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I. Introduction 

A mission l/ visited Tunis during May 7-21, 1991, to negotiate ad 
referendum a lengthening of the three-year arrangement under the 

- 

extended Fund facility (EFF), which is scheduled to expire on July 24, 
1991. 21 The mission reached understandings with the authorities, 
expressed in a letter of intent dated June 18, 1991 (EBS/91/100), on 
economic and structural policies for 1991-92 that could be supported by 
a 12-month extension of the EFF arrangement. The proposed additional 
access for the equivalent of SDR 69.1 million (50 percent of quota) 
would bring total access for the four-year extended arrangement period 
to 150 percent of quota, which was the access under the initial three- 
year arrangement (Tunisia requested a reduction in access of 50 percent 
of quota at the third review in May 1990, EBS/90/71). The authorities 
believe that a major objective of an extension to a fourth year of the 
extended arrangement would be to help to ensure the broad achievement of 
the original program objectives, which has been delayed by the adverse 
impact of the Middle East crisis and the demand pressures generated by 
the strong economic recovery in 1990. The mission held discussions with 
Mr. Mohamed Ghannouchi, Minister of Finance, Mr. Mustapha Nabli, 
Minister of Planning and Regional Development, Mr. Beji Hamda, Governor 
of the Central Bank of Tunisia, and other senior officials. 

Following completion of the fifth program review (EBS/91/46, 
3/19/91) and confirmation that all performance criteria for end- 
March 1991 were observed, Tunisia made two purchases in May 1991 
totaling SDR 122.30 million. These were the first two purchases made 
under the extended arrangement and represented the total accumulated 
undrawn purchases. A final purchase under the current arrangement of 
SDR 15.90 million was to have been available if end-May performance 
criteria were observed. If the full amount available under the extended 
arrangement were to be purchased, and taking into account the additional 
proposed access of 50 percent of quota and scheduled repurchases, the 
Fund’s holdings of Tunisian dinars subject to repurchase would amount to 
SDR 218.3 million (158.0 percent of quota) upon expiration of the 
arrangement in July 1992, the same amount that would have been 
outstanding under the originally approved EFF arrangement if all 
purchases had been made (Table 1). Tunisia’s relations with the Fund 
are summarized in Appendix I. 

l/ The staff representatives were Messrs. Morrison (head-AFR), Duran 
(AFR), Yucelik (FAD), Ceorgiou (ETR), and Ms. Niare (assistant-AFR). 
Mr. Anjaria joined the mission for the Last few days. Mr. Rouai, 
Assistant to the Executive Director for Tunisia, participated in the 
discussions. 

21 The three-year arrangement was approved by the Executive Board on 
Juiy 25, 1988 in an amount equivalent to SDR 207.3 million (150 percent 
of quota). 
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The net foreign assets of the Central Bank at end-May 1991 stood at 
SDR 108.3 million, compared to the performance criterion of SDR 138 mil- 
lion. The shortfall was attributable primarily to delays in programmed 
drawings on foreign loans that apparently were reversed in the first 
weeks of June. It is expected that the indicative target for net 
foreign assets at end-June will be respected. Additional information 
will be provided before the Executive board discussion. 

The Fund staff continues to work closely with the World Bank staff 
in the various areas of sectoral adjustment, including public enterprise 
reform, import and price liberalization, and financial sector reform, 
and the reform of the system of consumer subsidies administered by the 
Caisse G&&r-ale de Compensation. An Economic and Financial Reform 
Support Loan is currently under preparation. Tunisia’s relations with 
the World Bank Group are summarized in Appendix II. 

II. Record of the Adjustment Program 

1. Macroeconomic adiustment 

During the first half of the 198Os, Tunisia suffered a serious 
deterioration in the terms of trade and a sharp decline in petroleum 
reserves. Petroleum exports fell from more than SDR 1.1 billion in 1981 
to approximately SDR 370 million in 1986 owing to adverse price and 
volume developments. Large external and internal imbalances emerged in 
the 1980s as investment and consumption--particularly by the public 
set tor-- continued at levels close to those of the booming 1970s. The 
external current account deficit, which averaged 8.5 percent of GDP 
during 1981-86 and reached a peak of 10.9 percent of GDP in 1984, was 
accompanied by increased borrowing from private external sources at high 
interest rates. The rising level of external debt, combined with 
declining export earnings, led to a rise in the ratio of debt service to 
exports of goods and services from 14 percent in 1980 to 28 percent in 
1986. The overall government budget deficit widened to 5-8 percent of 
GDP during 1982-86 from less than 3 percent of GDP in 1981. An 
accommodating monetary policy resulted in an average expansion of 
domestic credit of 20 percent a year during 1981-85 and an increase in 
the consumer price index of about 10 percent annually. 

The Seventh Development Plan was designed primarily to address the 
large external and internal imbalances that had emerged in the first 
half of the 1980s. Tunisia’s program of macroeconomic adjustment was 
supported first by an 18-month stand-by arrangement from November 1986 
to May 1988, which was successfully completed, and subsequently by a 
three-year EFF arrangement approved in July 1988. A comprehensive 
series of measures adopted in 1986 and 1987, including a tightened 
credit policy and a sharp depreciation of the real effective exchange 
rate, contributed to a remarkable turnaround in the balance of 
payments. The current account deficit fell from 8 percent of GDP in 
1986 to 1 percent in 1987 (Chart 1). The current account moved to an 
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unprecedented surplus of 1 percent of GDP in 1988, assisted by a near 
doubling of tourist receipts owing, in part, to the opening of the 
border with Libya in April 1988. Non-energy export volume increased by 
13 percent in 1987 and by 12 percent in 1988. Gross reserves reached 
the equivalent of more than three months of imports at the end of 1988. 

The earlier-than-expected achievement of the external objectives of 
the program introduced a new set of more complex policy choices. Given 
the unemployment rate of approximately 15 percent and a history of 
several years of declining real wages and investment, the Government 
actively sought to encourage a recovery of economic growth. Real 
investment responded by growing at rates of 8 percent in 1989 and 
22 percent in 1990 (Table 2). Real GDP grew by 3.5 percent in 1989 and 
6.5 percent in 1990. Sharp increases in capital goods imports weakened 
the current account balance, which recorded deficits of 3.3 percent of 
GDP in 1989 and 5.2 percent of GDP in 1990, with the 1990 deficit being 
accentuated by the Middle East crisis in the last part of the year. 
Monetary policy was tightened after mid-year in both 1989 and 1990, and 
positive real interest rates were maintained. The economic recovery was 
accompanied by a deceleration of inflation from 7.7 percent in 1989 to 
6.6 percent in 1990. Non-energy exports continued at a brisk pace, with 
the result that by the end of the 1980s energy exports represented only 
20 percent of total exports compared with over 50 percent in 1981. The 
larger current account deficits were covered primarily by concessional 
financing, permitting the debt service ratio to decline to 21.4 percent 
by 1990. Exchange rate policy has been consistently implemented in 
accordance with understandings under the program (Chart 2). 

Monetary policy, although departing at times from program targets 
during the years 1989 and 1990, was brought back into line with the 
program by the end of each year. The fiscal deficit, however, remained 
stubbornly at 4 percent of GDP or more during 1988-90, compared with the 
programmed decline from 4.1 percent of GDP in 1988 to 2.9 percent by 
1990 (Table 3). Containing expenditure on consumer subsidies has 
remained a problem over the course of the extended arrangement, and 
higher capital spending contributed to the deficit in 1990. The 
comprehensive tax reform implemented over the past few years has 
proceeded smoothly, largely conforming to its revenue-neutral objective 
while rendering the tax system more efficient and equitable. 

2. Structural reforms 

The adjustment program included from the beginning a comprehensive 
set of structural reforms in the areas of price and import 
liberalization, tax reform, financial sector liberalization, and public 
enterprise restructuring and privatization (Appendix III). Rapid 
progress was made in 1987-88 in lowering import tariffs, when the 
maximum tariff rate was reduced to 41 percent from 236 percent, and the 
minimum rate was raised to 15 percent from 5 percent, causing the 
average tariff rate to fall to 27 percent from 36 percent. The share of 
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CHART2 

TUNISIA 

INDICES OF SELECTED EXCHANGE RATES 
JANUARY 1984 TO APRIL 1991 

(Period average, 1980=100; foreign currency per Tunisian dinar) 
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Table 2. Tunitila: Selected Economic and Flnanclal Indicators, 1985-91 
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Table 3. Tunisia: Original Propctions l/ and Performance 
Under the Extended .Arrangenmt,~l988-91 

1988 1989 I.990 1991 
Prog. 11 Act. Prog. 11 Act. - Prog. Ll Act. Prog. L/ Proj. 

