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EXECUTIVE SUMMARY

Background

Since achieving independence in 1956, the Government of Tunisia
has maintained consistently friendly relations with the United States
in a region of the world in which many governments are openly hostile
to U.S. interests. The GOT has also earned a reputation for
progressivenes;, being a leader among Arab states on issues such as
womens rights and tolerance of political opposition, and having
largely devoted its resources to social improvements, including edu-
cation, health care, and economic infrastructure.

Recent Economic Trends

The Tunisian economy developed rapidly during the 1960s and
1970s, with GDP growth per annum averaging 7% during the latter
decade. During the 1980s, however, it became apparent that the
economy was entering a new period of much slower growth. GDP growth
averaged only 3.7% between 1980 and 1985. Concurrently high annual
rates of population increase (2.6%) resulted in unemployment
problems, especially among politically volatile school leavers and
young heads of household, which gave further impetus to the need for
rapid revival of healthy GDP growth rates. The GOT was also faced at
this time with a rapid deterforation in its external accounts and
reacted with a traditional package of import controls and budget re-
ductions in 1984/85. This regime of controls assumed a rapid
recovery in earnings from basic exports, which unfortunately did not
occur.

Ouring 1986, economic decline accelerated because of a series
of external shocks: (a) the full effect of severance in Tunisian-
Libyan relations (August 1985), Libya being an important market for
Tunisian exports and labor: (b) a disastrous cereals harvest of less
than one-half a normal years crop; (c) rapid decline in petroleum
revenues; (d) decline in tourism revenues because of tensions in the
Mediterranean region, and (e) continue softness in markets for phos-
phate products, Tunisia's second most important export. GDP growth
was nil during 1986, and foreign exchange reserves amounted to less
than two weeks of imports by the end of 1986.

When external factors accelerated economic decline during 1986
the Government, led by the Ex-Minister for Planning ~nd Finance and
now Prime Minister Rachid Sfar recognized that the fundamental causes
for under performance by the economy were structural. Tunisia, had
pursued a development strategy based on extensive state-direction of
the economy with foreign exchange access tightly controlled, domestic
production heavily protected, and many prices subject to state
approval, as was private investment. In addition, the GOT accumu-
lated a large inventory of costly, and ofter wasteful, subsidies for
both producer and consumer goods. While these practices were
affordable in earlier days, it became clear in mid 1986 that new
ways of doing business were necessary as the foreign exchange
reserves had fallen to nearly zero.



The GOT recognized that continuance of pursuing growth objec-
tives under a state-directed strategy for management of the economy
had not been successful in 1ight of existing economic realities and
that politically and socially dangerous economic stagnation would
result if reforms were not forthcoming. The GOT has now rerognized
the need for far reaching economic reforms to move toward a market-
driven economy over a short period that will be internationally com-
petitive, and capable of generating the increased exports required
for a return to acceptable growth levels in GDP.

Economic Adjustment Requirements and Responses

Consequently, in August 1986, thc &OT committed itself to a
broac ranga of policy reforms which has become known as the
Structural Adjustment Program. Specific reforms, programmed to
occur on a five year schedule, include decontrol of most prices,
progressive reduction of subsidies, privatization of a major portion
of parastatal companies, elimination of investment contracts,
increased reliance on markets for allocation of capital, and reduced
protection for domestic production. This program of policy change
in accordance with a specifically articulated “imetable skewed to
the front end of the program, was undertaken after extensive
consultations with the IBRD. USAID is participating in this element
of the Recovery Program through the APIP, PL-480 and this Project.
The GOT has received extensive support in the donor community for
the program, including from the IBRD, which is financing two sector
loans in the $150 million range, and from the IMF, the French,

Italian, West German and Japanese governments, as well as from USAID.

At present, one of the most serious short-term obstacles for
the GOT in meeting its Structural Adjustment objectives is the
financing of its current external account deficit. Recognizing that
further recourse to high levels of external commercial borrowing on
increasingly adverse terms would not be a solution to the problem,
the GOT entered into a Standby Arrangement with the IMF for approxi-
mately $125 million. The IMF Standby was approved, however, in
recognition of a potential shortfall in financing of current account
deficit for CY 1987 of approximately $450 million. While that
figure has been extensively debated, most recently in Paris and may
be reduced by better-than-anticipated growth in tourism and exports
and by a slower-than-forecast reconstitution of foreign exchange
reserves financing the current account deficit will remain one of
the GOT's principal impediments for implementing structural adjust-
ment at the agreed on pace. Failure to finance the deficit would
force a severe constriction of imports, delaying the revitalization
of the agricultural and industrial sectors which depend on imports
to rejuvenate their productive capacities. Economic and political
consequences of inadequate recovery by these sectors include reces-
sion, and deterioration in social and economic conditions that would
make implementation of the far reaching and politically risky Struc-
tural Adjustment Program exceedingly difficult, if not impossible.



Donor organizations having interests in Tunisia have now
generally realigned their programs to support Structural
Adjustment. 1In view of the fact that financing the current account
deficit is one of the GOT's most immediate serious problems, and
that recourse to commercial financing is both constrained under the
IMF Standby, and not financially advisable, most donors are
orienting their programs toward providing relief for the current
account deficit problem by permitting use of funds for
rehabilitation and maintainance as well as program lending. The
Government of Italy has made an important financial commitment along
this line to date, with a $100 million credit for Tunisian imports
from Italy. The African Development Bank is considering $120
million in fast disbursing program loans in the industrial and
tourist sectors. Import credit facilities are also being arranged
with the French, West German, Belgian and, possibly, the Japanese
governments.

U.S. Response

USAID, as nart of a revised strategy, proposes in this PAAD to
commit approximately 50% of its ESF funds to a Commodity Import
Program (CIP) that will directly assist the GOT by easing its
current account deficit problem (see PAAD, Section II-D), and that
will provide additional assistance to the GOT in implementing the
Structural Adjustment Program through the programmed use of local
currency generatic: . (See PAAD, Sections VI-B and VI-C). The 1987
CIP is proposed for «n amount of $8.258 million to be used for
importing US-manufactured soya-bean pellets, an import required for
fabrication of animal feeds in Tunisia by private feed mills. This
Is a new market for U.S. soya products, the normal sources being
from Latin American.

The 1987 CIP will provide an essential commodity to Tunisia's
Private Sector animal feed industry. The industry in Tunisia has
developed under conditions of heavy subsidization and consequent
high budgetary cost to the GOT. GOT budgetary costs for subsidizing
animal feed components since 1980 have amounted to TD 150 million
equivalent to roughly $200 million, an amount exceeding the recently
granted IBRD Agricultural Sector Adjustment Loan. Subsidization of
imported feed components has also damaged domestic production or feed
component substitutes and the development of forage croms. Under the
1987-CIP, the GOT is committed to permanent removal of animal feed
subsidies by 1988. Given current low international prices for
animal feed components, price adjustments required for subsidy
removal will be relatively modest, and will not damage domestic
production of meat, poultry, and eggs. Most animal feed fabrication
in Tunisia is already private; under the CIP, the GOT is committed
to examine the feasibility of privatization of the two mills run by
a parastatal company (for a full discussion of the animal feed
subsector, see PAAD, Annex A).



Local currency proceeds under the CIP will be used in direct
support of Structural Adjustment actions, primarily in agriculture
but also in the industrial area. The Structural Adjustment Program
as it relates to the agricultural sector aims to achieve the
following objectives: (a) production of larger quantities of food at
lower real costs for both domes*ic consumption and export; (b) a
higher lavel of private participation in the sector at all levels;
(c) increase the employment generation capacity of the sector
through improved resource allocations resulting from correct pricing
of inputs; and (d) decrease budgetary burdens currentiy imposed on
the GOT by the agricultural sector. USAID's CIP, while targeted
specifically to the animal feed subsector, will Inter alia assist
the agricultural sector through the use of local currency
generations in achieving the objectives outlined above. USAID/Tunis
has recently completed design of the Agricultural Policy
Implementation Project (APIP), which has been presented to the GOT,
and for which a project agreement will be signed shortly. This
project will provide hard data and analysis on policy changes,
implementation of which will be financed by local currency generated
under the CIP.

The steering committee for the APIP Project will constitute the
CIP Disbursement Coordinating Committee. This group is composed of
the same members as the Monitoring Committee for the IBRD-financed
Agricultural Sector Adjustment Loan. This Committee, because of its
intimate association with the Structural Adjustment Program, both
through monitoring of ASAL, and through its responsabilities for
directing policy formulation activities under APIP, is well
~positioned to identify, on a priority basis, Structural Adjustment
actions constrained by lack of financial resources. The Committee
will propose, for concurrence by USAID, local currency funds to be
used in relaxing constraints to structural adjustment
implementation. The CIP Disbursements Coordinating Committee will
propose uses of local currency proceeds based on the following: (a)
support of policy reforms incorporated in the Structural Adjustment
Program, (b) contribution to GDP growth over the short-to-medium
term; (c) contribution to growth of employment; and, (d) impact in
reducing Tunisia's current account deficit.

The 1987 CIP, along with APIP, PL 480-Title I, and the proposed
Section 416 safety net program, represents USAIDs best effort in
assisting the GOT with implementation of Structural Adjustment, and
is consistent with the revised USAID/Tunis development strategy.

The dollar side of the CIP will provide direct relief to one of the
GOT's most serious problems in implementing structural adjustment,
its current account deficit. The CIP includes elements of important
policy reform, and assures that the use of local currency proceeds
will be used in furthering Structural Adjustment objectives.
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I. Introduction

The design of the Commodity Import Program (CIP) has been done
through a collaborative effort between USAID and key officials of
the Government of Tunisia (GOT) in the Ministry of Agriculture and
Ministry of Planning and Finance. Frequent working sessions were
held during the design phase, in which the Office de Céréale; (0OC)
of the Ministry of Agricuiture served as the chief entry point for
determining the most appropriate commodity for importation. On the
determination of uses of the local currency generated by the CIP,
frequent discussions have been led by the Director General of
Cooperation with the Exterior, Ministry of Plan and Finance (MOPF).

In addition to USAID/Tunisia staff, AID/W assistance was used in
writing the Program Assistance Approval Document (PAAD). Key
documents that were consulted included the GOT Statistics
Financiéres (Dec, 1986), GOT/IBRD Medium-Term Agricultural Sector
Adjustment Program (1986), USAID/Tunisia Agricultural Sector
Strategy Statement (1987), and the GOT Seventh Plan of Economic and
Social Development, 1987-1991 (1986).

The CIP has been developed as a means of providing continuing
support for the Government of Tunisia and assistance with financial
difficulties faced by the nation. AID's efforts are tied to
Tunisia's commitment to wide-ranging measures to restructure the
economy and make needed policy adjustments. The ability to help
finance these adjustments, both with foreign exchange and a pool of
local currency, makes the CIP an attractive mechanism of economic
support for Tunisia.



IT. SUMMARY AND RECOMMENDATION

A. Summary

Tunisia is faced with severe balance of payments difficulties,
brought on by the imbalances in exports and imports, growing
unemployment and last year's drought. The nation wili not generate
sufficient foreign exchange for the purchase of imported foodstuffs
and productive goods essential to feed the populace and to support
the needs of the economy.

This shortfall in the trade balance is estimated for 1987 to be
about $635 million. 1In the near term, the Government of Tunisia
(GOT) will meet it through borrowings, grants, investment flows, and
transfers. Yet these temporary measures are not sufficient and
Tunisia is embarking on an ambitious, far-reaching effort to
revitalize the economy. Major revisions are being made in the
manufacturing, farming and service industries of the country. These
changes are spelled out in two principal documents; Seventh Plan of
Social and Economic Development 1987-1991, Dec, 1986 and
Medium-Term Agricultural Sector Adjustment Program, Sept, 1986.
Revisions in the current regulatory and operating system center
around a phased privatization and deregulation effort throughout the
country, with the GOT relinguishing control of prices, liberalizing
productive imports, promoting exports, divesting certain business
enterprises, reducing subsidies, and allowing market forces to
determine the structure of the Tunisian economy.

This massive effort on the part of the GOT is being made throughout
the rest of the decade, with the support of the World Bank,
International Monetary Fund, USAID, and other donor organizations.
Support is coming in the form of loans, grants, technical

assistance, training and commodities. The success of the efforts
will be measured by the reduction of the GOT budget and
participation in businass activities, improved production in the
agriuclutre and manufacturirg sectors, and an improved service

sector -- all responding to the demands of market forces and
adjustments to those areas where Tunisia has a comparative advantage.

B. Recommendation

To assist with Tunisia's balance of payments difficulties and to
support the GOT structural adjustment program, USAID/Tunisia
proposes to grant the sum of $8.258 million for the procurement of
needed feed grain. It has been determined that the purchase of
soya, to be manufactured into poultry and dairy feed, would be the
most appropriate good at this time under the FY 1987 Commodity
Import Program for Tunisia. Soya, totaling an estimated 40,000
metric tons, will be purchased. This constitutes about 39 percent
of the annual requirement for soya.
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The soya will be sold to feed mills through the GOT Office of

- Cereals (0C), part of the Ministry of Agriculture. Local currency
equivalent to the sales proceeds at official sales price, less
actual and documented handling/distribution charges incurred by 0OC,
will be deposited in a special account. These monies will be used
to assist the GOT in carrying out the structural adjustment program,
supporting such activities as: policy reform measures, expanded
credit facilities, tratning and publicity, establishment of farm
tnput distribution systems, improved water management systems, and
others. Decisions on usage will be Jointly made by USAID/Tunisia
and the CIP Coordinating Committee of the GOT.

Given the US desire to provide support to Tunisia and to the
Structural Adjustment Program being embarked upon, it is recommended
that a Commodity Import Program grant be made to the GOT for FY
1987, in the amount of $8.258 miilion.



IIT. POLITICAL SITUATION

A. Background

Tunisia, geographically the smallest country in the Maghreb and the
first to gain independence, has adhered to a moderate and strongly
pro-Western foreign policy since the establishment of an tndependent
national state in 1956. Tunisia's constitution establishes a strong
central government that gives discretionary powers to the President,
who appcints a Prime Minister and a Ministerial Council, which
serves as a "Cabinet." The current President, Habib Bourguiba --
the father of the nationalist movement and ruler since independence
-~ became President-for-Life in 1974. Bourguiba's unique place in
the history and political developmant of modern Tunisia makes the
inevitable transition to new leadership a significant one and
contributes to the current atmosphere of political uncertainty in
Tunisia.

