underpriced 
facilities would far exceed that of overpriced ones), the 
long-term financing facility may be preferable, especially 
if the dangers of automatic access and excessively high 
leverage could be kept under control. The weakness of the 
long-term financing facility scheme is that it would be a 
backward-looking operation in the sense that it would rely 
on future profits to pay for past losses. Clearly, neither 
system would offer a perfect solution but given the existing 
constraints on operating a perfect system, either shceme 
would be acceptable if the cost to direct beneficiaries was 
reasonable. After all no scheme, however perfect, would be 
required if there were no macroeconomic and political 
constraints on interest and exchange rate policies, 
necessitating the maintenance of a closed foreign exchange 
market. 

CONCLUDING REMARKS 

The Tunisian authorities operate a scheme for covering the 
foreign exchange risk of foreign currency loans by _development 
banks and non-financial corporations that provides strong 
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incentives for borrowing in the wrong currencies, i.e. in low 
coupon hard currencies. Although the impact of the scheme is 
mitigated by the controls that the central bank exercises over 
all cases of long-term foreign currency borrowing, a very strong 
case can be made for reforming the current scheme and replacing 
it with one that incorporates the right incentives to encourage 
recourse to the international markets on the most advantageous 
terms for the economy as a whole and does not insulate local 
economic agents from developments in international financial 
markets. 

This note has briefly examined four possible solutions to this 
problem. Of these four, the first two - eliminating the scheme 
altogether without putting anything else in its place and 
concentrating all foreign currency borrowing in the hands of the 
government - would clearly fail to meet both of the above 
objectives. The third and fourth solutions - offering properly 
priced long-term hedging facilities to cover potential foreign 
exchange losses and offering long-term financing facilities to 
cover the liquidity needs from such losses - would on the other 
hand meet both objectives. 

Further consideration of the merits and demerits of the third and 
fourth solutions would be advisable before specific 
recommendations are made to the Tunisian authorities. However, 
it would seem that the scheme offering long-term financing 
facilities may be preferable given the difficulties of setting 
the right risk premiums that would be required for any hedging 
facilities. 

Any comments and further elaboration on the above would be most 
welcome. 

Dimitri Vittas 
CECFP 

6 January 1988 
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ANNEX 

THE FICORCA SCHEME IN MEXICO 

The FICORCA scheme was introduced in Mexico in 1983 to cope with 
the effects of the 1982 crisis. Its purpose was to provide an 
incentive to Mexican firms to renegotiate their pre-existing 
foreign currency loans on more acceptable terms by offering a 
long-term hedging facility against foreign exchange risk. The 
scheme can be used both for renegotiated loans and for new loans 
obtained after 1983. Eligibility is available to loans that meet 
certain criteria with regard to maturity, grace period and 
interest cost. 

FICORCA operates four different systems which vary by the extent 
of foreign exchange risk coverage offered and by the financing 
arrangements involved: 

a. System 1 covers the foreign exchange risk for the repayment 
of principal only. Participating firms assume the foreign 
exchange risk for the interest payments on their foreign 
currency loans. The scheme requires participating firms to 
purchase foreign currency for future delivery at a special 
exchange rate. FICORCA undertakes to deliver the foreign 
currency when repayment of the principal is due. The cost 
of hedging for the participating firm is the foregone 
interest income on the peso funds used to purchase the 
foreign currency for future delivery. To offset partly this 
cost, the rate of exchange used is better than the 
prevailing spot controlled rate at the time the transaction 
is taking place by a margin that reflects the interest cost 
of the hedge. (Mexico operates a two tier exchange rate 
system - a controlled rate reserved for official 
transactions and a free rate.) An arithmetical example 
quoted by FICORCA shows that if the spot controlled rate is, 
for instance, 100 pesos per US dollar, the special rate for 
a System 1 transaction may be as low as 94 pesos for a six­
year loan with a three-year grace period or 82 pesos for an 
eight-year loan with a four-year grace period. 

b. System 2 also covers the foreign exchange risk for the 
repayment of principal only and uses the same special rate 
of exchange for the purchas~ of foreign currency for future 
delivery as System 1 contracts. System 2 contracts differ 
from System 1 in that they offer a credit facility in pesos 
to cover the value of the contract. The r~te of interest of 
this credit is variable and is linked to the arithmetical 
average of thes rates available on three- and six-month peso 
deposits. The cost of the hedge is the interest cost of the 
FICORCA credit offset by the foreign exchange premium 
involved in the special rate used for such transactions. 
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c. System 3 differs from the first two in that it offers to 
cover the foreign exchange risk of both principal and 
interest payments. It involves the purchase of foreign 
currency at the prevailing spot rate in the controlled 
market for immediate delivery to the participating firm and 
the lending back to FICORCA of such foreign currency at a 
rate equal to LIBOR. The cost of the hedge is now the 
interest differential between the foregone interest income 
on the peso funds and LIBOR. FICORCA undertakes to make 
interest payments at LIBOR to the foreign lender. If the 
foreign loan bears interest at a spread over LIBOR (which 
eligibility criteria limit to a maximum of 2 percentage 
points), a surcharge is calculated on the controlled rate of 
exchange used fro this transaction. The surcharge varies 
with the size of the spread. 

d. System 4 contracts offer a peso credit facility in addition 
to covering both the principal and interest payments of the 
foreign currency loan and requiring a relending of the 
foreign currency to FICORCA. System 4 provides a complete 
back-to-back arrangement and effectively amounts to a swap 

, transaction converting a foreign currency debt into a local 
currency one. 

The FICORCA scheme has some special prov1s1ons for the 
amortization of peso credits which reflect the high inflation 
experience of Mexico and aim to maintain a constant repayment 
pattern in real, rather than nominal, terms . It also allows 
participating firms to join, and withdraw from, the scheme at any 
time during the life of a foreign currency loan provided the firm 
concerned pays the redemption value of the contract at the time 
of withdrawal. The ability to go in and out of the scheme 
affects its economic performance since participating firms may 
join when the peso is overvalued and withdraw (or not join) when 
it is undervalued. The economics of the scheme clearly depend on 
the relationship between the valuation of the exchange rate and 
the interest rate and inflation differentials. 

Because the peso was suffering from considerable overvaluation 
when FICORCA was first introduced, initial experience was not 
very satisfactory but, for new credits, FICORCA is said to be 
working well and to be succeeding in providing a useful long-term 
hedge for foreign currency loans by Mexican entities. Its 
economics must have been affected by the impact of asymmetric 
expectations and by the use of a deposit, rather than a loan, 
rate for the peso credit and of the controlled, rather than the 
free, exchange rate for the swap, but because real interest rates 
have been very high in Mexico, the net impact on FICORCA may not 
have been unduly large. Unfortunately, detailed data on the 
financial performance of FICORCA is not readily available. 

Dimitri Vittas 
CECFP 

6 January 1988 
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