RealQP 0.9 1.5 

Investmmt 3.7 -5.1 

Consumx prices 6.5 7.2 

(Annul percent change) 

5.1 3.5 4.3 6.5 3.7 

7.0 8.4 6.5 21.7 6.0 

6.5 7.7 6.1 6.6 5.2 

(In percent of QIP; at current prices) 
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-3.8 1.0 -3.4 

-4.1 -4.5 -3.5 

60.6 60.8 59.5 
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of goods and services 
(in percent) 26.4 

Gross reserves 
(in rrPnths of imports) 2.5 

22.7 26.2 22.4 28.9 21.4 27.2 24.9 

3.1 3.0 2.7 2.9 1.8 2.7 1.5 

- 

-2.7 

7.0 

-3.3 -2.8 -5.2 

-4.3 -2.9 -4.0 

58.6 56.8 54.3 

(In units indicated) 

-2.3 -5.6 

-2.3 -3.4 

53.7 55.6 

Sources: Data provided ty the Tunisian authorities; and staff estilmtes. 

IJ As presented in EBS/%/119, 6/20/88. 
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total imports free of quantitative restrictions increased from 53 per- 
cent in 1988 to 70 percent at the end of 1990. Nevertheless, only some 
30 percent of domestic production was subject to import competition at 
end-1990. 

Significant price liberalization has taken place in Tunisia since 
1985, when 95 percent of agriculture and manufacturing prices were 
controlled. Producer prices are now mostly free of controls. 
Approximately 70 percent of prices of manufactured goods at the 
production level were liberalized by the end of 1990, and the share of 
distribution margins liberalized was raised from less than 10 percent in 
early 1988 to 40 percent in early 1991. Less success has been achieved 
in reducing consumer subsidies, which are administered by the Caisse 
Generale de Compensation and were responsible for government expenditure 
in 1990 equivalent to 2.9 percent of GDP. Measures have been taken in 
an effort to reduce these subsidies, but rising world food prices and 
two successive years of drought in 1988-89 have made progress slow. 

Substantial reform of the financial sector has occurred since 1987, 
including decontrol of banking decisions, liberalization of interest 
rates, and substitution of indirect instruments of monetary policy for 
direct credit controls. The money market became the Central Bank’s main 
channel of intervention, replacing the old system of discounting 
commercial bank loans. The money market interest rate, which is 
influenced by injections of liquidity by the Central Bank in response to 
bids by deposit banks, determines most other interest rates. The 
introduction of two new instruments, certificates of deposit and 
commercial paper, served to deepen the financial system, and in late 
1989 the Government inaugurated a weekly treasury bill auction. In 
addition, the scope of preferential credits has been significantly 
reduced. 

An ambitious reform of the public enterprise sector was initiated 
in 1986 and has been supported uy a World Bank public enterprise 
restructuring loan (PEBL). This program has proceeded ahead of 
schedule. Of approximately 125 commercial public enterprises in 
Tunisia, 75 were selected to be privatized. Three-fourths of these 
cases have been completed. For the enterprises that will remain public, 
a restructuring program has been implemented whereby performance 
contracts are agreed between the Government and the enterprises in order 
to achieve more autonomy and greater productivity. Enterprises agree to 
financial targets, including the means to achieve them such as cost 
reductions and restructuring programs, while the Government agrees to 
certain tariff authorizations and levels of financial support (including 
equity contributions) for the restructuring programs. To date, three 
performance contracts have been finalized with the transport, railway, 
and phosphate companies. 
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A comprehensive tax reform has been implemented over the three 
years of the extended arrangement, in which the previous distorted and 
complicated system has been replaced with a more simple, transparent, 
and efficient one. A value-added tax on production, which was extended 
to most wholesalers in 1989, replaced a complex system of turnover and 
excise levies. A new system of direct taxes was adopted in 1989, to 
take effect on 1990 personal income and on corporate profits. This 
simpler and more efficient system is designed to prevent evasion, to 
eliminate unjustified exemptions, and to facilitate administration. 

III. The 1991 Program and Lengthening of the EFF Arrangement 

The economic and financial program for 1991 negotiated with the 
authorities in the context of the fifth program review was discussed by 
the Board on April 17, 1991 (EBS/91/46, 3/19/91). Directors welcomed 
the strong and timely adjustment measures undertaken in response to the 
impact of the Middle East crisis, which had amplified a current account 
deficit that had already widened in the wake of the demand pressures 
related to the economic recovery. An extension of the EFF arrangement 
was seen as an appropriate response to the current circumstances, in 
which a serious temporary shock has contributed to a delay in the 
attainment of original program objectives. 

The macroeconomic objectives for 1991 remain (i) zero real economic 
growth; (ii) an inflation rate of 7 percent; and (iii) an external 
current account deficit of 5.6 percent of GDP. Without adjustment, the 
external current account deficit in 1991 was projected to jump to the 
equivalent of more than 8 percent of GDP. The depressed state of the 
economy is a major preoccupation of the authorities and a great 
disappointment considering that the long-awaited economic recovery was 
so short-lived. The unemployment rate could reach as high as 16 per- 
cent, from 14-15 percent in 1990. Favorable conditions for a second 
consecutive good agricultural crop provide one of the few positive 
sources of economic growth in 1991. Although inflation as measured by 
the consumer price index was somewhat higher than expected in the first 
quarter, partly as a result of the special tax measures taken, the 
authorities remain committed to the target of 7 percent for the year. 

1. Access and program monitoring 

The proposed 12-month lengthening of the extended arrangement will 
cover four test dates, end-September 1991, end-December 1991, end-March 
1992, and end-May 1992. Performance criteria and indicative targets for 
the fourth year of the EFF arrangement relate to the same parameters as 
in the first three years. The financial and economic program for 1991 
has remained essentially unchanged from that discussed by the Executive 
Board in April 1991. Accordingly, the appropriate indicative targets 
for end-September and end-December 1991 have been transformed into 
performance criteria (Table 4). The performance criteria for 1992 will 
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Table 4. Tunisia: Performnce Criteria and Indicative Targets, 1991 

1990 I.991 
Actual N3rch May June l/ Sept. Dec. 

Program Actual Program 

A. Performnce criteria 

1. Ikmstic credit 6,142.0 6,468.0 
2. Net credit to the Governmznt m7.0 949 .o 

3. Net foreign assets of the 
Central ikk 415.1 

4. Official bxrowing abroad 
a. O-l year (amount mtstanding, 

excluding import-related 
credits) 11.2 

b. Nw nonconcessional borrowing 
abroad (cuuulative amunts 
since beginning of each year) 
1. l-5 years 43.2 
ii. l-l.2 years 186.4 

5. External payments arrears 
(anmnt outstanding) - 

s. Indicative targets 

1. Consolidated bud@ deficit21 -431.6 
2. Total revenue and grants / 3,356.3 
3. Total expenditure and net lending 

(excludis debt amorti.zation)/ 3,787.g 
4. Credit from monetary system to 

selected public enterprises 409.7 
5. Credit from developmnt tsmks 

a. To selected public enterprises 22.4 
b. To the rest of the econov 961.5 

(In millions of diners) 

6,393.0 6,545.0 6,542.0 
841.0 945 .o 927 .o 

(In millions of SIBS) 

6,646.0 6,752.0 
914.0 857.0 

207.0 239.0 l38.0 x39.0 248.0 252.0 

100.0 14.9 100.0 Loo.0 100.0 100.0 

170.0 
400.0 

- 170.0 170.0 
11.1 400.0 400.0 

170.0 
400.0 

170.0 
400.0 

- -- - - 

(In millions of dinars) 

- - 

-22.8 
638.7 

-85.8 -182.0 -247.0 
809.8 1,436.0 1,714.0 

895.6 1,618.0 1,961.0 

. . . 509.1 510.5 

. . . 26.0 26.0 

. . . 957.6 959.5 

-310.0 -350.0 
2,598.o 3,562.2 

661.5 

440.8 

2,908.o 3,952.2 

458.4 467.6 

26.0 
943.1 

26.0 26.0 
978.7 1,061.2 

Sources : Data provided by the Tunisian authorities; and staff estimtes and pro+ctions. 

L/ Indicative targets. 
2/ Fran May the data have been revised follwing the approval oE the supplementary finance law in 

IGct, 1991. 
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be set during a review mission early next year. The proposed access of 
SDR 69.1 million (50 percent of quota) would be divided into four equal 
purchases conditional upon observance of performance criteria on the 
four test dates (Table 5). Purchases after March 14, 1992 would also be 
conditional upon the completion of a sixth program review, which will 
assess overall performance under the program and elaborate the 1992 
program. The schedule for structural adjustment measures is contained 
in Appendix III. 

A mission will visit Tunisia in November 1991 to carry out the 
Article IV consultation discussions and to review the draft 1992 
government budget. Reaching understandings with the authorities on the 
1992 budget will be a critical element in attaining the objective of 
returning to the original program targets in 1992, and in completing the 
sixth program review. 