Tunisia's rapid economic development and emphasis on mass education
has dramatically transformed the soctety in the span of three
decades. However, population growth, while lower than in other
Maghreb countries, caught up with the economic expansion in the late
seventies. Rising unemployment and increasing demands for social
services have heightened social tensions. These factors combined
with the government's limited ability to fund its subsidies of
staple food items have contributed to a growing social malaise in
Tunisia in this decade. The government was severely challenged in
January 1984 when "bread riots" erupted throughout the country over
the GOT's decision to double bread prices, which were highly
subsidized. The government was forced to rescind the price increase
and to ask the Tunisian military to step in and restore order.

B. US - Tunisia Relations

Relations between the U.S and Tunisia have been, and remain, very
good. Full and open diplomatic, economic, and social linkages exist
between the two nations. Tunisia's importance to the U.S. arises
from its strategic geographic location and the GOT's willingness to
work with the U.S. toward the goal of peace in the region. 1In the
past two years the GOT has successfully weathered two external
events with potentially severe domestic political repercussions--the
Israeli bombing of PLO headquarters and the U.S. airstrike on

Libya. Overall, the U.S. objective is to maintain its close ties
with an independent, pro-Hestern government. The U.S. continues to
encourage Tunisia's policy of social and economic development within
a framework of political stability.

To strengthen the economy, in 1986 the GOT embarked on a series of
reform and austerity measures which to date have met with minimal
public opposition. These factors suggest that the GOT may, indeed,
be strong enough to survive a transition with minimal political
disruption if enough economic growth can be maintained.
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U.S. policy is directed at supporting the GOT's economic reform
program through new and ongoing AID activities, and at strengthening
Tunisia's military forces through joint military cooperation, so it
will be better able to counter possible subversive actions by its
less moderate neighbors.

C. U.S. Economic Assistance Programs

The U.S. initiated bilateral economic and technical assistance to
Tunisia in 1957. Since then, assistance has amounted to over $2
billion, including grant, loan and food aid. Since a temporary
phase down period in U.S. assistance culminating in 1984,
substantial amounts of U.S. assistance have been provided to
Tunisia. This has included new project commitments of $40,350,000
for 1985/1986, $37,580,000 in PL 480 food aid in the last two years,
housing guarantees of $61,000,000 during the same period, and
drought emergency relief of $4,774,000 in 1986.



IV. ECONOMi. SITUATION

A. Structure and Recent Developments

The Tunisian economy is retatively broad-based. Agriculture and
manufacturing are of equal importance, each contributing 14 percent
to GDP; nevertheless, the service economy makes the largest
contribution to GDP (42 percent) and to employment. Manufacturing
output has grown at 6.1 percent annually since 1982, while
agricultural growth has been restricted by droughts in 192 and 1986
to an average of 1.7 percent annually. Real GDP grew at 3.1 percent
for the period. In 1986 real GDP did not grow, as manufacturing
growth of 7 percent was offset by declines in agricultural,
petroleum production, and tourism.

This slowdown is Jue primarily to structural problems within the
Tunisian economy. During the 1970s and early 1980s, the economy
fueled by favorable petroleum and phosphate prices experienced
relatively rapid growth of 6.3 percent in real GDP. Its strong
balance of payments position and financial stability were associated
generally with these resource exports. Althcugh employment growth
has been insufficient to reduce unemployment greatly, workers'
remittances have become an important source of foreign exchange.
Together with tourism, and despite interest payments on a large and
growing foreign debt, these service and transfer flows covered more
than a third of the deficit in the merchandise terms of trade.

Rigidities established during this period, including the growth of a
large, inefficient parastatal sector, high levels of tariff
protection associated with an import-substitution policy, controlled
consumer prices, and extensive subsidies to consumer “necessities"
and to agricultural inputs, con:ributed to a level and structure of
consumption and production which were incompatible with
macroeconomic equ:librium in the face of an external shock. Such a
shock occurred after 1982. O0i1l production and export earnings are
declining, as reserves are drawn down and the value of exports has
fallen due to oil price declines. Exports of phosphates and their
derivatives have reached a plateau.

On top of these long-term trends, a poor harvest in 1986 (the lowest
cereal harvest in at least 1§ years) required Tunisfa to import a
large volume of cereals. Livestock and olive production were alsc
adversely affected by drought and disease.

Real value added in tourism, which had expanded rapidly during the
1970s, declined after 1982. The decline is attributable both to
certain internal economic policies and to externa] shocks. The
policies include an overvalued currency and a tax system which
discriminated against investment in hotel maintenance. External
shocks included the recession in Europe, which also adversely
affected job availability in Europe, and hence workers' remittances,
and international tensions in the area since Fall 1985.
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In August 1985 Tunisia and Libya severed relations. Libya was a
major source of tourism, workers, remittances and a sizable market
for Tunisian exports.

Despite the low grain harvest, the production of fruits, vegetables
and diverse agricultural products impro-ed (citrus production
rebounded by 28 percent). Fish productica, benefitting from
stgnificant recent investments in infrastructure, has improved to a
level more than 50 percent greater than in 1982. Milk production
increased by 8 percent annually over the period.

Manufacturing growth could not make up the reduced contributions of
agriculture and petroleum. Two subsectors, food processing and
textiles and clothing, account for half of manufacturing
production. The former was constrained by a shortage of food for
processing, the latter by restraints on exports. Progress was made
in construction materials and glass, mechanical and electrical
products, and the woodworking and paper category, but these remain
small. Over 60 percent of value added in manufacturing stems from
public enterprises, many of which are targetted for divestiture in
the reforms begqun in 1985.

Due to thz current policy framework, private consumption expenditure
rose 10 percent more rapidly than did GDP throughout the period,
while pubtic consumption matched the rise and foreign investment
declined. Gross fixed investment remained approximately constant.
The implications of this are; (1) a deterioration of the current
account as imports have increased to fill the gap, and (2) a
worsening of the capital account as increasing consumption has meant
a falling savings rate. With the drop in the savings rate exceeding
that in the investment ratio, the external resource gap has been
widening (to an estimated 8.9 percent of GNP in 1986). As a result,
the overall balance of payments shifted from a surplus of $95
million in 1982 to an estimated deficit of $358 million in 1986.
Gross official foreign exchange reserves fell from $9.6 billion to
nil while external public debt rose from $3.3 billion to $4.7
billion, or 50 percent of GNP. Debt service increased to 24 percent
of exports.

Under such circumstances, it would not have been advisable to cover
the resource gap through additional commercial borrowing. The
Government undertook in 1986 an austerity budget and a structural
adjustment progam aimed at alleviating the policy distortions
causing this gap and the economic slowdown. Once it was underway,
IMF assistance was requested to fill the gap and encourage
commercial lenders. An SDR 104 million ($121M) Standby Agreement
and an SDR 115 million ($134M) Compensatory Financing Facility were
approved in November 1986. Additional structural adjustment
assistance has been provided by the World Bank (see Section V-0
with a $150 million agricultural sector adjustment loan in 1986: the
residual gap was closed with commercial credit. The 1987 gap by the
GOT is predicted to be $439 million.
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The Government's program of stabilization and adjustment began with
the accelerated depreciation and devaluation of the dinar in 1986.
For the year the dinar depreciated by 3 percent against the dollar,
which itself depreciated by 16 percent. Beginning in August the
government initiated structural reforms to free external trade and
prices, liberalized imports of various raw materials, spare parts
and semi-finished goods, and aimed at freeing 35 percent of
manufactured goods from price control within 6 months. A broad
range of fiscal, monetary, fncome and price policies were introduced
in September to control aggregate demand and thereby reduce the 1987
and future funding gaps. These policies are intended to restrain
imports (notwithstanding the gradual 1ifting of import
restrictions), promote non-oil exports, and augment receipts from
tourism and from workers' remittances. In the short to medium term,
however, they will also increase unemployment and poverty. Also,
the selective and uneven reduction of tariffs, subsidies, and price
controls may cause large transient fluctuations in rates of .
effective protection which will affect some subsectors adversely.

Tunisfa appears to have established the basis for broad economic
growth. Its per capita GDP of $1250 in 1986 puts it near the top
ranking of lower-middle income countries and most social and
economic indicators confirm this position. The breadth of its
economy makes the decline in the price of oil less catastrophic for
structural adjustment than in other oil exporting countries. 1Its
proximity to Europe, low wages, and physical and human capital base
all suggest that Tunisia could become an important supplier of
agricuitural and manufactured goods to the world market, as well as
an important client of that market.

B. Internal Financial Analysis

Financial analysis is complicated by the system of regulations by
which the Central Bank controls the money supply. This includes
required sectoral lending ratios, a large set of discount
facilities, controlled interest rates, and required prior approval
of large loans. Although a morey market includes large transactions
between the Central Bank and commercial banks, the controls on both
deposit and lending rates make this interest rate a poor indicator
of monetary policy. Quantitative controls correct the imbalance
between demand and supply of funds in the face of low-to-negative
interest rates to savers and to preferential borrowers.

Tunisian money supply growth exceeded that of nominal GDP in 1984
and 1985, while the money supply has contracted in 1986 as the
economy has contracted (Annex C Table 5). Resources from the CIP
will marginally offset the contraction in the money supply, and
should not contribute to inflation as the Bank controls credit
ceilings overall.
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Without the CIP, feedgrain users would obtain grain from the Office
des Cereales, the sole importer, who in turn would obtain foreign
exchange from the Central Bank for the purchase. The first
operation would not affect the money supply, while the second would
be deflationary as the reduction in Central Bank dinar liabilities
would be offset by an increase in foreign 1iabilities. The CIP will
geneiite local currency. The Central Bank debit to the Office's
account is offset by an equal credit to the CIP dinar account rather
than to the foreign exchange account, leaving the operation
monetarily neutral. The incremental fmpact is thus expansionary.
The amount of money creation is small (0.3 percent of M1) so Central
Bank moretary policy will not cause disruption to credit markets.

Tunisia has accepted as a performance criterion for its IMF Standby
Agreement that domestic credit will be restricted to 4.35 billion
dinars at end December 1986 (vs. 4.03 billion dinars outstanding in
September), with an increase of 366 million dinars ($423M, or 8
percent) during 1987. The CIP contribution of approximately 5
million dinars can be absorbed without major monetary difficulties.

C. Balance of Payments Analysis

Tnista's balance of payments crisis was triggered by the exhaustion
of its foreign exchange reserves in 1986, which imposed a cash-flow
constraint on imports and hence on growth and exports. The
intention of the CIP is to help to relieve that constraint so that
growth can be resumed.

The foreign exchange shortage was caused by Central Bank policy
mistakes. The Bank manages the market for the Dinar, a5 is
necessary in & small country to prevent the large fluctuations in
Value which would occur in a free market whenever large currency
purchases or sales occured: its intervention makes trade and
investment nore orderly. However, confronted with what is either 3
secular downtrend or a Tong cyclical decline in comnodity prices,
the Bank denoninated the Dinar too high for cyclical balance.
econd, several short-term events made the cycle both Tonger and
Tore pronounced than expected. Given these shocks, it 15 not ¢lear
whether Dinar depreciation would have prevented the crisis which
cured.  This analysis considers the trend, the shocks, and the
jolicy rigidities which in conbination created the crisis, The
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The trend/cyclical decline in foreign exchange earnings had three
mjor elements. The first, the decline in petroleun reserves while
donestic consumption was growing, was known to policy makers. It
MHMMMMWMMMmWWMMHmmemmm
current account and inducing a decline in foreign investment in
exploration and developnent of reserves, a major item in the capital
account. A new oil field discovered in
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1986 will make a modest contribution to production and exports, but
will only delay the expected date in the early 1990s when Tunisia
becomes a net oi1 importer.

The second element is the entry of Spain and Portugal into the
Common Market. Again, this was anticipated by policy makers. Its
effect 1s to freeze quotas for Tunisian sales of competing
goods--principally olive oil and citrus--to the EEC. In reality
this did not constrain 1986 exports, because local production was so
low, but will handicap export promotion in 1987. The third and
final long-term element is the low and declining rate of foraign
direct investment. Although such investment appears to have a
downward trend, this is policy related.

Several short-term shocks coincided to provoke the crisis. The most
evident of these was the decline in the price of oil, which when
combined with the decrease in quantity exported, contributed
strongly to the deficit on the current account. It also provided
further disincentives to ofl exploration, reducing foreign
investment on the capital account. Phosphate (and phosphate-based
product) exports declined in value, principally due to low U.S.
agricultural demand for fertilizer which led Moroccan and U.S.
producers to increase their export sales to other markets.

Climate has made a frequent contribution to fluctuations in Tunisian
agricultural exports. Drought caused an agricultura, shortfall in
1986, necessitating increased imports of basic foodstuffs, and
leading to decreases in specialty exports. The resulting fall in
rural income reduced the national savings rate and thereby
contributed to the financing gap. Food processing, which with
textiles accounts for half of value added in manufacturing exports,
was input-limited and reduced its contribution to exports. In
1985-86, olive exports were at levels approximately half of normal.

Tourism provides 3 percent of GDP and 19 percent of foreign exchange
revenues. Low tourism receipts in 1986 were caused by overvaluation
of the Dinar and tensions in the Mediterranean region. Tunisia is
viewed as price-sensitive, and so was adversely affected by an
overvalued exchange rate compared to competing dostinations in the
Mediterranean. Additionally, Tunisian tax policy provides
incentives to invest in new facilities rather than maintain existing
ones, with the result that the quality of Tunisian tourism services
has been declining. On top of these policy problems, a recession in
Europe reduced overall tourist travel and length of stay. Military
disturbances in the region served to reduce tourist flows
substantially. The break of relationsg between Tunisia and Libya
eliminated tourism from that country, which had been the primary
source of tourists to Tunisia.
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Workers' remittances have normally been the largest contributor
after tourism to the invisibles account. The European recession
greatly reduced new net job openings, while the 1985 expulsion of
Tunisian workers from Libya eliminated transfers from that source.

The capital account has been artificially boosted in the recent past
by the Government policy of establishing development banks, which
has led to an inflow of long-term capital. This was not recognized
as temporary in nature, but in 1985-86 the banks became fully
capitalized and the inflow of paid-in capital ceased. The sudden
decline in autonomous capital flows also served to increase the
financing gap.

Policy rigidities prevented adjustments which might have moderated
the severity of the drawdown of foreign exchange reserves. The
principal rigidities were in pricing (goods prices, interest rates
and exchange rates) and in non-tariff barriers.

Central Bank mistakes in manipulating the exchange rate have already
been noted. This analysis does not criticize a small country for
using a "dirty float" and varying its reserves over the business
cycle. The Bank, however, has a complex set of rules for allocation
of foreign exchange assets which does not reflect their relative
economic importance to various local users. For instance, access to
foreign exchange for international travel fis administratively
difficult and Timited in availability, even where such travel may
generate net improvements to the balance of payments. Potential
foreign investors are also deterred by this policy. The resulting
distortion in foreign exchange use, rather than saving foreign
exchange overall, may have contributed to an overall reduction in
earnings.

The GOT interest-rate policy has supported a complex structure of
preferential discount rates by sector which distort credit
allocation while creating high intermediation costs. The generally
low level of interest rates contributes to the low national savings
rate and thus to the resource gap.

The complex system of price controls and subsidies leads to
distortions in the economy, 1Hmiting its ability to respond to
shocks, and is also a drain on the state budget. In 1982 the
intervention power of the Caisse Generale de Compensation, or
Subsidization Fund, was broadly increased. In a period of secular
growth in world commodity prices the price stabilization formula was
used to keep prices artificially low. As the Government recognizes
In its price policy for the VIIth Plan, this created distortions,
waste, and fraud (due to the many intemediariés and a complex
subsidy system with compensation at several levels of production and
distribution). The system presented powerful incentives for
non-productive activity. It was also costly to the state
budget--nearly 8 percent of total expenditure in 1986
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(Tables 2, 3). Finally, low consumer prices, which were declining
In real terms served to maintain the level of consumption growth
while that of GDP declined. The savings rate therefore declined
while the investment ratio did not, widening the external financing

gap.

Thus, several coinciding factors contributed to the fall in the
domestic savings rate which exceeded the decline in the investment
ratio. Such an imbalance could only be offset through foreign
borrowing, provided there were willing lenders.

Government price policy is severely circumscribed by past efforts at
change. A one-time adjustment of 100 percent for bread prices in
1984 led to widespread rioting. The Government recognized in
retrospect that it should have made smaller semiannual adjustments,
although this recognition does not take into account the cost
imposed by regulation itself.

A final category of policy rigidities includes those having a direct
bearing on trade balances. Tunisia uses a system of import and
export licensing to control directly the amount of imports,
including those for investment purposes. Some constraints are not
binding: export licenses are now considered a mere formality used
to provide statistical information. They still impose an
administrative burden. GOT policy was that the number of permits
would be tied to the permitted level of trade for the year. A
worsening current account balance would then cause fewer import
permits to be issued. In this way the 1984 trade deficit of 10.8
percent of GDP was narrowed to 7.2 percent in 1985. 1In the process,
however, the Government observed the negative effect on growth and
on employment. Administrative constraints on imports, plus a high
personal income tax for which expatriates are also fully Tiable,
have contributed to a low rate of foreign direct investment.
Investment flows remained relatively constant while GDP was growing,
but the investment ratio fell more slowly than the savings rate,
widening the external financing gap. The reaiization that this
policy tool was counterproductive was a reason for initiating the
current structural adjustment program.

D. Current Account

The following analysis is based on Tunisian data given in the Budget
Economique for 1987 and in the VIIth Plan. They basically agree
with IMF data, except for slight differences due to exchange rates,
but differ on the projections for the future. Table 1(a)
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presents the current balance in dinars, 1¢(b) in dollars; since the
dollar varied widely during the study period, and most Tunisian
trade is with Europe, both figures are given. 1/

The GOT anticipates an improvement in its current account balance in
1987 and 1988 as compared to 1986. This projection is based on very
favorable increases in agricultural exports (17 percent in real
terms), a 10 percent improvement in volume only in a poor phosphate
market, continued decline in both quantity and value of petroleum
exports, a continued improvement (from 8 percent to 10 percent
volume growth) in textile exports, a turnaround to a ten percent
increase (in foreign exchange terms) in tourism. On the import
side, after taking account of imports for export manufacture, an
improved harvest is anticipated to reduce the increase in food
imports, continued low investment is expected to reduce investment
demand, and consumption goods for other-than-input into manufacture
are expected to decline.

The Mission believes that some of these estimates need to be
adjusted. Our judgement is not as pessimistic as the IMF team, and
has chosen to use the GOT projections rather than the IMF derived
ones. Still, there are several adjustments. While conditions for
cereals and forage crops in northern Tunisia have been
better-than-average for this year's crop, conditions in central and
southern Tunisia have been poor. As a result, the cereals harvest
will be appreciably less than the forecasted 1.2 million tons.

The 1987 harvest for food grains is expected to exceed the GOT's
preliminary forecast, and availability of forage has already
improved dramatically for the livestock sector. On the export side,
the GOT expects good citrus and olive harvests, combined with
effects of the devaluation, to turn into a 16.6 percent real
increase in agricultural exports. This requires marketing a 33
percent increase in citrus, 30MT over the export quota to the EEC.
Similarly, olive of1 is 25MT over its EEC quota. While such
marketing can be done, it is by no means automatic, as expressed
above. The Team had no better estimate, but accepts this one with
reservations.

1/ At the Paris Donor's Meeting which concluded as the paper was
being put in final, the GOT, IBRD, IMF, and several donors presented
foreign exchange requirement figures which were not in total

accord. We have chosen to present U.S. generated data which
generally agrees with IBRD projections. While specific line items
may be different it has been concluded that such differences are not
significant.
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011 export and imnort items were priced with high quality crude at
$15 per barrel. Recent trends indicate that $18 per barrel is a
better estimate for 1987. Information from the Plan concerning
value of production and value of exports and imports were used to
differentiate the price effect from the volume effect on exports,
with the world price adjusted to the price of crude for imports.
The adjustment turned a five percent decline in energy exports into
a 7.1 percent increase, and +3.1 percent into +16.4 percent on
imports.

The 10 percent increase for tourism is probably high, given current
and probable continuing uncertainties in the Mediterranean as the
tourist-booking season begins. Tourist bed-nights are assumed to be
the same as tn 1985, with additional dinar revenue coming from the
devaluation.

While the 10 percent increase in phosphate exports is a technical
item which the designers of the Budget could know, the effect of
this on the continued soft world market Is unknown. Agriculture
elsewhere does not appear to be a dynamic customer this year, so the
additional output should force world prices lower. The assumption
used is that revenues will be flat.

The use of these occasionally-offsetting assumptions decreases the
1987 current account by D 30.2 million ($35 million) in 1987 and D
38 million in 1988. No longer term projection was attempted due to
the Tow certainty attached to the estimates.

Our assumptions do not differ from those of the GOT in the capital
account, nor do we analyze here the particular level to which
reserves must be built to avoid impeding trade. As a result, and to
the extent the GOT figures are correct concerning needed donor
assistance to make up its funding shortfall (Table 7), the 1987
financing needs are overstated by $35 million. Recent donor
assistance is given in Table 8, Annex C.

The Standby Agreement with the IMF sets Timits on non-concessional
borrowing; on this basis and adjusting for the D 30 million
overstatement of need, and assuming that the CIP is not included in
the targetted D 30 million in grant aid, then the shortfall
remaining is 360 million dinars. The CIP would make a modest
contribution, ameliorating this shortfall.

E. Macro-Policy Agenda:

The objectives of the stabilization and structural adjustment plans
are to increase GDP growth rate from 1.0 percent in 1986 to 3.6
percent in 1987, reducing the current account deficit from 9.7
percent of GDP (9 percent after IMF assistance) to 7.3 percent and
raising gross official reserves from approximately ten days of
imports (three weeks after assistance) to 45 days in 1987 and 60
days in 1988. External debt is expected to rise from 55.2 percent
of GDP to 63.4 percent in 1987, while the debt service ratio would
increase from 25.3 percent. of imports to 27.7 percent. MWhile



- 15 -

these figures are high for Tunisia, they are not among the highest
among countries requesting donor assistance in their structural
adjustment programs.

The policy reforms discussed below reflect the policy of the GOT as
presented in the Seventh Five-Year Plan 1987-1991 (called the

Plan). Elements of this, together with balance-of-payments
measures, were negotiated with the IMF (Table 2a). World Bank
structural adjustment conditions form a subset (Table 2b). In this
section these are analyzed for their contribution to the adjustment,
their negotiability, their potential political costs, and other
constraints, and for possibilities of donor programmatic
intervention, including by USAID.

In proposing to assist the Tunisian Structural Adjustment Program
-(SAP) and the Plan, AID brings three special strengths to the policy
discussion: (1) familiarity with agricultural development and
policy issues resulting from 30 years of experience in assisting
Tunisia's agricultural sector: (2) an early refocussing of USAID's
development strategy in Tunisia to support structural adjustment
goals; and (3) its focused agenda which differs from that of
European donors.

These strengths should be put in perspective, however. Firstly, the
stabilization program is motivated by the decline of foreign
exchange reserves, not by debt rescheduling. Anticipated debt
service ratios of 26-28 percent during the coming 5 years are high
by historical standards in Tunisia but not compared to those of
other countries. Tunisian policy makers continue to have a lot of
flexibility, so commonality of interest, rather than leverage, is
also necessary to effect reforms.

Secondly, the current GOT/IMF/IBRD program will not abolish the
underlying administrative regime controlling investment, imports and
prices. Constraints could be relaxed completely, and tariffs or
subsidies reduced to nil, but the cost in time and effort of
satisfying administrative requirements may still be substantial.
Particular instances of this are discussed here. In the case of
tariffs, policy recommendations concerning tariff rates may be
accepted, but non tariff barriers, such as consumption taxes or the
continued requirement for providing detailed information on exports
could constrain the effectiveness of this policy measure in
improving the competitiveness of the economy. MWhile such barriers
may be problematic, the Mission has conculded that the consumption
tax is in response to the real revenue needs of the government which
are under pressure from the lower tariff profiles adopted. The
total provided by the export declarations are more bureaucratically
generated and their restraints on exports are not evident at this
time.

Finally, it is unclear whether the resources AID is bringing to
bear, which are less than a twentieth of those of either the IMF or
the IBRD, will be able to leverage substantial changes by themselves.
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1. Investment Policy: Investment policy currently
promotes exports through Taws passed in 1985, reduces costs for
multiple shifts of labor, eliminates taxation of reinvested profits,
reduces taxes on imports by reducing discrimination against them,
and eliminates discrimination against maintenance and rehabilitation
expenses in the tourism sector. Based on changes made in the first
year of implementation, the investment code is currently being
revised for immediate introduction. There ig no scope for further
negotiation as part of the CIP.

The GOT is committed to limiting the number of public enterprises,
divesting itself of those which it can privatize, and improving the
viability of the remainder. The enabling legislation for this was
passed in 1986. A timetable is being calculated. These actions
appear likely whether or not there is a CIP and hence there will be
no impact of conditionality here. After a proposal is presented to
the public, policy dialogue might be appropriate. However, on a
policy modification of this scale it is unlikely that the resources
proposed for the CIP will offer additional leverage for significant
change. AID is constrained by current policy from assisting in
reform of public enterprises if that reform is not linked directly
to divestiture.

Private enterprises are not a part of the SAP overall, although it
is included in IBRD portions of the program. AID/Tunis has
instituted PL 480 Section 106 and 108 programs to provide credit at
market prices to private enterprises, thereby strengthening them.
The two programs will provide $2.25 million in FY 1987 from the FY
1986 program. Additional assets are expected to be generated from
the FY 1987 PL-480-1 program for these purposes.

2. Price Liberalization: The trend in Tunisia has
been toward progressive liberalization of the pricing system.
Legislation introduced in 1982 was intended to Tiberalize price
controls considerably, by (1) introducing flexibility into the price
control system, and (2) changing the role of government in most
subsectors (including those not specifically regulated) to that of
review of price changes decided directly by participants. During
1983-84, however, the process reversed direction in response to
balance of payments problems arising from liberalization and popular
resistance to steep rises in consumer prices. The VIIth Plan
intends to adjust prices closer to border prices in order to improve
efficiency in manufacturing, to encourage production of agricultural
goods, and to recover costs and maintain quality in public
services. The general philosophy of the Government is to make the
price control system more flexible and efficient, though not to
abolish it.

Rioting in 1984 following the doubling of bread prices illustrated
the political sensitivity of price liberalization for consumer
goods, particularly staples. Donor influence is subordinate to
domestic political considerations, and donors have neither the local
political skills nor the knowledge needed to implement particular
interventions. Policy dialogue in the area of pricing
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food staples is of the utmost political sensitivity, and must be
approached with the utmost prudence, if at all.

Manufacturing: The GOT has scheduled price liberalization for 65
percent of manufactured goods by 1988 and has agreed upon a schedule
(Table 3) with the IMF. It is unclear whether this schedule has
been accompanied by close study of the effective rates of protection
(ERP) by subsector/firm, though a workable input-output table of the
Tunisian economy does exist to permit rough estimates. Large
transtent fluctuations in the ERP for particular firms are possible,
presenting cash-flow variations which might help inefficient firms
in the short run or, worse, bankrupt firms which are potentially
viable. Although these are a candidate for study and potentially
for assistance, the process fis already underway and AID policy
intervention requires further development.

In the agricultural sector, the SAP intends to liberalize consumer
prices, input prices, and producer prices so that resource use
approximates more closely comparative advantage. It is inadvisable
for a foreign donor to apply overt pressure in the field of consumer
price subsidies. Moreover, since subsidies at higher levels affect
the ERP for lower levels (including food processing), removal of
such subsidies requires careful prior analysis.