2. External sector policies 

As negotiated and agreed in the context of the fifth review, the 
program to achieve the external targets in 1991 is meant to address the 
temporary effects of the Middle East crisis and the excess demand 
pressures carried over from 1990. The total loss of exports of goods 
and services owing to the impact of the crisis is estimated at 
SDR 730 million, or 28 percent of 1990 exports. Given the import 
content of exports in the sectors affected, the net loss of current 
foreign exchange receipts in 1991 is estimated to be on the order of 
SDR 470 million, or 4.8 percent of projected 1991 GDP. The authorities 
have undertaken corrective fiscal measures in the context of a 
supplementary finance law to support a tight monetary policy aimed at 
containing the balance of payments deficit at SDR 163 million 
(Table 6). With a capital account surplus of SDR 367 million, the 
current account deficit for 1991 is projected at SDR 530 million, or 
5.6 percent of GDP. This includes an anticipated adjustment of the 
current account of about 2.5 percent of GDP, as measured against the 
projected outcome with no measures. 

Under the program, imports in 1991 are projected to decline by 
10.5 percent in volume terms, compared with an increase of 10.4 percent 
in 1990. All categories of imports would show reductions in volume, 
with consumer goods likely to show the largest decline. Total export 
volume is projected to decline by about 3 percent, while non-energy 
export volume is forecast to fall by 2 percent. Tunisia would continue 
in 1991 to be a marginal net exporter of energy, with a small surplus 
close to that of 1990. The overall terms of trade are expected to 
deteriorate by about 1 percent in 1991. In order to maintain 
competitiveness in 1991, the authorities are aiming to maintain the real 
effective rate of the dinar at approximately its end-1990 level. This 
rate would be broadly consistent with further import liberalization, 
equivalent to 10 percent of total imports, which would raise the 
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Table 5. Tllnisia: Proposed Schedule of Purchases During Rerimining Period of the Extended 
ArrangeWnt 

Almxnt 
(in millions 

of SDRs) 

Scheduled availabi Lity 
date 

Conditions for 
purchase 

15.900 July 10, I991 Compliance with quantitative 
t>=rfomance criteria as of end- 
Flay 1991. 

17.275 

17.275 

17.275 

17.275 July 10, Ws-l 

Novxnber 15, 1991 Compliance with quantitative 
perfonmnce criteria as of end- 
Septenber lY91. 

En-d1 l-5, 1992 

may 15, l992 

Completion 0E sixth revitw 
(cMxx-ation of program for l992), 
and compliance with quantitative 
performxxe criteria as of end- 
Decemixr W91. 

Com@~nce with quantitative 
performance criteria as of end+hrcli 
1932. 

Compliance with quantit.ntive 
performance criteria as of end- 
Play 1992. 

Source: IXF Treasurer’s kpartxent. 
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Table 6. Tunfsla: kilmr?erm Eialalvr of Faymnts, l9H9-% 

1989 
FTog. 

(Ihird 
CWIEW) 

prov. 
1991 1992 1993 1994 1995 WK 

Fourth Frog. Fropcrlcm 
IWIEW 

TraQ balmx -947 
Expms, f.o.b. (?,336) 

Energy 456 
Nml?ner&y 1,830 

Iqxrcs, f.o.b. (-3,233) 
Energy -280 
Nomnergy -2,953 

Services (wt) 690 
rbnfxtor service; (net) 622 

of Aich: tout-km 
receipts (720) 

Factor services (net) 859 
Of which: 

vorkers' rdttances (386) 
Interest on e?zternal 

debt (-327) 

capital acccult 3Lo - 

Grants 58 
OIrect and portfoLio irr 

“esmf?“t (net) IO7 
adhn- ad h&-term 

torrwing (net) 
MsbJrsemnts $2) 
bm,rtIzatim (-571) 

slwrt-term capital (ir 
cbldlrg valuat1m ad&x- 
mnt and errors and 
CdSSIorS) 39 

ovxall surplls or 
deflclt (-) _U 62 

EWranmm items: 

current aCCcult deficit (-) 
(in percent nl CaP) -3.3 

Gnss reselw (in mths 
of f.o.b. imports) 2.7 

Debt service ratio (in 
pemnt) 22.4 

DAwmP (in perwt) 58.6 

Frinclpal assunptlons 
Rf!dl GDP 3.5 
Infltlm (WF deflator) 7.1 
Fe.31 ef fectlve exdla!gY 

rate (- dqredatlm) -1.9 
Eqxt volurrs 18.3 

(Nomnerg exqorts) 16.6 
Iqwrt wlm?s 16.5 

(Nomwrgv Inports) 14.A 

-239 

-l.Oul 

(2,405) 
359 

2,@7 
(-3,416) 

-256 
-3,160 

771 
7I.5 

(766) 
56 

(391) 

(-359) 

259 - 

48 

Ice 

lo3 
(722) 

(-419) 

- 

a, - 

-20 - 

8 

-28 

-2.8 

2.7 

24.8 
57.4 

5.1 
6.7 

4.0 
8.0 
3.0 
3.b 

-362 - 

-1.132 

(2,534) 
43) 

2.103 

(-3.666) 
-351 

-3,351 

771 
680 

(760) 
91 

479 -3U3 -277 -272 -273 -2b5 

-1.261 

(2.593) 
449 

2,144 
(-3.854) 

-340 
-3,514 

781 
fA2 

-1,115 

(2,738) 
339 

(-::Ul) 
-260 

-3,593 

815 
758 

-1,m 
(2,580) 

399 

2,L90 
(-3.582) 

-3Jl 
-3,262 

472 
423 

-1,159 

(2,955) 
285 

2,671 
(-4,114) 

-243 
-3,871 

BR? 
854 

-1.244 
(3,194) 

158 
3,036 

(e4.438) 
-215 

-4,223 

972 
961 

(931) 
l2 

-1.3b5 
(3,blO) 

LIZ 
3,477 

(-4.975) 
-278 

-G,b97 

I.092 
1 .C84 

-1,507 
(4,lG) 

KC4 
3,'%8 

(-5.511) 
-37: 

-5,239 

1,242 
1.23-i 

(69% (833) (4x) (898) 
140 57 49 28 

(I@?) 
8 

(1,192) 
3 

(4L3) (430) (421) (391) 

(-33x (-295) (-356) (-326) 

381 405 340 367 - - - - 

50 42 32 16 

1U Lx I.21 114 

169 189 186 237 

(80s) (766) cm11 (8W 
(+-!a (-577) (-fJfi) (-@3) 

(419) (442) 

C-W) (-431) 

396 410 - - 

32 31 

IS6 163 

218 217 

(835) (849) 
(417) (+32) 

(4ih) (5L5) 

(-4b9) (-511) 

423 

31 

434 - 

31 

w 

203 

(853) 
l.445) 

193 
(857) 

(+M) 

51 44 - 

40 

-40 - 

-51 

11 

- - 

u9 - 

-119 

- - 

0 -74 - -163 Pa - 150 lb9 - - 

-20 - 

I3 

-28 

74 - 

-02 

163 - -150 -lb9 

56 21 31 

-uB 

-4 - -10 

la7 -EC -I34 -150 -L59 

(In lnlts Indicated) 

-4.0 -5.2 -2.3 -2.1 -1.8 

2.5 

23.8 
54.5 

1.3 

21.4 
54.3 

-3.1 -5.6 -2.6 

2.3 1.5 1.8 

22.5 24.9 El.0 
52.1 55.6 51.1 

bkuaI percentage changis) 

2.0 

19.2 
47.0 

2.2 

17.9 
43.2 

2.2 

1h.R 
39.5 

6.3 b.5 4.2 7.5 5.9 b.4 6.5 
7.4 7.1 6.3 6.5 6.2 6.9 6.3 5.9 

- -2.9 
5.7 6.0 
9.7 9.5 
9.6 lu.4 

lo.4 10.7 

- 

4.3 
9.5 
5.5 
7.0 

- - 

8.0 8.5 
9.8 9.8 
7.0 7.7 
h.h 6.4 

-?!I? - 

-1.hL5 
(4,7Ll3,) 

5% 
4,hL 

(+.3x, 
471 

-5.853 

I ,I:; 
1.391 

(1.3Y.ll 
-19 

(5B) 

(-55!) 

45! - 

I! 

Zhl 

lb5 
(Hoi ! 

(394) 

- 

? 15 - 

-2L5 

-29 

-1% 

-1.5 

?.? 

10.2 
35.8 

7 .fJ 
5.h 

- 

9.7 
IU. 1 

7.9 
7 ' .* 
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liberaliza tion ratio to 80 percent by the end of 1991. In this context, 
limited compensatory tariff protection was introduced in early 1991 to 
temporarily shelter affected domestic producers from new foreign 
competition. 

The net foreign assets of the Central Bank fell to SDR 239 million 
at the end of March 1991, compared with the performance criterion of 
SDR 207 million, while the net foreign assets of the banking system were 
in line with the programmed level. These results were achieved despite 
the fact that demand for money balances was lower than anticipated in 
the program, reflecting the public’s larger-than-projected holdings of 
treasury bills (by D 78 million) at the end of the first quarter of 
1991. The monetary authorities, in keeping with the balance of payments 
objectives of the program, appropriately kept total credit to D 75 mil- 
lion lower than the program ceiling. 

The capital account in the first quarter registered a smaller-than- 
expected surplus on account of lower medium- and short-term loan 
disbursements and foreign investment flows; however, the authorities 
expect that for the year as a whole the capital account outcome will be 
as programmed. The shortfall in capital inflows in the first quarter 
was accompanied by a smaller-than-programmed current account deficit. 
Exports of goods (in particular, textiles) and tourism performed better 
than anticipated, while imports were somewhat lower. Although this 
performance may indicate a possibly smaller negative effect from the 
Middle East crisis than was projected at the time of the fifth review, 
the staff agreed with the authorities that the marginal and tentative 
nature of these indicators was counterbalanced by remaining downside 
risks and did not warrant a change in the net foreign assets target for 
the year. For example, the better-than-expected outturn for tourism in 
the first quarter was attributable to an increase in visitors from the 
region, which is historically a very unstable source of tourist 
receipts. Significant downside risks remain, not the least of which is 
related to regional political tensions that could affect primarily 
tourism and foreign investment. Should the adverse impact of the crisis 
be less than expected, the first priority of the authorities is to add 
to reserves, which fell to the equivalent of 1.2 months of imports at 
the end of March. At the same time, they are prepared to take whatever 
measures are required to safeguard the balance of payments target should 
the impact of the crisis turn out to be worse than expected. 

The authorities intend to put into place the policies necessary to 
achieve a decline in the current account deficit from 5.6 percent of GDP 
in 1991 to 2.6 percent in 1992, only slightly higher than the original 
target of 2.3 percent. This current account deficit would be consistent 
with an overall balance of payments surplus of SDR 119 million and a net 
capital inflow of SDR 396 million. The balance of payments surplus 
would be achieved through an appropriately tight monetary policy, which 
would be supported by strong fiscal adjustment. Gross reserves are 
projected to increase to the equivalent of 1.8 months of imports by the 
end of 1992. 
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A return to normal levels of exports and tourism is projected in 
1992. Export volume is forecast to recover by 10 percent, with non- 
energy exports rising by 18 percent in real terms. Tunisia will 
continue in 1992 to be a marginal net exporter of energy, albeit with a 
surplus of SDR 42 million projected for 1992. Total imports are 
projected to increase by 11.3 percent in volume terms, compared with a 
reduction of 10.5 percent in 1991. Consumer goods imports (which 
include some imports for processing and re-export) are projected to show 
the largest increase, while imports of capital goods are also expected 
to recover strongly. The overall terms of trade are expected to improve 
by 0.8 percent in 1992. 

The authorities intend to continue their cautious debt management 
policy, limiting the amount of nonconcessional debt contracted in 1992 
in the maturity range of l-5 years and 1-12 years. Short-term credit 
(excluding import-related credits) will also continue to be limited. 
The debt to GDP ratio is expected to decline to 51.1 percent, while debt 
service as a fraction of current receipts is projected to decrease to 
20.0 percent. 

The exchange rate policy followed throughout the program period is 
expected to be continued. Concerning import liberalization, the 
authorities plan to raise the share of total imports free of 
quantitative restrictions from 80 percent at the end of 1991 to 
85 percent by the end of June 1992. The compensatory customs duties 
that would be introduced would be eliminated progressively over a three- 
year period. The authorities also intend to proceed during 1991 with a 
relaxation of exchange regulations affecting invisible transactions. 
New authority will be given to banks to process certain transfers, and 
routine transfers of enterprises will be carried out more freely. 
Entrepreneurs who intend to initiate new projects will now also be 
allowed to make transfers. In addition, the system of professional 
accounts in foreign exchange will be relaxed appreciably. These 
accounts, which can currently be opened by enterprises that export 
15 percent of their sales with the purpose of depositing up to 20 per- 
cent of their export receipts, will be made available to all enterprises 
irrespective of the share of exports in their sales. The foreign 
exchange in these accounts will be utilized for importing goods and 
services necessary to the operations of the enterprise. At the same 
time, banks will be authorized to give credits in foreign currencies to 
nonresidents and to manage in a more flexible manner the nonsurrendered 
foreign exchange of residents and nonresidents. 

3. Fi seal policy 

The 1991 fiscal program includes strong measures taken in the 
context of a supplementary finance law to address the effects of the 
Middle East crisis and the excess demand pressures carried over from 
1990. In response to the crisis, which resulted in a revenue loss of 
1.5 percent of GDP, the Government introduced a compensating package of 
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revenue and expenditure measures represent .ing 1.8 percen t of GDP, l/ . . 
which should reduce the overall government budget deficit to the - 
equivalent of 3.4 percent of GDP in 1991, compared with 4.0 percent of 
GDP in 1990 (Table 7). 

Total revenue and grants are projected at D 3,562.2 million 
(30.7 percent of GDP). The total revenue increase is programmed at 
7.8 percent and the tax revenue increase at 9.7 percent. Tax revenue is 
expected to rise to the equivalent of 24.1 percent of GDP in 1991 from 
23.4 percent in 1990. To achieve the revenue targets in February 1991, 
the Government raised the excise tax rates on petroleum products, 
tobacco, and alcohol, which are projected to yield D 25 million in 
additional revenue. Moreover, the supplementary finance law introduced 
a surcharge on individual income tax and company tax (D 55 million); a 
surcharge on import duties (D 36 million), and an increase in the 
customs service fees (D 4 million). Nontax revenue will increase by 
D 5 million, through a transfer from the Post and Telecommunications 
Office. Total revenue measures in the fiscal package amount to 
D 125 million. 

Total expenditure and net lending are programmed to reach 
D 3,952.2 million, representing 34 percent of GDP, compared with 
34.7 percent in 1990. This amount reflects D 87 million of measures 
included in the supplementary finance law, comprising cutbacks in 
expenditure (D 25 million) and net lending (D 62 million). The 
reductions in net lending and in capital transfers reflect both the 
improved financial position of public enterprises resulting from their 
restructuring programs and the reduced investment program of public 
enterprises. The reduction in expenditure was accounted for mostly by 
capital expenditure, but also by a reduction of D 4 million in the wage 
bill. Wages are expected to increase by approximately 8 percent 
compared to projected inflation of 7 percent. 

The 1991 fiscal deficit--plajected at D 390 million--is to be 
financed by external borrowing of D 58 million and domestic borrowing of 
D 332 million. Borrowing from the domestic banking system is to be 
limited under the program to D 50 million and nonbank borrowing is 
projected at D 282 million, of which D 265 million would stem from the 
sale of treasury bills to the public. Preliminary results for the first 
quarter of 1991 indicate that the fiscal program is on track. 

l/ The fiscal package negotiated in the fifth review and described in 
EBS/91/46 (3/19/91) was changed slightly in the final supplementary 
finance law that was approved by the Parliament, although the overall 
impact of the measures was not changed. The changes involved expanding 
the revenue part of the package and reducing the wage bill by D 4 mi!- 
lion, while restoring most of the cuts in capital outlays. 
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Table 7. Tunisia: Consolidated Financial Operations of the Central Government, 1987-91 l! - 

Revenue and grants 2,548.7 2,743.6 
Tax revenue 1,896.7 2,002.9 

On international transactions 632.4 730.6 
Other 1,264.3 1,272.3 

Other revenue 635.9 710.3 
Non-petroleum-related 283.6 322.0 
Petroleum-related 352.3 388.3 

Grants 16.0 30.4 

Total expenditure and net lending 
Current 

Wages and salaries 
Goods and services 
Interest payments 
Subsidies and transfers 

Of which: 
consumer subsidies 

2,878.5 
2.084.4 

‘778.6 
212.1 
245.1 
848.6 

3,130.2 
2,255.4 

833.7 
165.4 
278.1 
978.4 

(183.2) (231.0) 

Capital and net lending 794.1 874.6 
Direct investment 321.1 448.5 
Capital transfers and equity 312.6 353.8 
Net lending 160.4 72.3 

Deficit, payment-order basis A/ -329.8 -386.6 

Financing -329.8 386.6 
Foreign 100.6 140.4 

Drawings 393.6 466.8 
Budgetary 185.6 263.8 
Extrabudgetary 208.0 203.0 

Amortisation -293.0 -326.4 
Domes tic 229.2 246.2 

Banks 94.0 46.0 
Other 21 135.2 200.2 

Memorandum items: 