Input subsidies are a more suitable candidate for intervention.
However, elimination of subsidies on technical tnputs (e.gq.
fertilizer) requires careful prior study as to the impact of the
subsidy and of its elimination. A schedule for elimination of these
subsidies has been agreed between the GOT and the IBRD. The AID
Agriculture Policy Implementation Project (APIP) has identified
particular studies crucial to implementation of thig liberalization
step. There is a serious question whether an input subsidy reduces
the final product price anyway, and thus whether its abolition has
an effect on the consumer. It is possible that management
inefficiency, or the induced use of an inefficient technology in
response to price incentives derived from average technical
coefficients for a subsector, negate the cost advantage proposed.
In such a case, removal of subsidies will have substantially less
impact on the final consumer than is anticipated by policy makers.

Concerning the socioeconomic and political impact of subsidy
removal, there is evidence (Table 4) that removal of the cereal
subsidy would be highly regressive, since the poor spend a far
greater share of their income on staples than do the middle class or
wealthy. Removal of the vegetable oil and sugar subsidies would be
slightly regressive or neutral, since the share of these items in
consumption is approximately constant across income class.
Subsidies to production of milk and meat, however, are actually
regressive, as the share of these items in consumption is much
greater for the wealthier poartions of society, who would be more
affected by their elimination. The GOT has agreed with the
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IBRD to eliminate all subsidies by 1991. Abolition of the subsidy
on animal feeds could be undertaken earlier and does not require the
careful study needed before removal of consumer-good subsidies. It
will reduce the Government budget. It may not have an effect on the
final consumer, but if it does the impact will not be a regressive
one. Elimination of the feed grain suosidy is therefore identified
as a possible policy intervention.

Cost recovery in irrigation is a second possible intervention within
the Plan in support of the SAP. This too requires research before
it can be implemented.

3. Public Finance: The Plan calls for merging tax
regimes to provide a single tax schedule for persons and for
enterprises whatever the source of revenue, and to reduce slightly
the progressivity of taxation. The GOT targetted January 1988 for
scheduling introduction of a value-added tax, with intermediate
steps. This is a very rapid pace and may be subject to delay. The
IMF will specifically review this and progress towards a unification
of the income and profits tax before September 1987.

As part of efforts to reduce expenditures within the GOT, subsidy
reductions would help significantly, if the savings are not used for
expenditure elsewhere. The animal feed subsidy cost D 12.6 million
in 1986, but will cost less in 1987 due to the first round in
partial price liberalization in late 1986 and due to reduced
international feed prices.

Cancellation of outstanding (but unused) budgetary ‘authorizations
for public investment is ongoing as part of measures to reduce
public consumption. Wages are to be indexed to production and
productivity rather than to particular price levels. Any reduction
of the 1986 and 1987 budget deficits would contribute to
stabilization goals.

4. The Financial Sector and Monetary Policy: The Plan
calls for condensing the vast number of special interest rates and
their associated rediscount rates into three categories: market,
penalty, and preferential. Financial intermediaries will be
responsible for their own lending policy and bear the lending risk,
rather than the Central Bank as at present. The State will withdraw
from direct financing of credit programs and instead use subsidies
to encourage banks to use their own resources to support Government
goals.

The GOT has agreed with the IMF to liberalize interest rates in
early 1987. Preferential lending rates and savings deposit rates
are exempted from this, but the structure of these interest rates
will be related to money market rates. Central Bank intervention to
meet credit and monetary targets will be channeled through the money
market. From experience elsewhere, this is very difficult to
implement; it was planned for January 1987 and therefore is already
behind schedule. The Bank may require technical assistance in order
to develop unbiased indicators of interest
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rates and instruments with which to conduct open market operations.
Due to its complicated nature and difficulty, it is not an
appropriate point of leverage for the CIP.

With the IBRD, the GOT agreed to separate the subsidy from loan
elements of its agricultural credit funds and to shift the risk of
lending to the banking sector. Achievement of consolidation of
varfous funds and fungability between them requires special study.
These could conceivably be performed under APIP.

The IMF has imposed domestic credit ceilings of D 4.7 billion by the
end of 1987 (a net increase of D 366 million in new credit during
the year) and has limited credit to the Government.

5. International Trade: The VIIth Plan calls for
relaxation of certain restrictions on imports to improve the climate
for production and investment, and for rationalization and reduction
of rates of effective protection to improve efficiency and to
benefit from Tunisia's comparative advantage in production.
According to the Government's announced policy timetable, almost all
imports of primary and intermediate goods will be liberalized by
1991. The timetable progresses from inputs of export-oriented firms
(1986 and 1987) to all but "weakly integrated" firms by 1988. Sixty
percent of all firms will be affected. No consumer goods imports
will be liberalized.

While this proposal is useful overall, three important constraints
will remain. Goods which can be used as inputs for manufacturing
and for final consumption will continue to be regulated. There is
no provision for dismantling of the administrative apparatus itself,
though it makes an important contribution to the administrative cost
of importing. The retention of controls over imports to "weakly
integrated" firms will discriminate against small enterprises,
though it is through them that the SAP should have its greatest
effect on employment. While these are serious criticisms, the
resources of the CIP are not sufficient leverage to promote such a
fundamental change in policy. This must be addressed through the
IMF and IBRD who have such resources, and through policy dialogue.

Tariff reform has been announced, with the goal of reducing the ERP
to a uniform level of 25 percent by 1991. The government is now
working on a reduction of a tariff ceiling to 50 percent (down from
300 percent) and uniform reduction of all rates exceeding 25
percent. By January 1988 the GOT has agreed to reduce the floor to
15 percent. Further suasion through the CIP is not appropriate.

Despite the Government's intention of relaxing quantitative
restrictions on imports, non-tariff barriers are not a part of the
IMF program. Together with the retention of the administrative
apparatus which governs imports, it is likely that this will be a
obstacle to liberalization and adjustment. The problems are of a
bureaucratic and revenue nature, and should work themselves out as
the economy regains its health and new tax regimes are installed.
AID is Timited by the amount of resources available to apply
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leverage to this fundamental constraint to adjustment.

6. Employment and Training Policy: Reform attempts to
make labor more attractive, compared to capital intensive
alternatives, by restraining non-wage costs and indexing wage
fncreases to those in production and productivity rather than to
prices are being made by the GOT. They call for improving the
flexibility, appropriateness, and quality of training programs, and
for improving job placement services and the conditions for
self-employment. This is not a part of the IMF or the IBRD program,
and there are no suitable interventions beyond the existing
USAID/Tunisia training program.

7. Rural and Regional Development: Rural and regional
policies in the PTan are not included in the SAP and are not
discussed here for CIP intervention. USAID/Tunisia examined this
program closely and critically in Central Tunisia, and on the basis
of its investigation has decided to bring project activities there
to an orderly conclusion.

8. Other:

8.1 The dinar was depreciated by 22 percent during 1986, although
it has since appreciated against the dollar due to the latter's own
depreciation and the fact that the dollar is a relatively
unimportant part of the basket of currencies in which Tunisia
conducts its trade. The agreement with the IMF calls upon the GOT
to maintain the real effective value of the exchange rate, with
additional corrections if the balance of payments deteriorate. The
draft Budget for 1987 projects a depreciation of 7 percent against
the dollar, which is as bold a public statement of government
intentions as possible without provoking capital flight. Comparison
of the projected real growth versus nominal growth in imports and
exports, however, implies that the Government expects its currency
to decline 9-12 percent against the currencies of its main trading
partners during 1987. This should have a favorable effect on
exports, imports and tourism. The Government projects a decline in
its trade deficit from D -590 million in 1986 to D -510 million in
1987 (Annex C, Table la).

8.2 The IMF has established performance criteria for its Standby
Agreement (Table 5), limiting the amount of nonconcessional
borrowing of maturities (1-12 years) to SDR 100 million for 1986,
with no more than SDR 15 million in maturities of less than §

years. For 1987, the respective figures are SDR 450 million and SDR
65 million. No arrears will be permitted on external payments.
Short-term debt is restricted to its current level of approximately
SDR 120 million. The CIP itself is the USG instrument to help the
GOT attain those objectives which require considerable grant and
concessional lending assistance from donors. The Standby Agreement
s deliberately vague concerning the consequences of Tunisian
failure to receive the requested "envelope" of concessional
assistance to make up the remaining gap. At present, as a result of
the February 1987 Informal Donor Meeting in Paris the GOT estimated
gap stands at between $150-200 million. A meeting with commercial
banks scheduled for April
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should reduce this gap.

8.3 Neither the IMF nor the World Bank have Incorporated the
distributional costs of structural adjustment in their assistance to
the program, leaving these to the Tunisian government as the
necessary price of reform. The Mission could treat these costs in
tv" manners. First, studies under the APIP will inform policy
maxers of the comparative costs in employment and income effects of
policy options to achieve a certain goal; the results of the studies
will further give the GOT a source of information independent of the
IBRD/IMF as to the political consequences of various steps in the
program planned. Second, the Mission proposes a Title I Section 416
program to address directly the groups most severely hurt by the
adjustment, those who are rendered unemployed by adjustment and
those poor who use a large part of their income for the purchase of
food.
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V. AGRICULTURAL SITUATION

A. Tunisian Crop Production and Imports

Like many other countries, Tunisia has experienced a relative
decline in the importance of agriculture to its economy over the
past three decades. In the mid-1980s, the sector accounted for 35
percent of employment but only about 14 percent of GDP, and 8
percent of export earnings. These figures represent sharp drops
from the 1960 level of 24 percent of GDP, 56 percent of employment,
and 60 percent of export earnings. Part of this relative decline
can be attributed to the historical economic evolution of
middle-income economies away from dependence on agricultural
activities. A second factor has been the relatively recent and
spectacular rise in the contribution of other sectors, chiefly
petroleum, light manufacturing, and tourism to GDP figures. A third
factor exporting countries, has diverted attention from the
underlying sectoral problems. Food imports have increased by about
3.8 percent per annum over the period 1977 to 1986 and the rate of
self-sufficiency for key items has declined over the last decade -
i.e. cereals from about 75 to 50 percent. Meat imports more than
doubled since 1982. And, if present trends were to continue
unchecked, recent projections by the International Food Policy
Research Institute (IFPRI) indicate that by the year 2000 Tunisia
would have a cereal deficit of almost 1.3 million tons per year, a
milk deficit of about 800,000 tons per year in fluid equivalent, and
a meat deficit of about 200,000 tons per year.

In addition to a declining overall capacity to feed itself from
domestic resources, Tunisia is encountering problems with its
agricultural exports. Agricultural exports, consisting principally
of olive oil, dates, citrus, and wine, have stagnated and the
proportion of sector imports covered by sector exports has fallen
from 81 percent in 1976 to 49 percent in 1985. As a result, the
sector has accounted for a rising share of the overall trade deficit
-~ from 5 percent in 1976 to 20 percent in 1985. Based on current
trends, without policy correction, the agricultural trade deficit,
currently at about 185 million dinars per year, could, under IFPRI
assumptions, rise to about 565 million dinars (in constant 1986
terms) by the end of the century. This would present very difficult
problems for the economy in the medium-term even if the petroleum,
tourism, and manufacturing sectors were to continue to perform at
the levels of the late-1970s. Given that all of these sectors are
also in present decline or stagnation, the situation would become
unsustainable and its continuance would damage possibilities for the
success of the GOT's overall economic strategy.

The sector's overall performance has also not matched the projected
growth rate of six percent per annum in gross fixed investment for
the period 1975 to 198S. During the Sixth Plan period, investment
tn the sector was 16 percent of the total
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projected investment in the Plan -- or somewhat greater than the
sactor's contribution to the GDP. The proportion of total
agricultural sector investment by the private sector was only 21
percent -- or significantly below the Plan projection of about 50
percent. Investments by the public sector were concentrated in
develcpment of irrigation infrastructure. As a result, most of
Tunisia's irrigation potential is now harnessed, but downstream
investments and activities to ensure optimal utilization of the
development potential are not complete. Moreover, the
capital-intensive nature of such investments in the past and the
present low utilization of the installed capacity is not supportable
in the new macroeconomic situation of fiscal resource constraints
and the need to rapidly create additional employment opportunities.
The Seventh Plan, recognizing the uncertainties in the resource
base, calls for investment to shift towards the private sector from
a ratio of 31 percent to 50 percent.

While agricultural sector performance has been relatively poor over
the past decade, Tunisia's agricultural potential is far from being
fully realized. The levels of inputs used to increase crop yields
could be expanded substantially in rainfed as well as irrigated
areas. In rainfed areas, especially where annual rainfall exceeds
350 millimeters, major productivity improvements are attainable
through widespread introduction of improved farming techniques --
particularly improved tillage practices, increased use of inputs,
and more intensive cropping patterns, including pulses and, in some
areas and for certain farm sizes, integration of crop and livestock
enterprises. In the irrigated areas, there is also considerable
scope for yield increases and certainly production growth through
greater intensification on existing irrigation perimeters and other
sites. Cropping intensity in the areas already fully equipped with
irrigation infrastructure through public financing averages only 70
percent while it could be easily in excess of 100 percent. Over the
next decade, the impact of such measures -- given proper incentives
to producers -- could represent the equivalent of a doubling of the
currently irrigated areas -- which even in their present highly
inefficient state of operation produce approximately one-third of
agricultural GDP from only five percent of Tunista's arable land
surface. ‘

The pace of achievement of this agricultural potential is closely
tied to the speed at which essential adjustments can be made in
macroeconomic and sectoral policies. As discussed btelow, past GOT
macroeconomic policies have constrained the agricultural sector
development. Overvalued exchange rates, subsidized food costs, low
prices paid for domestically produced food, and restrictions on
imports of agricultural inputs have all hindered progress with the
agricultural sector. Reform of such policies, and the improvement
of incentives to agricultural producers is now the objective of the
GOT's Agricultural Sector Adjustment Program and the USAID
Agricultural Sector Strategy Statement discussed below.
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B. Agricultural Constraints

Over the past two years, intensive evaluations have been conducted
by agricultural specialists - international and Tunistan - of all
aspects of the current agricultural sector situation in Tunisia.
Most of the studies were related to the formulation and elaboration
of the Agricultural Sector Adjustment Program (ASAP) and/or the
Seventh Economic and Social Development Plan for the period 1987 to
1991. USAID/Tunis drew upon these studies in formulating its
Agricultural Sector Strategy Statement in late 1986. The latter
document was used in tdentifying the major problems and constraints
in the agricultural sector.