GDP 7,959.0 8,622.3 

Revenue and grants 32.0 31.8 32.1 31.0 30.4 30.8 30.7 
Grants 0.2 0.4 1.5 1.1 1.1 0.6 0.2 
Tax revenue 24.1 23.2 23.6 23.6 23.0 23.4 “& .L 
Expenditure 36.2 36.3 36.4 34.6 33.9 34.7 34.1J 
Deficit including grants -4.1 -4.5 -4.3 -3.6 -3.5 -4.0 -3.4 

1987 1988 1989 1990 1991 
Prog. Fourth Est. Frrlgram ?/ - 
(Third review 
rcvlvv) 

(In q i llions of dinars) 

3,071.l 3,296.9 3,325.0 
2.257.8 2.506.1 2,510.2 

816.7 916.1 916.1 888.2 946.9 
1,444.l 1.590.0 1.594.1 1,663.2 1,833.Z 

670.1 673.2 b97.2 734.8 740.8 
276.2 293.2 295.2 341.9 350.8 
393.9 380.0 402 .o 392.9 390.0 
143.2 117.6 117.6 70.1 21.3 

3,482 .a 3 684.7 b L 3 706.7 
2.693.3 2,790.5 2,810.5 

949.7 998.5 1.041.5 
207.4 249.6 .205.4 
316.7 341.4 341.4 

1,219.4 1,201.o 1,222.0 

(346.3) (295 .a) (316.8) 

789.5 894.2 896 .? 
403.2 421.7 443.7 
321.6 423.1 423.1 

64.7 49.4 29.4 

-411.7 -387.8 -381.7 - - - 

411.7 387.8 381.7 - - - 
117.7 162 $6 162.6 
520.9 625.7 625.7 538.0 
310.9 480.0 480.0 334 .o 
210.0 145.7 145.7 202.0 

-403.2 -463.1 -463.1 -453 .o 
294.0 225.2 219.1 356.6 

45.2 40.0 40.0 36 .o 
248.8 185.2 179.1 320.6 

9,560.9 10,641.l 10.920.0 

(In percent of GDP) 

3 356.3 L 3 562.2 I 
2.551.4 1,500.l 

3,787.9 
2.803.7 
1:013.5 

224.b 
341.3 

1,224.3 

(315.0) 

984.2 824.4 
498.4 532.2 
432.9 304.4 

52.9 -12.: 

-431.6 -390.0 

431.6 
75.0 

10,910.o 

3,95?.2 
3.127.8 
1: 159.9 

2b8.9 
3b3.h 

1,335.; 

(280.10) 

390 .fJ 
58.0 

547 .(I 
371.0 
17 6 . (I 

-499.0 
332.11 

50.0 
282.0 

ll,h20.1! 

Sources: Data provided by the Tunisian authorities; and staff proJections. 

l/ Includes current and capital budgets, Special Funds, Fends de Contours, extr~bbudgetary operat Ions f lnancc’l 
ab7bad, net treasury operations, and social security funds. Data for and after 1988 are presented in d new 
classification consistent with the Fund Government Finance Statistics format. This change in classtflcation 
slightly affects gross levels of revenue and expenditure, but not the deficit. 

2/ As modlfted in Supplementary Finance Law, approved in March 1991. 
?/ including payment float. - 
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The authorities have committed themselves to the broad achievement 
in 1992 of the original fiscal objectives of the extended arrangement, 
which would entail a further reduction of the overall budget deficit of 
approximately 1 percent of GDP from the projected 1991 outcome. It is 
expected that the 1992 budget will include additional revenue measures, 
including increased revenue from the value-added tax (VAT) from 
elimination of unjustified exemptions and extension of the VAT to large 
enterprises at the retail Level. Moreover, subsidies administered by 
the Caisse Generale de Compensation are expected to be reduced 
substantially in 1992, reflecting continued price adjustments on certain 
commodities and the introduction of a targeting system for flour, 
vegetable oil, sugar, and milk. In addition, direct income support will 
begin to be substituted for more expensive commodity subsidies for a 
target population of 120,000 very poor families. The full package of 
measures for 1992 is currently being developed and will be reviewed by a 
staff mission to Tunisia in November. 

4. Monetary policy 

The monetary program for 1991 envisages an expansion of broad money 
by 5.5 percent, somewhat less than the projected nominal GDP growth 
(Table 8). Consistent with the balance of payments target and an 
expansion of bank credit to the Government of D 50 million, credit 
growth to the private sector will be limited to 10.5 percent. Total 
bank credit is projected to increase by about 10 percent in 1991. 

Information for the first quarter 1991 indicates that the monetary 
program was in Line with the program, with both credit ceilings being 
respected. Net credit to the Government in the first quarter was 
substantially Less than programmed, mainly because of higher-than- 
expected financing by the nonbank public. The larger-than-programmed 
net purchases of treasury bills by the nonbank public were fully offset 
by a smaller-than-expected increase in holdings by banks, with net 
issues of treasury bills amounting to D 55 million as programmed. 
Credit to the private sector was slightly higher than forecast, 
primarily because of agricultural credit, owing to the large crop that 
accounted for more than half of the increase. Total domestic credit at 
end-March 1991 was D 6,393 million, or D 75 million under the 
performance criterion. 

In the area of financial sector reform, the authorities have 
accelerated their schedule in 1991 for reducing the scope of 
preferential Lending rates. In addition to the 1 percent increase in 
these rates before end-1991 that had been stated in the fifth review, 
they now plan to eliminate the eligibility of certain sectors for these 
rates (accounting for approximately one third of outstanding 
preferential credits) before the end of 1991. They also plan to raise 
the preferential rates on the remaining credits by another percentage 
point before the end of June 1992, with the objective of eliminating 
preferential credits altogether by the end of 1992. 



Table 8. Tunisia: Elorrtary survey, l988-911/ 

1988 1989 

March 
I990 

June Sept. 
tktual 

kc. 
1991 

March May June Sept. Dec. 

pro& Act. pnxrm _u 

Net foreign assets 542 661 579 495 

Domstic credit 
Net credit to the Govemmnt 2/ - 
Credit to the ecomny 

Long-term deposits 226 

Other items, net 

I~lemorandurn itens: 

Dwwscic credit 
Net credit to the Gowrm-mt 
Credit to the econoq 

l~loney plus quasimney 

5,188 5,563 
676 722 

4.5l.2 4,841 

4,422 
2,460 
1,962 

1,wz 

4,9@ 
2,526 
2,383 

254 

1,061 

77 .h 
6.8 
7.3 

IL0 

5,815 5,951 
818 880 

4,997 5,071 

4,979 4,995 
2,468 2,560 
2,511 2,435 

2to 277 

1,155 

4.5 
13.3 

3.2 

1.4 

1,174 

7.0 
22.0 

4.7 

1.8 

(In utilliohs of ctlmrs) 

688 596 341 340 257 

5,991 6,142 6,468 6,393 6,545 
827 807 949 841 945 

5,164 5,335 5,519 5,552 5,600 

5,a52 5,220 5,220 5,WZ 5 ,zC%k 
2,410 2,649 . . . 2,507 . . . 
2,642 2,571 . . . 2,625 . . . 

276 321 330 325 340 

1,351 1,197 1,259 1,276 1,258 

(Percent charge fran previaz December) 

7.7 ID.4 5.3 4.1 6.6 
14.5 Il.8 II.6 4.2 II.1 

6.6 10.2 3.4 4.1 5.0 

2.Y 6.3 - -1.7 +.I.3 

2% 

6,542 
927 

5,615 

5,199 
. . . 
. . . 

345 

1,256 

6.5 
14.9 
5.2 

+.I.4 

391 

6,646 
914 

5,732 

5,366 
. . . 
. . . 

355 

1,316 

8.2 
13.3 
7.4 

2.8 

396 

6,752 
a57 

5,895 
I 

5,507 z 
. . . 
.-. 

381 

1,X0 

9.9 
6.2 

10.5 

5.5 

soilrces: l&ta provided b the Tunisian authorities; and staff estimates. 

L/ As imiicated in Buff dent 91174, April 16, l991, data for net foreign assets, mney supply, lowtern deposits and other item, net have been 
w&fird to take dccount of revisions of kxmber fi%) data. 