1. Prices and Incentives

Although an estimated 75 percent of Tunisia's agricultural
production is now sold freely under domestic market conditions and
may be exported, all markets are heavily influenced by government
policies in the control of the exchange rate, trade practices,
input/output prices, and subsidies. Policies in these areas have
not favored efficient agricultural production and have not promoted
an adequate environment for agricultural exports. Past
overvaluation of the dinar has hampered fruit and vegetable exports,
while artificially cheapening the imports of cereals and livestock
products, which themselves are systematically subsidized in their
countries of origin. To achieve low consumer prices for food
without fiscal burden to the GOT, these commodity imports have been
allowed to enter Tunisia free of tariffs. By contrast, industrial
production in the country has been protected against the exchange
rate overvaluation by high tariffs and quantitative restrictions.

Producer price manipulations have introduced unnecessary market
distortions between commodities within the sector as, for example,
the pricing of durum wheat (for which Tunisia has a distinct
comparative advantage) is set near the level of soft, imported
wheat, despite a 30 to 40 percent premium for durum wheat on world
markets. Further, by narrowing the margin to food processing
industries, low consumer price controls on milk and beef have made
imports more attractive than processing local production.

Through subsidies on certain investments, irrigation water, animal
feed, fertilizer and other agricultural inputs, the GOT has tried to
promote agricultural development. In fact, efficiency of resource
allocation within the sector is seriously limited by a whole serias
of price control and costly subsidization schemes. Best available
estimates at present show effective protection levels of about 5 to
25 percent for agriculture, as opposed to 75 percent for industry.
The array of inadequate incentives for investments in the
agricultural sector showed up in the failure to attract sufficient
private investment under the Sixth Plan (31 percent versus Plan
projections of 50 percent) and in the need for the government to
participate directly in sector investments, subsidize the entire
range of private investments, and absorb the efficiency losses from
the whole cumbersome system.
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Input subsidies have also given rise to further distortions and
unequal relative incentives for different crops and production
systems. Rainfed crops, like cereals and olives, show a relative
underprotection compared to irrigated crops, while “"feed
concentrate-based" livestock production is overprotected. This
compares unfavorably to the rainfed forage system for which the
local conditions are best adapted.

Government input subsidy policies also continue to weigh heavily on
public resources. The Caisse Generale de Compensation, the
principal GOT agency administering the subsidy programs, paid out
16.5 million dinars ($ 22.8 million at official exchange rates) in
fertilizer subsidies (manufacturing and users) and 20.1] million
dinars ($ 27.8 million) in animal feed subsidies alone in 1985.
Subsidies on irrigation water, affecting less than 5 percent of the
arable land, are estimated at 23.0 million dinars ($ 32.0 million)
annually, consisting of about 2/3 capital and 1/3 operating and
maintenance subsidies. Subsidies to consumers for food products in
1986 are estimated to total be about 250 million dinars ($ 345
million).

To reduce the high fiscal cost and improve thc effectiveness of its
pricing policies, the GOT is taking some important adjustment steps,
including raising producer prices for cereals and milk faster than
the rate of inflation, instituting a price premium for durum wheat
compared to bread wheat, introducing a consumer price increase for
fresh milk, reducing input subsidies, increasing irrigation water
charges, and increasing consumer prices for beef by about 20
percent. Most recently, the government has developed a ten year
program for the full recovery of operating and maintenance costs of
irrigation water.

While these actions are encouraging and indicative of the GOT's will
to implement reforms, much more remains to be done. Specific areas
for further action in the realm of price and incentives adjustment
are:

a. Development and implementation of an effective
producer price strategy which gives incentives to
farmers for production of crops for which Tunisia has a
comparative advantage and which leads to an improvement
in the sector's trade balance (taking into account
world market price trends, movements in exchange rates,
and the trade policies of major competiting

exporters). The strategy will involve consumer price
liberalization for certain commodities and improvement
in the system of administrative pricing for essential
commodities.



- 26 -

Immediate steps should be taken to correct known
pricing imbalances, based on the best available data,
and to develop the institutional arrangements, working
tools, and methodologies for follow-up actions during
the Seventh Plan. Market liberalization should be
accompanied by measures to protect against temporary
export price reduction measures in other exporting
courtries. A range of tariffs from 15 to 25 percent
will be applied to imports of all commodities, as well
as included in the determination of administered prices
in the case of cereals,

b. Implementation of a program for the phase-out of
fnput subsidies on frrigation water (over the next 10
years), tertilizer (5 years), animal feed, certified
seed, pesticides and herbicides (3-4 years). These
measuras will be aimed at shifting protectionist
patterns within tne sector in favor of efficient
rainfed production systems. The timing of specific
subsidy reductions will be coordinated with
adjustments in output prices and other macroeconomic
variables - i.e. exchange rates and industrial tariffs
- SO as to gradually reduce the differences in relative
fncentives within agriculture and between the sector
and other sectors, (particularly industry).

C. Development and implementation of an effective
strategy for the promotion of sector exports during the
Seventh Plan period, in line with the emphasis in the
macroeconomic adjustment program on the development of
exports in general. This strategy would include
commodity and market-specific measures to diversify
exports of traditional and new crops, given the
limitations of growth in the EEC market. This would
also involve the systematic evaluation of incentives,
removal of administrative bottlenecks, refocus of
research and development efforts, and a review of the
role of parastatals in market development.

2. Public Investment and Expenditures

During the 1970s, the allocation of public, as well as private,
resources in agriculture was declining as other sectors,
particularly petroleum and tourism, were growing more rapidly. The
expenditure pattern within the sector was highly capital intensive
since the focus was on bringing new lands under cultivation through
irrigation development. The incremental capital output ratio in the
sector was much higher than in manufacturing. Since resources were
plentiful, public expenditures carried the burden of most new
investments. 1In fact, the share of private investment in the sector
declined from 38 percent in 1980 to 31 percent in 1985, compared to
the Sixth Plan
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projection of 50 percent. The proportion of investment devoted to
irrigation infrastructure and operations peaked in 1977-1981 at 44
percent of total public expenditures in the sector. Farm machinery
expenditures similarly peaked at 18 percent of the total during this
same period. Meanwhile, the allocations of available resources made
to agricultural research, extension services, and conservation of
natural resources were reduced.

Recent adverse developments in external markets indicate that the
resource base for public expenditures under the Seventh Plan will be
serfously constrained. The GOT's sector adjustment program involves
implementation of an investment strategy which recognizes the
overall constraints on budgetary resources and takes into account
the increasing importance of agricultural development in the
"post-petroleum era" that Tunisia will enter in the early 1990's.
Within a sectoral planning figure of 22 percent of total Seventh
Plan investments, the sector expenditure strategy would focus on
increased efficieincy in the use of resources by maximizing returns
on past fnvestments; promotion of cereals, meat, milk, fish and
forestry production for export and import substitution; greater
labor intensity in expenditures - i.e. through a more appropriate
policy of minimum wages, interest rates, and other investment
incentives; and, privatization of commercially viable sector support
activities.

Sub-sector expenditure priorities consistent with this strategy are
now being finalized in the approval process for the issuance of the
Seventh Plan. For the key sub-sectors, the following types of
investment strategies will be adopted:

a. In irrigation, the objectives will be to finish
investments in ongoing projects after completion of a
reevaluation of their viability, to focus on
rehabilitation and maintenance in the existing
projects, and to improve water use management and
operational efficiencies at both the regional and field
levels.

b. In livestock, emphasis will be placed on promoting
more private sector investment in services and
production, improving support services in
cross-breeding to improve genetic quality,
strengthening livestock research and extension
services, and improving cost recovery in animal health
and breeding services.

Cc. In agricultural research and extension, the
emphasis will be in training more subject matter
specialists, improving mobility and skills of a unified
extension service, focusing investments on a few key
regional research centers with developed and priority
research programs for export crops, cereals and rainfed
forages,
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and in constructing new extension centers with
assoclated housing mainly in rainfed cropping areas.

d. In forestry and fruit tree development, the
objectives will be on accelerating investments in
nursery development, controlling overgrazing in
regeneration areas to bring existing forests back into
production, encouraging private sector involvement to
replace state support, and on reorienting farmers
towards reforestation and creation of permanent
pastures.

e. In grain storage, efforts will be on rehabilitation
of existing facilities to increase capacity and improve
the domestic collection network, and on modernization
of handling to improve cost effectiveness.

f. In fisheries, efforts will be made to improve
utilization of installed capacity in ports, boats,
infrastructure, and cold storage, to encourage private
investment by foreign interests in joint ventures to
developing new export markets, and to promote
fnvestments for developing the underutilized resources
for domestic markets.

A1l agricultural projects in the Seventh Plan should conform to the
above strategies and will need to meet strict project selection
criteria - i.e. economic rates of returns over 10 percent, based on
evaluation with economic prices for unskilled labor, production
inputs, and outputs. To maintain investment efficiency in the case
of resource constraints (by avoiding against across-the-board
cutbacks), the GOT is also implementing the concept of a "core
program”, provisionally fixed at 65 percent of the total Seventh
Plan initial allocation to each sector. Projects included in the
“core program" would receive priority in the event of such cutbacks.

3. Farmer Support Services

Despite the sizeable expenditures made in the past for government
services in support of agriculture, only a small minority of farmers
have reliable access to effective extension services backed up by
relevant research efforts, farm machinery services, input and output
markets, and institutional credit. Agricultural extension and
research facilities have been constructed in most parts of the
country but, given the multiplicity of special area and
commodity-specific services in extension, farmers often receive
different and even conflicting advice from different extension
agents. Extension agents spend a large proportion of their time on
non-extension work (such as input distribution,
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credit, and collecting statistics) and they generally have no
subject-matter specialists on whom to call for technical guidance
and advice in their presentations to farmers. There has been a lack
of a coordinated approach in planning and executing priority
agricultural research, and research institutes have suffered from
high turnover of trained and experienced personne! due to
unfavorable remuneration schedules compared with teaching. Linkages
between research activities, extension services, and resolution of
actual on-farm problems are Judged to be very weak by most observers.

There have been serious problems with a whole gamut of other
government-sponsored agricultural services. Farm machinery services
have suffered from the recent monopoly of the locally-manufactured
Mateur tractor which has led to poor after-sales service. The
presence of the public sector tractor hire agency, SONAM, has tended
to discourage private sector initiative and Investment. Farmers,
particularly in less accessible rainfed cropping areas, do not
always have assured access to fertilizers and seeds because of the
predominance of the government parastatal, Office des Cereales and
because of poor distribution programs. However, increased margins
for private traders during recent years have resulted in
substantially expanding private participation in input distribution.

Even though the total volume of agricultural credit has grown by
over 50 percent since 1980 and not all farmers need or should be
granted credit, only 10 to 20 percent of Tunisian farmers receive
short-term institutional credit, and 85 percent of the productive
medium-term investment credit is dependent on the resources of the
government. Although the overall loan recovery rate is 70 percent,
the recovery rate under the preferential agricultural loan fund for
the 95 percent of all farmers classified as "small- or
medium-farmers", is less than 50 percent. Large annual
replenishments to credit funds are thus necessary from the
government's budget. Similarly, livestock services, which are
provided free of cost by government departments, have now been
widely accepted and should be prime candidates for better cost
recovery and progressive transfer to the private sector or
cooperatives.

Some important actions have been taken by the GOT to improve the
efficiency of certain sector support services. Cognizant of the
need to reform agricuitural research and extension services and
programs related to farm mechanization, the government commissioned
master plan studies in these areas with funding from the IBRD.
These master plans have been completed and will form the basis for
Key policy decisions in the near-term. Some features of the IBRV's
“Training and Visit" extension system are also being tried on a
pilot basis. Fertilizer resale margins for the private sector have
been increased in the past four years and other actions have been
taken as first steps for increasing
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competition in the agricultural input distribution system. Interest
rates for agricultural loans, including those for the preferential
agricultural Toan funds (FOSDA and FOSEP) have been raised to levels
which are now positive, at about 1 percent over the rate of
inflation. These increases, however, still do not provide

sufficient incentives to private financial institutions. Financial
institutions have made little effort to actively seek out farmers as
lending candidates, expand agricultural lending for other clients,

or raise additional deposits and apply these to agricultural lending.

The government, under the sector adjustment program, intends to take
the following actions in the area of agricultural support services:

a. For agricultural research, a formal review of the
recently completed master plan will iead to the
adoption of a five-year program to strengthen the
research network, including organizational and network
restructuring, definition of a priority research
program, complementary actions to improve the status of
researcher staff, and determination of longer term
national research priorities.

b. For agricultural extension, a formal review of the
parallel master plan for agricultural extension will be
conducted leading to adoption of a restructured program
establishing a "Training and Visit" unified extension
system nationwide during the Seventh Plan period.

C. For farm mechanization, the government would ensure
that adequate incentives are created for effective
after-sales services for both domestically-manufactured
and imported tractors. These incentives would include
the 1ifting of the current ban on imported tractors and
replacing it with temporary and reasonable tariffs. In
addition, the government would implement a program for
progressive transfer of farm mechanization services to
the private sector, starting with a selective
withdrawal of SONAM from areas where the
private/cooperative sector could take over the rental
of non-specialized machinery.

d. In input marketing, the GOT will implement a
program to encourage greater private sector
participation by ensuring that public sector pricing
does not undercut the private retailers and by
progressively eliminating controls on fertilizer resale
margins. A phased withdrawal of the public sector from
those commercially viable areas for private input
distribution will be
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affected. The phasing out of seed subsidies will be
accompanied by the implementation of a program to
develop alternative systems of quality seed
distribution to replace the present seed exchange
program.

e. In agricultural credit, an action plan will be
implemented to improve margins for credit agencies
permitting them to cover all costs of agricultural
lending. This will be accompanied by a redefinition of
the "small~ and medium-scale" farmers to transfer more
farmers' accounts from the state-financed FOSDA to the
coverage of normal agricultural lending through banking
institutions, thereby reducing the dependence of the
agricultural credit system on the GOT budget. Parallel
actions will be taken to make operational the Guarantee
Fund operational and to strengthen the refinance system
for gradual involvement of other credit agencies
besides the National Bank of Tunisia (BNT), as interest
rate margins improve.