L-/ The charge in net credit to the Central Ckwrmwnt in lYYU takes into accumt the settlmnt in the first quarter of D 49 million uf exterm.l debt 
service p+ymnts rmde at end-1989. 
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Although interest rates for the most part have been liberalized 
since 1987, a maximum spread between the Lending rate and the money 
market rate has been maintained because of inadequate competition in the 
banking sector. Steps have been taken to increase competition, 
including the entry of a major international bank into domestic 
operations in 1990 and the authorization of two Large investment banks 
to accept deposits as a move toward "universal banking." The 
authorities plan to liberalize the maximum lending spread before the end 
of June 1992, either by raising the spread between the Lending rates and 
the money market rate from 3.0 percentage points to 3.5 percentage 
points, or by another equivalent measure. At present, only 
approximately 20 percent of Loans are at the maximum Lending rate, while 
the average is between 2.0 percent and 2.5 percent above the money 
market rate. The Loans with rates at the maximum spread, however, are 
predominantly for new and small enterprises, which the authorities are 
afraid may be unfairly disadvantaged by higher rates. 

The authorities intend to continue to diversify and deepen the 
range of financial instruments. They plan before the end of 1991 to 
introduce treasury bills with maturities longer than one year. In 
addition, in March 1991, the authorities facilitated a more active 
secondary market for treasury bills by broadening the requirement for 
banks to hold a minimum amount of government bonds to include government 
bonds that banks place with the public. Technical assistance from the 
Fund is helping the authorities in the management of monetary and credit 
policies through indirect instruments that will include the eventual use 
of secondary markets and open market operations. 

5. Other structural oolicies 

In addition to the financial sector reform and import liberali- 
zation discussed above, the authorities plan continued progress in the 
areas of public enterprise reform and privatization, price 
liberalization, tax reform, and unification of the investment codes. 

Following the completion of three fourths of the planned 75 priva- 
tization cases, the authorities intend to privatize the remaining 
enterprises by the end of June 1992. This will complete the 
privatization phase of the public enterprise reform. Regarding the 
enterprises remaining in the public sector, the authorities intend to 
finalize performance contracts with the electricity and gas, refining, 
and cement companies before the end of 1991. The Government is 
currently preparing a list of future multiyear performance contracts 
with enterprises that will be implemented during the period of the 
Eighth Development Plan. 

In the area of price Liberalization, the authorities plan to 
increase the share of manufactured prices free of controls to 75 percent 
by the end of 1991. The share of distribution margins Liberalized will 
soon be raised to 50 percent. Following the enactment of legislation in 
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1991 on distribution and competition, the share of distribution margins 
free of controls will be raised to 55 percent before the end of June 
1992. 

The tax reforms achieved since 1988 include the introduction of the 
VAT and new codes for income taxation of individuals and corporations. 
In 1991-92, exemptions from the VAT will be reduced and lump-sum 
taxation procedures will be reviewed to prevent tax evasion. The final 
stage of tax reforms involves registration and stamp duties, which will 
be modernized and rationalized. Administrative procedures in tax 
administration will be revised and training of tax officials will be 
strengthened. 

Separate investment codes for various sectors have created overlaps 
and contradictions, particularly regarding incentives for investment. A 
commission has been recently established to unify and rationalize the 
various investment codes and regulations. The objectives of this 
project are to eliminate incentives that are not justified and to ensure 
better targeting of the incentives that are maintained. During the rest 
of 1991, the commission will develop a strategy to implement this 
project during the period of the Eighth Development Plan. 

IV. Medium-Term Outlook 

Assuming that appropriate aggregate demand policies are implemented 
during the period, the overall balance of payments is expected to 
register rising surpluses from 1992 onward, enabling gross reserves to 
increase continuously from their low point in 1991. Gross reserves are 
expected to reach the equivalent of 2.0 months of imports by 1993 and 
2.3 months of imports by 1996. The debt service ratio is slated to 
decline from 25 percent in 1991 to 16 percent by 1996, while the debt to 
GDP ratio is forecast to decrease from 55 percent to 36 percent 
(Table 9). The current account deficit (as a percent of GDP) is 
projected to shrink from 5.6 percent in 1991 to 2.3 percent in 1993 and 
then narrow progressively to 1.5 percent by 1996. 

Exports are expected to rebound in 1992, with total non-energy 
exports rising by 18 percent in real terms, before slowing to an average 
annual growth rate of 10 percent in the period 1993-96. These rates 
would imply continued growth in Tunisia’s export market shares in 
sectors such as textiles and mechanical/electrical industries. Total 
non-energy imports, after increasing by 13.5 percent in 1992, are 
projected to grow at a more moderate rate of 7 percent on average. 

The energy trade balance is projected to register small surpluses 
in 1991 and 1992 before turning into a deficit. The increasing role of 
the private sector in the economy in the years ahead is reflected in the 
capital account projections where higher medium-term foreign borrowing 
and foreign direct investment are in turn supported by Tunisia’s greater 
openness to international capital markets. 
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Table 9. Tunisia: HedillpTem External Debt Projections, 1989-96 

1989 1990 1991 1992 I.993 1994 1995 19% 
Pro. FTC.. Prov. Proj. Prog. Projections 

EBSl9ol71 E0s/90/17 3 R!s/90/173 

Distalrsment 686 722 809 766 801 831 835 849 853 857 864 
Longterm capital 485 X.9 537 479 510 554 570 50% 461 415 415 
tMimrtem capital 201 204 272 287 291 277 265 344 393 442 449 

Debt service 
Hedlm- and lagterm 

Interest 
principal 

878 95s 948 850 949 9l.3 986 1,043 1,094 1,155 1,237 
306 337 3ce 273 334 310 369 410 448 491 538 
571 619 640 577 615 603 617 632 645 664 699 

IJ* 20 la lo4 l& I21 115 40 24 20 30 48 
Charges 20 22 22 22 22 16 19 20 20 20 19 
RepuKchaaes - 82 82 82 99 99 21 4 - 10 29 

Total debt service 
Interest 
Phcipal 

898 
327 
571 

1,060 
359 
701 

1,052 
330 
722 

954 
295 

1,070 
356 

659 714 

1,028 1,026 1,067 l,lL4 1,186 1,285 
326 388 431 469 511 557 
702 638 636 645 675 728 

Debt a&standing 
kdiuir and long-tens 

debt 
Arab Nmetary Pmd 
Fund credit 

4,JU 4,803 4,865 4,983 s ,045 5,188 

4,500 4,589 4,651 4,856 4,882 sm 
7 - - 3 - - 

206 214 214 I24 163 180 

5.3l.3 

5,102 
- 

211 

5,448 5,631 5,8L3 5,737 

5,241 5,423 5,h16 5,5b9 
- - - - 

207 207 197 168 

Debt service in percent of 
current receipts 

Total debt service 
Interest 
Phlcipal 

(In percent) 

22.4 
8.2 

14.2 

Fxcluding IMF 
Interest 
Pl-hcipal 

thmradm itm: 

21.9 
7.6 

14.2 

24.8 
8.4 

16.4 

22.4 
7.9 

14 .s 

23.8 21.4 22.5 24.9 20.0 
7.5 6.6 7.5 7.9 7.6 

16.4 14.8 15.0 l7.0 12.5 

21.5 
7.0 

14.5 

4,414 

19.1 19.9 22.1 19.3 
6.1 7.0 7.5 7.2 

l3.0 12.9 14.6 12.1 

19.2 
7.7 

11.4 

19.7 
7.4 

ll.4 

17.9 15.8 16.2 
7.5 7.3 7.0 

10.4 9.6 9.2 

17.6 16.4 15.6 
7.2 7.0 6.8 

lo.4 9.4 8.8 

(In dllias of ZRs) 

Current receipts 4z-J 4,266 4,457 4,760 4,l33 5,120 5,563 6,231 7,036 7,946 

(In adlllals of sacs) 

sources: Eata provided by the Tmisian authorities; EtLnfstry of Phming; and staff esthtes. 
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Assuming no further purchases after the fourth-year extension of 
the EFF arrangement, Tunisia's charges and repurchases to the Fund are 
projected not to exceed 0.8 percent of current receipts through the 
repurchase period ending in 2002 (Tables 10 and 11). In the same 
period, debt service to the Fund would not exceed 4.3 percent of total 
debt service, or 6.6 percent of gross reserves. Given Tunisia's record 
in meeting its obligations to the Fund, its prudent debt policy, and the 
fact that its repayments to the Fund are only a small part of its total 
external debt obligations, it is not envisaged that Tunisia will 
experience difficulty in making repayments to the Fund over the medium 
term. 

V. Staff Appraisal 

Despite the success achieved in the last half of the 1980s in 
reducing external imbalances and diversifying exports, the events of 
1990-91 have demonstrated the continued vulnerability of Tunisia's 
balance of payments to exogenous shocks. In the wake of a long-awaited 
recovery accompanied by investment growth of 8 percent in 1989 and 
22 percent in 1990, a burst of capital goods imports contributed to a 
substantial widening of the current account deficit, which was then 
compounded by the adverse impact of the Middle East crisis. The timely 
response of the authorities was incorporated in the 1991 program 
discussed by the Executive Board in April 1991. 

The authorities believe that the 1991 program remains valid. The 
hostilities in the Middle East have ended and the strong economic 
recovery of 1990 has been displaced by a recession. Anticipating a 
gradual return to normalcy, they have committed themselves to the broad 
achievement in 1992 of the same macroeconomic objectives as in the 
original program for 1991. The authorities' request for a lengthening 
of the extended arrangement is a welcome sign of their determination to 
persevere with their program of adjustment and structural reform. A 
fourth year of the arrangement would provide Fund support during the 
critical period of recovery from the impact of the Middle East crisis. 
The elaboration of the 1992 program in the context of the sixth program 
review will be of crucial importance in that it will set out the 
policies and measures required to return to the original path of 
adjustment. 

The achievement of the program's original objectives will not be 
easy and will require the abandonment of a gradualist approach in some 
areas in favor of a more ambitious course, particularly regarding fiscal 
policy. Although the supplementary finance law approved in early 1991 
represented a strong response to the adverse impact of the crisis, the 
attainment of the program's original fiscal objectives will require the 
implementation of more permanent measures in the period ahead. With the 
completion of the main elements of the comprehensive tax reform in 1991, 
the staff welcomes the authorities' plans to eliminate unjustified 
exemptions under the VAT and to unify and rationalize investment 
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Table 10. Tunisia: Obligatims FallingDueto the Fund, 
1992-2002 

(In millions of SDRs) 

1992 1993 1994 I995 1996 1997 I.998 I999 2000 2001 2002 

A. 

B. 

c. 

Obligations fran existing 
drawings 

Principal/ 20.9 3.8 - 10.2 20.4 20.4 20.4 20.4 20.4 10.2 - 

Char@s and interest21 14.2 12.9 12.9 12.8 IL4 9.5 7.9 6.2 4.5 3.0 2.4 

Obligations from prospective 
drawings 

PrincipalL1 
Charges and interest 

Cumihtive obli~tions 40.0 24.0 20.2 30.3 47.5 50.3 47.3 44.3 41.2 27.0 9.8 

Principalg 23.9 3.8 - 10.2 28.8 34.6 34.6 34.6 34.6 22.9 7.2 
Charges and interest! 19.1 20.2 20.2 20.1 x3.7 15.7 12.7 9.7 6.6 4.1 2.6 

35.1 16.7 12.9 23.0 31.8 29.9 28.3 26.6 24.9 W.2 2.4 

4.9 7.3 7.3 7.3 15.7 20.4 19.0 17.7 16.3 13.8 7.4 

- - - - 8.4 14.2 14.2 14.2 14.2 12.7 
4.9 7.3 7.3 7.3 7.3 6.2 4.8 3.5 2.1 1.1 

Source: Staff projections. 

l/ Repurchases; there are no ESAF/SAF repayments. 
T/ Includes net SOR charges estimted at SDR 2.4 million anally. - 

7.2 
0.2 
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Table 11. Tunisia: Indicators of Capacity to Repay the Fund 
in the MediumTerm, 1992-2002 

Debt service to the Fund 

(In percent of axrent 
receipts) 0.8 0.4 0.3 0.4 0.6 0.6 0.5 0.4 0.3 0.2 0.1 

(In percent of total 
debt service) 3.9 2.2 1.8 2.5 3.7 4.3 3.9 3.6 3.3 2.2 0.8 

(In percent of gross 
reserves) 6.6 3.2 2.2 2.9 3.8 3.5 2.9 2.3 1.8 1.0 0.3 

(In percent of quota) 28.9 17.4 14.6 22.0 34.4 36.4 34.2 32.0 29.8 19.5 7.1 

Source: Staff projections. 
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incentives. The staff also urges the authorities to begin to implement 
in an ambitious manner in 1992 the new strategy to reduce consumer 
subsidies by complementing continuing price adjustments with the 
introduction of a targeting system for several essential commodities and 
through direct income support. The progress achieved so far in 
privatizing and restructuring public enterprises should be continued, as 
it will yield lasting reductions in capital transfers to these 
enterprises. 

A prudent wage policy, combined with steps to encourage greater 
labor market flexibility and productivity, will be of crucial importance 
if Tunisia’s external competitiveness is to be preserved principally 
through reliance on demand management policies. The moderate 
depreciation of the exchange rate over the last several years that has 
served to compensate for the margin of Tunisia’s inflation over its 
trading partners should not be viewed as a permanent part of the 
economic policy mix, but rather as a temporary feature until inflation 
can be reduced. 

Monetary policy must continue to be restrictive in order to support 
the inflation objective and to safeguard the balance of payments 
targets. The staff welcomes the substantial liberalization and 
broadening of the financial system since 1987, but cautions the 
authorities that the rapid growth of new financial instruments, 
particularly treasury bills and commercial paper, must be monitored 
closely in view of their potential impact on net foreign assets. 
Interest rate policy is an essential element in support of the efficient 
allocation of financial resources, and the authorities have wisely made 
a decision to reduce further the scope of preferential lending rates and 
to liberalize the maximum spread on lending rates. However, they should 
be prepared to allow greater flexibility of market interest rates than 
in the recent past and permit the money market interest rate to reach 
market-clearing levels. 

In the event that the Middle East crisis or other adverse factors 
have a worse impact than expected, the authorities are prepared to take 
any additional measures that are necessary to achieve this year’s 
program targets. At the same time, they have as a first priority the 
accumulation of additional international reserves should the external 
outcome evolve more favorably than projected. The authorities’ 
perseverence in continuing to liberalize quantitative restrictions on 
imports during this difficult period is commendable, including their 
determination to go beyond the program’s original objectives in 1992. 
As it is evident that further liberalization will increasingly involve 
exposing domestic production to import competition, the authorities 
should limit strictly the scope and duration of any compensatory 
protection. Over the medium term, the achievement of currency 
convertibility will require additional Liberalization, covering not only 
trade but also exchange restrictions on current international 
transactions, and the staff welcomes the authorities’ intention to relax 
various exchange regulations in 1991-92. 
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In the staff's view, the dual objectives of returning broadly to 
the program's original macroeconomic objectives in 1992 and making 
further significant progress in the various key areas of structural 
reform are deserving of the Fund's support for a fourth year of the 
extended arrangement. Rigorous implementation of the 1991 program, 
particularly with respect to demand management during the recovery 
period, will be critical to the success of these objectives. 
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VI. Proposed Decision 

The following draft decision is proposed for adoption by the 
Executive Board. 

1. At the request of Tunisia, the extended arrangement for Tunisia 

(EBS/88/119, Supplement 1, 7128188, as amended by Executive Board 

Decision No. 9429-90/75, 5/14/90) is lengthened through July 24, 1992. 

2. The letter dated June 18, 1991 from the Minister of Finance, the 

Minister of Planning and Regional Development, and the Governor of the 

Central Bank of Tunisia shall be attached to the extended arrangement, 

and the letters, dated June 16, 1988, March 23, 1989, December 1, 1989, 

April 12, 1990, October 10, 1990, and March 18, 1991, together with 

their respective annexes, shall be read as supplemented by the letter 

dated June 18, 1991 and annexed table. 

3. Accordingly, 

A. Paragraphs 1, 2, 3 and 4 of the extended arrangement for 

Tunisia shall be amended to read: 

1. For a period of four years from July 25, 1988, 

Tunisia will have the right to make purchases from the Fund in an amount 

equivalent to SDR 207.3 million, subject of Paragraphs 2, 3, 4, 5, and 6 

below, without further review by the Fund. 

2. Purchases under this extended arrangement shall not, 

without the consent of the Fund, exceed the equivalent of 138.2 million 

until November 15, 1991, the equivalent of SDR 155.475 million until 

March 15, 1992, the equivalent of SDR 172.75 million until May 15, 1992, 

and the equivalent of SDR 190.025 million until July 10, 1992. 
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3. Purchases under this extended arrangement shall be made from 

ordinary resources until the outstanding use of ordinary resources in 

the upper credit tranches and under the extended facility equals 

140 percent of Tunisia's quota in the Fund of SDR 138.2 million. 

Thereafter, purchases shall be made from borrowed resources, provided 

that any modification by the Fund of the proportions of ordinary and 

borrowed resources shall apply to amounts that may be purchased after 

the date of modification. 

4. Tunisia will not make purchases under this extended arrangement: 

(a) during any period after July 24, 1991, in which at the end of 

the preceding period indicate that 

(i) the limit on domestic credit on the banking system, 

or 

(ii) the limit on net claim on the government by the 

banking system, or 

(iii> the target for net foreign assets of the Bank of 

Tunisia, or 

(iv) the limits on the contracting of guaranteeing by the 

Government of nonconcessional external debt, referred to in paragraph 2 

of the Letter dated June 18, 1991 and as specified in the table annexed 

to that letter are not observed; or 

(b) if Tunisia accumulates any new external payments arrears; or 

(cl after March 14, 1992, until the review contemplated in 

paragraph 2 of the attached Letter dated June 18, 1991 has been 

completed and performance criteria have been established for the 
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remaining period of the extended arrangement, or having been 

established, while they are not being observed.” 