4. Resource Managemant

Efficient land use in Tunisia is constrained on private farms by
fragmentation, lack of clear titles and security of tenure, and an
inefficient management of collective and public lands. On average,
a typical Tunisian farm consists of four separate fields, with 25
percent having more than six fields. Land titles, particularly in
the fertile North, are seldom available and the process of providing
titles is slow. Land consolidation measures have been launched in
irrigated areas where about 45,000 hectares have been consolidated
since the early 1970s, based on minimum holding size established by
law, but there is no consolidation program for rainfed areas.
Improvements are also needed in the security of tenure arrangements,
particularly in the North where 30 percent of the land is leased.
Present land lease legislation provides for only shcrt-term leases
of one to three years, and needs strengthening in relation to the
length of the lease and compensation for improvements made by
tenants. In the case of collective lands, about 560,000 hectares
have been transferred to 75,000 private farmers since independence.
More recently, the GOT has been offering some collective land to
private companies and making efforts to improve the management of
other areas through the preparation of integrated development plans
supported by credit facilities.

The government's agricultural sector adjustment program envisages
the continuation of the transfer of collective lands to private
parties and other efforts to improve their management and the
establishment of a legislative framework which encourages land
consolidation in rainfed areas. This would involve the extension



- 32 -

of the current land consolidation legislation in irrigated areas to
rainfed areas after suitable modifications, as well as
reorganization of the role of the government agencies involved in
land regulation to achieve this task without major personnel
expansicn, Land titling or temporary issuance of certificates of
possession, is being accelerated. Necessary actions such as aerial
photograrnhy, improved mapping, etc. to speed up the process will
also be taken. Measures to increase security of tenure including
providing for longer leases - i.e. 6 to 9 years - would be
established by new legislation and implemented.

The nation's forestry resource remainsg underdeveloped. Its
potential is unexploited and its surface area ts probably in
regression primarily as a result of overgrazing and illegal cutting
of trees for fuel. A new forest inventory will be required to
fdentify forest losses accurately, but “hey could easily amount to
one or two percent (9,000 to 18,000 hectares)per year. The sector
adjustment program aims to increase resources available for forest
development and protection by bringing expenditures more closely
into 1ine with production potential and to safequard the forest
while increasing production by designating selection regeneration
areas for more effective management. A modest investment in
equipment, training and organization could practically double
present wood production in the medium-term, and the government is
pr2paring a major forestry development project with the assistance
of FAO.

Fishery resources are nearly fully exploited as far as high value
demersal species are concerned. The present exploitation of small
pelagic bluefish, however, is only at about 30 percent of its
potential. It js these cheaper species that are in demand for the
domestic market and yet marketing of fish in the interior of Tunisia
was been constrained by rigid controls on private dealer margins.
For lack of a well-established market, some high value resources are
also underexploited. The sector acjustment program aims to further
stimulate fish exports as part of its export promotion program while
deregulating domestic fish marketing margins to encourage fuller
exploitation of the existing underutilized resources and fishing
boat capacity.

5. Agricultural Policy Formulation and Monitoring

A primary reason for the relative neglect of the sector's
unexploited potential has been the inadequacy of adjustments in
sector policies to meet the changing economic environment Tunisia is
facing in the 1980s. There has been a distinct inability to collect
and process appropriate data, to perform economic analyses, to
formulate policy reforms, and to implement new reform measures. The
primary focus of the Ministry of Agriculture's Department of
Planning, Statistics and Economic Analyses (DPSAE) has been on
project analysis, simple farm surveys to establish production costs,
and routine budgetary functions. To meet the
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challenge of the adjustment program, DPSAE needs considerable
strengthening. The sector adjustment program aims to strengthen the
sector performance monitoring and policy analysis capacity of the
DPSAE. This capacity will be built-up in order to launch a detailed
price policy review in the agricultural sector. The review will
focus on better assessing the main economic impacts of alternative
sector policies, as well as the fiscal costs of the price
formulation processes in agro-industry. In addition, a
computer-based system for monitoring sector expenditures, and
capacity to undertake special policy evaluation studies will be
established. Such policy analysis work will directly facilitate the
tasks of monitoring the implementation of the sector adjustment
program and taking suitable and timely corrective actions as needed.

The sector adjustment program for the medium-term is both
far-reaching and energetic. It is a "live" program which will need
constant fine-tuning and considerable expertise to implement in a
timely and economically sound manner. The activities undertaken
will be subject to refinement, amplification, and correction based
on close monitoring and evaluations of their impacts and based on
much additional analytical work to be completed over the Seventh
Plan period. To be successful, the sector program will have to have
the active support of both the GOT and the donor community during
its implementation.

C. Policy Framework in the Agriculture Sector

The GOT's economic readjustment program, as it pertains to the
agricultural sector, entails progressively haiting, and in some
cases reversing, policies and programs that have been in operation
for the past several decades. The private sector, in both
agriculture, services, and Industry, will need to adjust rapidly to
the forthcoming changes. After long being accustomed to government
tutelage and protection, private enterprises will have to make their
own decisions on the basis of real market criteria.

Three basic thrusts are expected of the sectoral readjustment
program: increasing the role of market forces in determining
agricultural development, progressive disengagement of government
from direct participation in the sector, and strengthening the
participation of private concerns in marketing of farm products and
inputs.

To the extent that previous economic policies favored urban areas
and discouraged agricultural procuction, it resuited in reduced
employment opportunities in the countryside and encouraged rapid
migration to the urban centers, which further contributed to the
growth of food demand. The changes envisaged as part of the ASAP
and the overall economic readjustment will arrest and possibly
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reverse the deteriorating trend in the terms of trade of the
agricultural sector. The farm sector as a whole is anticipated to
be a significant net beneficiary of the economic readjustment effort.

1. GOT/IBRD Structural Adjustment Program

Both the World Bank and the International Monetary Fund are lending
much needed support to the Government of Tunisia to carry out the
readjustment program. The World Bank has loaned Tunisia $150 million
to be used mainly for financing the imports of both agricultural
products and inputs during the transition period. Unfortunately,
although the Sectoral Adjustment Program specifies the overal] goals
and datelines, it does not provide the needed technical and
commodity support to identify, analyze, and formulate alternative
paths to reach them. The USAID Agricultural Policy Implementation
Project (APIP) proposes to fill this precise requirement.

The first phase of the ASAL (Agricultural Sector Adjustment Loan)
started in September 1986, and the first policy changes have already
been implemented. Gradual adjustments are scheduled over the next
four years. (See Annex E.) As a condition for the disbursement of
the second tranche of the ASAL loan, the Government is expected to
announce a series of major decisions by May, 1987. Those decisions
concern the price of cereals to farmers, the price of farm inputs
including fertilizers, herbicides, seeds, efforts to recover the
costs incurred by the GOT in providing irrigation, legislation
reform aimed at preventing the excessive fragmentation of
agricultural land, increase in the rates of interest for
agricultural credit to reflect real costs, efforts to encourage
private sector distribution of farm inputs, and many others.

The Tunisian Government recognizes that internally it does not have
sufficient human and materiai resources and capabilities to provide
the necessary analyses to make decisions on all the above issues.
There are both private and public institutions carrying out
financial and economic analyses and their skilled manpower
resources could be used to complement public sector personnel. APIP
will provide the Government with help in tapping those resources for
policy analysis and formulation.

APIP will also complement the existing Tunisian resources with long
term and short-term expatriate technical assitance, to strenghten
the capability of the policy-making echelons of the Ministries of
Agriculture, Commerce and Industry, and Plan nd Finance in their
efforts to identify, analyze, and promulgate volicy alternatives
which reorient the agricultural sector towards an increased reliance
on private initiative, private markets, and the competitive pricing
system.
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The project will support the ASAP program by contributing to the
identification, analysis, and formulation of policy innovations by
greatly improving the information base for policy analyses and
debates and by developing analytical frameworks reflecting
conditions in markets and production on which expanded nrivate
sector participation can be based. A central focus of che APIP and
the ASAP programs is to create an environment in which the
competitive pricing systems in the agricultural sector gives clear
signals for the efficient allocation of production and consumption
resources. Policy analyses and formulation must be well grounded in
an understanding of private sector decision making and on
information of how private persons respond to economic incentives
and resource constraints.

2. USAID Agricultural Sector Strateqy and Policy Agenda

USAID/Tunis strongly supports the general directions and policy
reform actions anticipated under the agricultural sector adjustment
program. The program meshes very well with the GOT's overall
macroeconomic strategy for the economy and is well-formulated to
redress many of the problems that have been plaguing the sector and
hampering realization of agricultural potential for many years.
Moreover, the adjustment program has been fully accepted and adopted
by the GOT, and constitutes the basis for the GOT Seventh Economic
Development Plan (1987-1991) and annual budgetary allocations. It
helps shape any USAID initfatives in the agricultural sector through
the end of this decade.

Tunisia is undertaking a radical break with policies of the past
which had stifled agricultural development. It is taking steps at
both the macro and sectoral levels which coincide well with the AID
overall development strategy. The next four years will be critical
in the adjustment process: the process will create dislocations in
the economy that may bring social unrest if not addressed properly.
The IMF, the World Bank, AID, and other donors are contributing to
the effort. APIP and the CIP will contribute by assisting the GOT
in determining the most appropriate policies of adjustment, and how
best to utilise the limited level of public sector resources for
minimizing the social cost, and for accelerating the response of the
agricultural sector to the new opportunities and challenges.

USAID/Tunis considers the APIP project the keystone of its
agricultural development strategy for the next four years. The
emphasis given by the Government of Tunisia in development of the
agricultural sector as part of its readjustment program coincides
with USAID/Tunis' priority to this sector in its overall
agricultural sector strategies. (See Annex D.)
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The GOAL of the Agriculture Policy Implementation Project (APIP) is
to increase the efficiency of resource allocations in the
agricultural sector through greater reliance on open market economic
competition as the primary driving force in the economy.

The PURPOSE of the project is to establish a sustainable system
which selects, analyzes and formulates actionable policy initiatives
in support of the GOT's Agricultural Structural Adjustment Program
(ASAP).

In support of the Project's Purpose, APIP is designed to produce two
major OUTPUTS during its four year life. First, and most important,
as a result of the execution of a number of discrete economic
analyses, government decision-makers will have at hand the required
economic data with which to implement needed policy reforms under
the Agricultural Sector Adjustment Program.

secondly, technica' capabilities of several governmental agencies
will be reinforced to produce a trained cadre which can identify
policy constraints, conduct economic analyses of these constraints,
formulate apprcpriate policy recommendations, and monitor the
impacts of economic changes in the agricultural sector.

These outputs will be achieved by the implementation of two broad
component activities:

COMPONENT 1: ECONOMIC ANALYSIS AND POLICY FORMULATION

While some APIP resources will be allocated for strengthening the
existing functions of certain GOT agencies, the majority of project
resources will be directed at the execution of critical economic
analyses required by decision-makers in carrying out ASAP policy
reforms. Analyses will be conducted in three priority agricultural
policy areas: (a) increased efficiency of resource allocations, (b)
freer market pricing adjustments and (c) increased privatization- in
the agricultural sector.

A tentative list of economic analyses to be conducted under the
component includes:

Increased Efficiency of Resource Allocation

o} Assessment of the effect of changes in agriculture
input subsidy levels and improvement of demand
forecasting for the decontrol of input marketing
margins;

0 Calculation of domestic resource costs and coefficients
of protection for planning purposes;:

o] Analyses of fertilizer distribution and pricing to
lower costs and privatize operations;

o} Development of economic models of the rainfed and of
the irrigated farm sectors to measure the impact of
policy changes and farming practices;
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Freer Market Pricing Adjustments

o Projection of consumer demand for agricultural
commodities to measure deregulation response;

o Development of simulation models of agricultural supply
response to measure the impact of input and output
price changes;

o] Competitiveness of Tunisian agricultural commodities
measuring production costs and comparative advantage
and plan adjustments in crop mix;

Increased Privatization in the Agqricultural Sector

o] Agro-industrial enterprise case studies done to compare
relative efficiencies of parastatal and private
enterprises for the possible privatization of
parastatal enterprises:

o} Development of export marketing strategies for certain
commodities to enhance export earnings, and

o Investigation of alternative agriculture credit and
financing through private banking to expand access.

COMPONENT 2: REINFORCEMENT OF THE GOT CAPACITY TO ADEQUATELY
ANALYZE, MONITOR AND EVALUATE THE SPECIFIC

POLICY INITIATIVES UNDER THE STRUCTURAL
ADJUSTMENT PROGRAM
Specific activities under this component include:

o} Conducting a management audit of the Ministry of
Agriculture's Directorate of Planning, Statistics and
Economic Analyses (D/PSAE):

o} Integrating the market survey systems of the Ministries
of Agriculture (MOA) and Commerce/Industry (MOCI):

o] Instituting a computerized monitoring and evaluation
system within the D/PSAE

0 On-the-job training and experience in conducting
economic analyses of ‘the agricultural sector

Operationally APIP is broad-based and will jinvolve the interaction
of a number of organizations. The Coordinating Committee for the
GOT/IBRD Agricultural Structural Adjustment Program will serve as
the overall policy coordinator for the Project. This is the key
institutional component that will determine that critical linkage
betwewn APIP-generated data/policy recommendations-and-actual
implementaion of related structural adjustment policies. This
Committee is under the chairmanship of the Ministry of Plan
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and Finance (MOPF) with permanent representation from the Ministry
of Agriculture (MOA), Ministry of Commerce and Industry (MOCI) and
the Central Bank. TIt's primary responsibility will be to provide
policy guidance to the Project and to review and approve the annual
workplan of economic analyses.

The Directorate for Planning, Statistics, and Economic Analysis
(D/PSAE) through its Director will serve as overall technical
manager and implementor of the Project. Under the guidance of the
Coordinating Committee, D/PSAE will be responsible for developing
the annual workplan, directing the conduct of economic analyses, and
ensuring that these analyses conform to the needs of decision-makers
implementing the Structural Adjustment Program. It will be assisted
in this role by the varying participation of Planning Units of MOCI
and MOPF, the Ministry of Crop Production and Agro-Industry (MCPAI)
and other appropriate organizations.