B. Paragraphs 8 and 10(c), previously deleted by Executive Board 

Decision No. 9429-90175, 5/14/90, shall be reinstated to the extended 

arrangement for Tunisia, as follows: 

8. The value date for purchases under this extended 

arrangement involving borrowed resources will be determined in 

accordance with Rule G-4(b) of the Fund’s Rules and Regulations. 

Tunisia will consult with the Fund on the timing of purchases involving 

borrowed resources in accordance with Rule G-4(d). 

10(c) The value date of a repurchase in respect of a 

purchase financed with borrowed resources under this extended 

arrangement will be normally either the 6th day of the month, or the 

next business day, provided that the repurchase will be completed not 

later than seven years from the data of purchase. 
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TUNISIA--Relations with the Fund 

(As of May 31, 1991) 

I. Membership status 

Date of membership: 
Status: 

April 14, 1958 
Article XIV 

A. Financial Relations 

II. General Department (General Resources Account) 

(a) Quota: SDR 138.2 million 
(b) Total Fund holdings of Tunisia's 

currency: SDR 337.78 million (244.41 percent of quota) 

Millions of Percent of 
SDRs quota 

(c) Fund credit: 199.60 144.43 
Credit tranches 170.92 123.68 
CFF 28.68 20.75 

(d) Reserve tranche position: SDR 0.02 million 

III. Credit tranche or special facilities 

(a) Extended arrangement 

(i) Duration: July 25, 1988-July 24, 1991 
(ii) Amount: SDR 138.2 million (100 percent of quota) 
(iii) Utilization: SDR 122.30 million 

(b) Stand-by arrangement 

Duration: November 4, 1986-May 31, 1988 
Amount: SDR 103.65 million (75.0 percent of quota) 

(iii) Utilization: SDR 91.0 million 

(c) Compensatory financing facility 

(i> Date: November 4, 1986 
(ii) Amount: SDR 114.71 million (83.0 percent of quota) 

IV. SDR Department 

(a) Net cumulative allocation (amount): SDR 34.24 million 
(b) Holdings: SDR 49.92 million (145.78 percent of allocation) 
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TUNISIA--Relations with the Fund (continued) 

V. Administered accounts Not applicable 

VI. Financial obligations due to the Fund (in millions of SDRs) 

Overdue financial Principal and interest due l! 
obligations 1991 1992 1993 1994 1995 1996 
May 31, 1991 (6/l-12/31) 

Repurchases 
Charges (pro- 

visional) 

-- 52.68 20.88 3.75 -- 10.19 28.80 

-- 9.32 19.09 20.24 20.15 20.15 18.70 

Total -- 62.00 39.97 23.99 20.15 30.34 47.50 - ----- 

B. Nonfinancial Relations 

VII. Exchange system: The exchange rate of the Tunisian dinar is 
determined flexibly vis-a-vis a basket of currencies under a system of 
managed floating. Buying and selling rates are determined daily by the 
Central Bank. As of end-May 1991, the dinar rate of the U.S. dollar was 
US$l = D 0.9512, equivalent to SDR 1 = D 1.275. 

VIII. Last Article IV consultation 

The 1990 Article IV consultation discussions were held in Tunis 
during July 10-24, 1990, and the staff report (EBS/90/173) and the 
report on recent economic developments (SM/90/203) were discussed by the 
Executive Board on November 7, 1990. The decision adopted was as 
follows: 

1. The Fund takes this decision relating to Tunisia’s exchange 
measures subject to Article VIII, Sections 2 and 3, in concluding the 
1990 Article XIV consultation with Tunisia, in Light of the 1990 
Article IV consultation with Tunisia conducted under Decision No. 5392- 
(77/63), adopted April 29, 1977, as amended (Surveillance over Exchange 
Rate Policies). 

l/ Based on the assumption of purchases under the extended 
arrangement contained in Table 1. 
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TUNISIA - Relations with the Fund (concluded) 

APPENDIX I 

2. Tunisia maintains restrictions on the making of payments and 
transfers for current international transactions as described in 
EBS/90/173, in accordance with Article XIV, except that the multiple 
currency practice arising from the operations of the old exchange rate 
risk guarantee fund is subject to approval of the Fund under 
Article VIII, Sections 2 and 3. The Fund urges the authorities to 
remove this multiple currency practice and, in the light of the 
circumstances grants approval of its retention until November 30, 1991, 
or the next Article IV consultation, whichever is earlier. The Fund 
also encourages Tunisia to continue its 1iberaLization of the exchange 
system. 
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Tunisia--Relations with the World Bank GrouD 

Since 1962, the Bank has committed to Tunisia 87 loans and 10 IDA 
credits amounting to US$2,374.4 million and USS75.2 million (net of 
cancellations), respectively. As of April 1991, the sector shares of 
the Bank Group commitments were as follows: agriculture (23.5 percent), 
industry and energy (23.8 percent), urban infrastructure and transport 
(30.3 percent), population and human resources (10.3 percent) and 
nonsector adjustment loans (12.1 percent). Bank lending at first 
emphasized support for long-term investment in infrastructure and social 
industrial financing. From 1986 to 1989 Bank lending supported 
increasingly policy reforms at the sector and macroeconomic levels. 
Agricultural policy reform was supported by a US$150 million 
Agricultural Sector Adjustment Loan approved in September 1986, followed 
by a second such operation in 1989 for US$50 million, to which an 
investment component of US$34 million was attached. An Industry and 
Trade Policy Adjustment Loan was approved in February 1987 and supported 
the first phase of implementation of the Government's program of 
industrial and trade policy reforms. In June 1988 the Bank approved a 
Structural Adjustment Loan, which supported price and trade liberaliza- 
tion, fiscal reform, and improvements in the interest rate structure and 
in mid-1989 a US$130 million Public Enterprise Restructuring Loan. 

With the above adjustment loans the Bank was expected to phase out 
adjustment lending, while continuing its country dialogue on macro- 
management and policy reform. However, because of the adverse 
repercussions of the Gulf crisis on the Tunisian economy, the Bank is 
now preparing an adjustment operation, Economic and Financial Reform 
Support Loan (EFRSL), scheduled for Board presentation before the end of 
the current year, for an approximate amount of US$lSO million. 

Project implementation has been generally satisfactory and, in a 
number of sectors, important policy changes and institutional 
improvements have been achieved , and autonomous agencies have been 
created or strengthened to ensure the efficient management of the 
related sectors or subsectors. The current amount of undisbursed funds 
as of April 1991 was USS547.9 million. The Bank will continue its 
investment lending program committed at around US$250-300 million per 
year. The projects under preparation support health, education, energy 
development, municipal development, and industrial financing. 

Bank-Fund cooperation has always been close, with participation of 
Fund staff in Bank economic and sector missions and close informal 
contacts in Washington and in the field. 
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Tunisia--Relations with the World Bank Group (concluded) 

Tunisia: World Bank Loans and Debt Service, 1990-93 

(In millions of U.S. dollars) 

1990 1991 1992 1993 

Commitments 

Investment projects 

Adjustment loans 

Agricultural sector adjustment loan 
Industrial and trade policy 

adjustment loan 
Structural adjustment Loan 
Public enterprise restructuring loan 
Agricultural sector loan II 
Economic and financial reform loan II if 

Disbursements 

Investment loans 

Adjustment loans 

Agricultural sector adjustment loan 
Industrial and trade policy 

adjustment loan 
Structural adjustment loan 
Public enterprise restructuring loan 
Agricultural sector loan II 
Economic and financial reform loan II l/ - 

Total debt service 

Amortization 

Interest and charges 

29.0 

29.0 

266.0 

116.0 

150.0 

365.0 280.0 

365.0 280.0 

-- -- -- 

-- -- -- -- 

-- 
-- 
-- 
-- 
-- 

-- 
-- 
-- 
-- 

150.0 

-- 
-- 
-- 
-a 
-- 

-- 
-- 
-- 
-- 
-- 

212.5 372.1 294.1 

134.8 15.2 139.6 

77.7 356.9 154.5 

202.7 

202.7 

-- 

-- -- -- -- 

-- -- 

30.4 56.7 
47.3 47.7 

-- 52.0 
-- 100.0 

-- 
-a 

35.0 
20.0 
50.0 

-- 
-- 
-- 
-- 
-- 

213.7 243.8 268.0 274.5 

110.7 127.3 143.6 144.9 

103.0 116.4 124.5 129.6 

Source: World Bank, DRS for historical including 1989, and World Bank 
lending program for projections. 

l/ Operation still under evaluation. - 
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