Project inputs are required in the form of technical assistance
support, training and commodities. Technical assistance support
will consist of one long-term expatriate advisor during the four
year life of project, short-term expatriate assistance totaling an
estimated 166 person months, local hire short-term assistance
totaling 167 person months, and long-term local contracts totaling
24 person years. Training in addition to on-the-job training done
locally, will consist of an estimated 17 1/2 person months of
specialized overseas training. Commodity support will include
micro-computers and peripherals, vehicles, office equipment, office
furniture, and supplies.

There are several other aspects of the Government's agricultural
readjustment program that make APIP project cructal to USAID/Tunis.
APIP will require a constant dialogue between various branches of
the Government of Tunisia, USAID, The World Bank, other donors, and
private sector entities in policy formulation at the highest
national level. The general orientation of the policy changes in
the GOT's agricultural readjustment program coincide with AID's
agenda to promote competitive market mechanisms over an
administrative pricing system, encouragement for private sector
initiatives in taking a more active role in agricuitural markets,
and reduction of GOT direct involvement in commercial activities
that the private sector can perform equally well or better.
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VI. PROPOSED U.S. ASSISTANCE

A. Problem Identification

Trade imbalances led by decreases in the value and quantity of
exports, growing unemployment caused by population growth and
reduced expansion of job opportunities (both locally and abroad),
and last year's drought have all contributed to the economic
problems Tunisia now faces. Tunisia will not generate sufficient
foreign exchange to import the foodstuffs and productive goods that
are required to feed the populace and to support the needs of the
economy.

The balance of payments shortfalls for 1986 and 1987, are expected
to be TD 590 million and 540 million respectively (see Annex C,
Table 1c). These will be financed by borrowings, grants, direct
investment, services and transfers (see Annex C, Table le). Imports
are projected to consist of energy related products (8 percent), raw
materials and semi-finished products (37 percent), equipment (20
percent), food (15 percent), and consumer goods (20 percent) - Annex
C, Table 13. In the past few years, the U.S. has exported to Tunisia
roughly 15 percent of required foodstuffs and about 5 percent of
total imports (Annex C, Table 14).

B. Assistance Description

Through a Commodity Import Program (CIP), the U.S. can assist
Tunisia ease its balance of payments problems and can help provide
needed goods. Through a policy dialogue with the GOT, USAID can
encourage an appropriate policy framework which will help promote
local production and economic self-sufficiency. Through the use of
local currency generated by the Commodity Import Program, selected
developmental activities including those indentified under APIP, can
be supported financially, strengthening them and contributing to
improvements in the national economy.

1. Commodities

Under the CIP, the U.S. can potentially provide an enormous breadth
of goods produced in the U.S.A. to recipients of aid. Eligible
items and commodity-related services are those as defined in AID
Regulation 1 Commodity Eligibility Listing (HB 15 Appendix C). 1In
Tunisia, the type of commodity is determined by need, cost
effectiveness, managerial capability/organizational framework, past
expertence, and local marketability.

In discussions with concerned parties, a list of possible
commodities was made. This list is not definitive, but does
illustrate categories of commodities with high potential for later
CIPs. For reasons that will be described below, the decision has
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been made to supply soymeal for the FY 1987 CIP, but the Tisting may
be useful, showing U.S. goods that could be considered at some later
point.

Grains: MWheat, flour, barley, corn, soya, and seeds could be
supplied under the CIP to Tunisia.

Fertilizer: Tunisia imports ammonia, nitrates, and potassium
sulphate for the manufacture of fertilizer. These "raw materials"
could be supplied through the CIP.

Raw Materials for Industry: Various undefined chemicals (both
organic and inorganic), metals, paper products, etc... could be
supplied.

Pharmaceuticals: Various drugs and other medical supplies could
be provided under the CIP.

Vehicles: Autos, cycles, trucks, and tractors (with spares)
could be included in a CIP.

Industrial Machinery: Co-generators (heat exchange equipment
for phosphate plants), electrical machinery, measuring devices and
medical equipment could be provided.

Computers: Hardware and software, data line tie - ins,
mainframe and minicomputers, spares and commodity-related technical
assistance could be supplied.

Renewable Energy: Equipment and technology, including
solar-energy equipment, windmills, ram jet pumps, efficient Kilns,
etc... and related technical assistance could be provided.

Telecommunications Equipment: Telephone, telex and related
equipment could be supplied, along with related technical assistance.

Aircraft and Spares: U.S. manufactured aircraft and spares
could be supplied under the CIP.

Railways Equipment: Locomotives, running stock, switching gear,
and related spares and technical assistance could be included under
the program.

A1l of these commodities, in varying quantities, have been exported
to Tunisia from the U.S.A. in the past through commercial sales.
Past sales have averaged roughly $160 million per annum (see Annex
C, Table 14) and have constituted about 5 percent of total imports.
A1l commodities have various positive and negative features to be
considered under the CIP. For this year's program, however, the
supply of soyameal (in the form of pellets) is considered most
appropriate.
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In terms of need, 1t is projected that Tunisia will have a shortfall
In grain requirements for 1987 of 1,346,000 tons. Import
requirements are estimated at 325,000 tons of hard wheat, 590,000
tons of soft wheat, 59,000 tons of barley, 270,000 tons of corn, and
103,000 tons of soya (shown in metric tons, see Annex C, Table 15).
At an estimated $180 ton for U.S. soya pellets (compressed soya
meal), and exclusive of shipping, U.S. soya {s competitively priced
and readily available for export. The Tunisian requirements for soya
pellets, having a 44 percent minimum protein content, 7 percent
maximum fibre content and

12.5 percent maximum water content (Group B). Total Tunistan soya
requirements for 1987 are presently projected to be for 103,000 tons
and the GOT may possibly purchase the balance required from the U.S.
If the CIP transaction proceeds according to plan. For analysis of
Tunisia's animal feed subsector, see Annex A.

Soya is a relatively high value crop and the CIP, at a level of
$8.258 million, will supply about 39 percent of Tunisia's 1987
projected needs. Soya, in the form of pellets, can be shipped in
two lots and supplied in a timely manner. The U.S. has a surplus of
soya and can effectively meet Tunisia's requirements. Previously,
Tunisia has purchased soya pellets from Brazil and Argentina, so
this transaction will assist in developing new markets for U.S.
agricultural commodities.

USAID/Tunista has considerable experience with the importation of
feed grains into Tunisia, through the FY 1986 CIP (corn for animal
feed) and the on-going PL 480 programs. Systems have been
established for the procurement, shipping, distribution and sale of
foodstuffs. These will be described in Sections VII C and H.
USAID/Tunisia does not yet have experience or the establishment of
systems for handling other types of commodities in Tunisia, nor is
there sufficient staff currently at post (see Staffing Requirements,
Section VII D) to carry out such a program at this time.

Soya is easily marketed in Tunisia. This has been handled through
the Office des Céréales, which sells soya to the various feed
mills. The mills then process the soya and distribute the blended
animal feeds through their own distribution networks. The onward
sales of the soya is the responsibility of the Office de Céréales,
as is the payment, on behalf of the GOT, for local currency
equivalents into the CIP Special Account.

For these basic reasons, the FY 1987 CIP will be used to supply
Tunisia with soya. The Mission has experience with animal feed
procurement and distribution and has the staff required to carry out
such a program. The Tunisians have a definite need for the soya and °
the ability to rapidly market it throughout the country. Soya is
cost effective and represents an appropriate use of CIP funds.
Given that the GOT proposes to procure it's own shipping for 50% of
the product, the CIP will enable the Tunisians to procure
approximately 40,000 tons of soya. This equals 39 percent of
projected annual requirements.
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Although soya is the most suitable commodity for the FY 1987 CIP, in
the future this may not be the case. Soya is a consumable good, not
productive in nature. It is not exnort generating, nor does it
serve to help develop import substitution. There are subsidies
currently involved in the sale of animal feed and soya handling does
involve the GOT, rather than solely the private sector. The
considerations of productivity, import substitution/export
orientation, and private sector management may be key in future
programs and be more crucial in determining commodities for the CIP.

2. Conditionality

The AID program supports the objectives of the GOT Structural
Adjustment Program and has delineated the specific USAID policy
reform agenda in the Agricultural Strategy Statement. The main
areas of focus are agricultural import substitution and the
elimination of subsidies on fertilizer, seeds and agricultural
chemicals, agricultural exports promotion, liberalized commercial
agricultural credit, and cost recovery in the irrigation

sub-sector. The conditionality of the FY 1987 CIP ig directed
toward the liberalization of policies concerning agriculture fnputs.

a. Conditions Precedent: The GOT will establish a new and
separate Special Account for the FY 1987 CIP. This account
will have deposits of local currency equivalent to the U.S.
cost of the commodity plus non-U.S. flag vessel shipping
costs for one -half the volume of the commodity within six
months of delivery in country of such commodities. The
Special Account will be held by the Tunistian Treasury, which
will be required to provide quarterly statements, showing
all transactions (deposits, disbursements) and balances.

b. Covenants: During the life of the program, the GOT will
covenant to perform the following:

(i) The GOT, through the Ministry of Crop Production
and Agro-Business and Office des Céréales, will devise
and implement a plan for the reduction of subsidies on
animal feeds in 1988 and maintain unsubsidized prices
thereafter. It ts understood that, in case of force
majeure (ie. international price disruption) forcing the
GOT to revise its plans related to this subject, USAID
and the GOT will convene a formal meeting to review the
plan.

(11) The Office of Cereals will develop and implement a
plan for privatization of its feed production and
distribution activities.
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(i11) For all funds deposited in the Special Account,
their programming will be discussed by the two
appropriate authorities namely USAID and the GOT.
Disbursements from the Special Account will be made by
the appropriate Tunsian authorities on the basis of the
mutually agreed-upon programming and implementation
procedures.

3. Linkage to Mission Portfolio and Strateqy

As mentioned in the previous section, the CIP supports the overall
agricultural and economic strategy of AID in Tunisia. The
importation of soya for animal feed strengthens both the dairy and
poultry sectors, as they are dependent on supplementary grains for
their viability. The GOT approval of the program focus and
provisions reinforces AID support for the privatization and economic
sustainability of the agriculture inpu: narketing. The use of local
currency generations from the CIP is of major importance to the
overall AID program and strategy. The following section includes a
1ist of activities that may be supported by special account funds,
all of these uses being directly related to the Mission's strategy
for strengthening the private sector in enterprise development and
agriculture. Actual allocations will be made for mutually
agreed-upon purposes, determined by both USAID/Tunisia and the GOT.
CIP-generated funds will be used to support policy reform
recommendations as described in the Agriculture Policy
Implementation Project (664-0343) and the Irrigation and Water
Management Project (FY 1988), as well as other agreed upon
initiatives.

C. Local Currency Generation Uses

Through the CIP, local currency equivalent estimated to be
approximately $7.56 million will be generated and deposited into a
special account. This level is determined on the basis of the GOT
paying the cost of soya (40,000 metric tons at $180 a ton) and the
equivalent cost of shipping 20,000 metric tons on non-U.S. flag
vessels (at $18 per metric ton), in Tunisian Dinars. The local
currency equivalent should be about TD 6.05 million, at the current
exchange rate of TD 0.8 per U.S. dollar. These monies will be
jointly programmed by the GOT and AID/Tunisia.

In general, uses will be supportive of the joint AID-GOT development
activities both ongoing and planned. A high degree of flexibility
in programming is desirable, as changes may occur which would
require alterations in actual expenditures.
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ILLUSTRATIVE LOCAL CURRENCY USAGE 1987 - 1990

The CIP Disbursement Coordinating Committee will propose uses of
local currency proceeds based on the following: (a) support of
policy reforms incorporated in the Structural Adjustment Program;
(b) contribution to GDP growth over the short-to-medium term; (c)
contribution to growth of employment; and, (d) impact in reducing
Tunisia's current account deficit. The extent to which the proposed
activity lends itself to monitoring and evaluation will also be an
important factor in decision making. Among the potential uses of
local currency proceeds that have been discussed with the GOT to
date are:

1. Support of the Agriculture Policy Implementation Project
(644-0343) policy reform recommendations.

a. Financial support for the progressive transfer of
responsibilities for the production, importation, storage
and/or distribution of key agricultural finputs from GOT
parastatal enterprises to private sector firms.

b. Funding for pilot tests of new frrigation technologies
requiring new equipment and infrastructure to improve water
management and lower the unit costs of irrigation water.

C. Financing certain expenses for pilot irrigation
associations in public and private perimeters to increase the
role of private decision-making in water management, input
distribution, water pricing, and group marketing of
agricultural produce.

d. Credit to livestock producer cooperatives to finance
domestic production and purchase of forages and concentrate
feeds for small scale animal fattening programs.

e. Development and implementation of more targeted social
safety-net programs and support for nutritionally-vulnerable,
low income groups in Tunisian society.

f. Development and installation of an improved agricultural
price and markets information service for agricultural
producers to facilitate better and more timely marketing of
key agricultural commodities.

g. Improved on-farm and regional market warehousing and
produce storage capacities to compensate for the diminishing
role of the GOT in buying and storing agricultural
commodities.

h. Development of improved mechanisms for forecasting and
rationalizing Tunisian agricultural imports in relation to
projected consumer demand and producer supply responses.
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i. Providing credit through the banking system to private
agricultural input distributors, allowing them to purchase
vehicles and equipment, to rent or purchase warehouse
facilities, or for operational funds.

J. Providing funding to allow private irrigation associations
to purchase irrigated perimeters from the GOT and operate them
without government interventions or control.

K. Providing credit for the short-term production needs of
Tunisian farmers engaged in particularly promising crop and/or
livestock enterprises.

1. Providing operational and longer-term credits to private
agro-industrial firms engaged in profitable and modernization of
agricultural enterprises.

m. Providing adequate short-term financial backing for private
cereals traders to purchase and store grains from farmers in the
post-harvest period to increase buyer competition in the
regional markets, and to prevent distress sales at low prices by
needy farmers.

2. Improved Agriculture Water Management
a. Staff support, O/E for expanded requirements under reforms
b. Local currency for AID-GOT Irrigation Efficiency and Water
Management Project.

3. Entrepreneurial Credit Support
a. Commercial credit for import substitution activities
b. Credit for new product development

As it is expected that a CIP will probably be programmed annually
for several years in Tunisia, appropriate procedures and precedents
must be established from the beginning. This includes the
methodology and criteria for determining/programming local currency
usage. This usage should be considered over an extended period, not
Just on an annual basis.

D. Assistance Impact and Analysis

Depsnding on soya price and shipping regulations, the CIP will have
funding to purchase approximately 40,000 metric tons of soya
pellets. The assumptions are that one-half of the shipping will be
paid for by the GOT (on non-U.S. flag vessels) directly and that the
soya will cost about $180 per metric ton. U.S. shipping is
projected at $52 per MT, non-U.S. at $18 per MT.

Because of the drought, increased poultry farming, and expanded
dairy operations, Tunisia has imported ever increasing amounts of
various animal feeds. Although there are some discrepancies in the
data provided by the Office des Céréales (see Annex B, Table 15),
they show an increase from a low of 56,000 tons to a high of 119,000
tons of soya. Current importation projections are for
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103,000 tons. The fluctuations are due to the change in the size of
flocks and dairy herds, alterring because of culling and chick
imports, and the availability of foreign exchange. Reduced
pasturage and production of grains used in feed has led to higher
needs, especially in FY 1986, yet purchases have not kept pace with
the need because of the lack of foreign exchange. Through the
provision of soya in the CIP, the GOT may have sufficient foreign
exchange to meet the rest of the national demand for soya. Without
the CIP, procurement levels will be lower. Lower quantities of
animal feed will lead to a reduction in poultry and egg production
and a reduced dairy herd and dairy products.

The impact of the CIP on the balance of payments position of Tunisia
is not great, but will make a difference of .7 percent and reduce
the export-import foreign exchange deficit to a negative $1128.5
million. The impact that local currency generation usage might make
s much more difficult to measure. Certainly the two agricultural
projects (Agriculture Policy Implementation Project and the
Irrigation and Water Management Project) have the potential to
generate substantial benefits to the nation, as does the provision
of credit for agriculture and private enterprise development.

E. Past Performance of CIPs

In the 1960s and early 1970s, the CIP was an integral part of the
USAID portfolio tn Tunisia. Yet for over a decade the Mission had
no such program and only reintroduced a CIP in FY 1986. The FY 86
CIP (664-K-601) was used to purchase corn (yellow maize) for animal
feed. This was done on an emergency basis, as the drought badly
affected the availability of feed and consequently livestock and
poultry. Corn was received in October, 1986 and has been
distributed to feed mills. By December 1986, all feed had been
marketed and deposits in the special account have been made by the
Office des Céréales.

The FY 1986 CIP did not include any conditionality beyond standard
requirements and the establishment of a special account. Local
currency generations are to be used to develop and improve pastures,
support water and soil works, and for applying successful on-farm
forage reserve research. No local currency has yet been disbursed
for these activities.
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VII. IMPLEMENTATION AND ADMINISTRATION

A. Implementation Plan

Part of the reasoning used in deciding to purchase soya under the FY
1987 CIP involved the ability to move the commodity quickly and
generate local currency in a rapid, organized fashion. The
disbursement of the local currency may take longer than one year,
depending on the nature of activities agreed upon for support. The

Program implementation plan is shown in the form of a chart, listing
activities, implementor(s) and dates.
Activity Implementor(s) Date
Finalization of PAAD AID/Tunisia and AID/HW 3/87
Approval of PAAD AID/Tunisia and AID/W 4/87
Signing of Program Agreement AID/Tunisia and GOT 4/87
Meeting of CPs AID/Tunisia and GOT 4/87
IFB for purchase and shipping GOT(OC) and AID/W 4/87
of soya

Award of bid and first OC and shipper 6/87
shipment

Ground transfer of soya and OC and millers 6/87
milling

Second shipment of soya OC and shipper 1/87

Distribution of first OC, millers, distributors 7/87
lot of feed

Ground transfer and milling 0C, millers 8/87

of 2nd lot of soya

Plans for animal feed pricing 0C and GOT 8/87
and distribution

Distribution of second 0C, millers, distributiors 9/87
lot of feed

Deposit of 50% local currency GOT 1/88
in special account

Initial disbursement of local GOT and AID/Tunisia 2/88
currency

Deposit of balance of local GOT 2/88
currency in special account

PACD and program completion GOT and AID/Tunisia 10/88

report

Unless the timing on pro-urement, shipping and milling is
maintained, problems ana delays may occur because of transport,
storage and milling problems. Harvest of local grains generally
starts in July and this can cause bottlenecks in storage and
transport. Therefore, it behooves AID/W, AID/Tunisia and the GOT to
move quickly on all aspects of the program.
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B. Monitoring and Evaluation

USAID/Tunisia will designate a CIP Manager to administer AID's field
management responsibiiities. Inftially, this will entail ensuring
that the Office des Céréales provides documentation showing the
purchase and shipping of the soya. The CIP Manager must ensure that
the Office des Céréales provides documentation of receipt of the
soya in Tunis and a report on its distribution to the designated
feed mills.

Quarterly statements for the Special Account for CIP sales proceeds
showing balances and all transactions must be provided. Both the
CIP Manager and AID Controller will have the responsibility of
monitoring all tradsactions, making sure they correspond with
agreed-upon disbursements/uses and that deposits total the amount
stipulated in the Program Grant Agreement.

Disbursements for particular activities will have to be monitored up
until the time they are deposited into activity accounts and/or are
paid directly for agreed-upon purposes. This monitoring will also
be the responsibility of both the Controller and CIP Manager. It is
the responsibility of the GOT or recipient to provide documentation
of such transfers or transactions.

A1l records will be maintained and stored by the AID Controller.

Compliance with the covenants shown in the Program Grant Agreement
is the responsiblity of the GOT and Office des Céréales. The CIP
Manager will be responsible for monitoring and evaluating
compliance, documenting it through the Project Implementation Report
form and any other required reports.

Formal evaluation of the CIP will not be stipulated in the Program
Grant Agreement. Decisions on whether to conduct evaluations will
be made by the Mission, a decision depending on circumstances and
the judgement of the staff involved in implementation and
monitoring. A Program Completion Report should be done at the time
that all local currencies are disbursed from the Special Account.

C. Administrative Responsibilities

Major responsibilities were laid out in the previous section, where
tracking and liaison are principally the concern of the CIP Manager
and AID Controller, and reporting and implementation are the
responsibility of the management unit to be designated by the GOT
and approved by USAID.

Decisions on the use of local currency will be made jointly by the
Mission and by the GOT (Secrétariat of State for International
Cooperation). Formal arrangements should be stipulated in the
Program Agreement. When the funds allocation coordinating
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68mmittee is formed, with representation from key ministries, this
should also be stated or covered through a Program Implementation
Letter.

D. Staffing Requirements

AID/Tunisia will probably not require additional staff to carry out
the FY 1987 CIP, as the procurement and distribution of soya will
not be a complicated matter and will be handled almost totally by
OC. If future CIP's entail procurement of various other
commodities, as illustrated in Section VI B1, then the Mission will
probably require a minimum of part-time assistance from an AID
Supply Management Officer (perhaps three months per annum) and a
full-time local hire program manager. The responsibilities under
the envisioned FY 1987 CIP could be handled by the FY 1986 CIP
Manager, AID Controller, and the Mission Director, with perhaps
short-term assistance from an SMO (two-three weeks per annum).

The GOT will probably not need additional staff to carry out the FY
1987 CIP. The government wiil be required to designate individuals
with responsibility for programming allocations of local currency,
for designing the plans required as part of the covenants (shown in
Section VI B2), and for implementing those plans once designed.
Procurement, shipment and distribution of soya will be handled by OC
staff, as it has done historically. The OC has performed these
tasks quickly and professionaliy and is capable of continuing to do
SO.

E. Establishment and Management of the Special Account

Under the terms of the Program Agreement, the GOT will open a
special account at the Treasury of Tunisia for the FY 1987 CIP.

This special account will have deposited in it local currency at an
agreed-upon level, less actual and documented handling/distribution
charges incurred by Office des Cereals. It will be the
responsibility of the GOT, through the OC or other designated body,
to see that the full amount in dinars is deposited within six months
(180 days) of receipt in country of the soya.

Once the dinars are deposited in the special account, the Central
Bank will be required to provide quarterly statements of the
account, showing balances and all transactions to the GOT and to
AID/Tunisia. The AID Controller and Program Manager will be
responsible for monitoring the special account.

Disbursements from the special account will be made only upon
authorization of the Secretary of State for International
Cooperation or designated official and the AID/Tunisia Director or
appointee. These disbursements will be for purposes agreed upon as
stipulated in the Program Agreement. Once a disbursement is made
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for an agreed-upon purpose, whether as a direct payment for goods or
services or into the account of a chosen project or activity, the
local currency is considered as having been expended and any further
monitoring/tracking under the CIP will not be required.

Once all local currency required by agreement has been both
deposited and disbursed, the special account will be closed and
responsibilities for management will be completed.

F. Zorinsky Amendment

Under the terms of the Zorinsky Amendment, the world-wide commodi ty
tmport programs are required to utilize 18 percent of all funds for
the purchase of U.S. agricultural products. For any given CIP, the
percentage may vary, but compliance requires that in the aggregate
the 18 percent rule must be met. In the case of the Tunisia FY 1987
CIP, all funds will be used to purchase U.S. agricultural products,
as fully 100 percent is used to purchase U.S. soya. Therefore, the
CIP is in full compliance with the requirements of the Zorinsky
Amendment.

The Usual Marketing Requirements (UMR) provision for the U.S. is not
hindered by the procurement of soya under the CIP, as the grant
expands the amount to be procurred from U.S. sources. The USDA and
State Department are responsible for compliance by the U.S. with FAQ
consultative obligations. Both agencies have been fully informed of
AID/GOT intentions.

G. CIP Impact on U.S. Balance of Payments

The CIP will have a small, but positive, impact on the U.S. balance
of payments, as the grant will be spent for the purchase of U.S.
agricultural products. The program will support trade relations
between the U.S.A. and Tunisia.

H. Initial Environmental Examination

The program has no construction component and will have no direct
impact on the environment. This ig spelled out in Annex F. A
negative determination was made by the Environmental Officer for ANE
on March 2, 1987 and reported in State 061243. (See Annex F.)

I. Procurement and Contractual Arrangements

The preparation of invitations for bid, the receipt of bids and
award, contracting for the purchase and shipment of goods, and the
receipt of goods will be the responsibility of the GOT. Signatories
to such contracts will be delegated by the Secretary of State for
International Cooperation (generally to the Office de Céréales). In
any case, implementation has been carried out by the OC. The AID
Mission will be responsible for monitoring all actions and checking
compliance with all pertinent AID regulations.

Distribution of the soya, both to millers and to distributors, is
also the purview of the OC, and reports on distributions are
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required by the Mission. Tunistan port and warehouse capabilities
are considered adequate for receiving and storing soya pellets.
There have been some receiving bottlenecks in the past, due to
weather-related and harvest congestion problems, but basica” .y the
system is adequate. The OC has shown its professional capability to
carry out appropriate programming and scheduling for CIP grain
purchases, shipment and distribution.

The facilities at Bizerte, Gabes and Sfax are reasonable for
receiving and onward in-country shipping of soya pellets. The soya
will have to be bagged on board (shipped by freighter in bulk),
which has been done historically at all three ports at a rate of
about 750 tons per shift (eight hours). Assuming 20,000 tons per
shipment, each shipment will take about 27 days for unloading. A1l
three ports have sufficient warehousing for temporary storage. The
GOT will arrange shipping, probably using a Tunisian flag carrier
for 50% of the commodities. The Program Agreement should state that
tt is the full responsibility of the GOT to absorb the cost of
delays and/or any losses that may occur in shipping.
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ARNEX A

Analysis of Animal Feed Subsector in Tunisia.

l. The development of a sizable commercial animal feed industry
is a relatively recent event. Production of commercial animal
feeds in Tunisia totalled only 32,000 Tons in 1972, Production
increased rapicly through the 1970s to peak at 642,000 Tons in
1982, when subsidies were greatly reduced. (See Table A-T)

TABLE A-1

PRODUCTION OF CCONCENTRATE FEEDS INM TCUNISIA ———

1980-1984
Year Factories Daily Procuction (000 Tons)
' (Numbers) Capacity Poultry Otners Tota.
(Tons) S
1930 n.a n.a. 293 181 47¢
1981 134 5,042 327 315 642
1982 170 5,511 360 196 556
1983 180 5,800 257 102 359
1984 187 6,000 313 108 421

2. The industry in Tunisia is characterized by the following: (a)
its development was synchronous with that of the commercial
industrial poultry industry; to a large extent, demand for
commercial animal feeds in Tunisia is dependant on the poultry
industry (see Table A-I); (D) its development was spurred by high
subsicdies, which amounted to as much as one-half of component
prices in 1981 (see Table A-II): (c) the industry is heavily
import-dependant, with imported ingredients accounting for between
63 and 94 percent of feed prices (subsidized). (See note 2 for
Table A-III); and (d) the feed fabrication inuustry is
characterized by over capacity. The 187 concentrate procduction
units nave a combined capacity of 2.1 million tons per year, fcr a
market estimated at no more than 500,000 tons.

3. Subsidies for animal feeds cost the GOT 125.8 million Tp
(about $150 million, at current rates of exchange) between 19§}
and 1936 (see Table A-IV). In 1986, subsidies totalled 12.6
million TD, or about $15 million. The GOT, as part of the IBED
Acricultural Sector Adjustment Loan, is committed to eliminating
animal feed subsidies by the 1989/9¢ Crop Year. ©During 1987 the
GOT will import 362,300 tons of animal feed components eligible
for subsidization (see Table A-2 below).

- Al -
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TABLE A-2

PLANNED IMPORTS OF ANIMAL FEED COMPONENTS: 1987..

(tons)
Total for Scheduled Rest of Year
for Year for delivery

by end April

Soycake 91,850 15,000 : 86,500
corn 267,300 50,000 217,300
Barley 58,500 - 58,500

TOTAL 362,300

4. The following inportant observations are rmade the effect of
subsidizing cormrercial animal feeds in Tunisia:

(a) the subsidies are regressive, in
as much as the poor benefit vary
dittle, since the final procucts
subsidized account for a small
fraction of their budgets (in
contrast to cereals Subsidies,
where cereal products account for
a high proportion of budgets for
poor Tunisians),

(b) the subsidies operate directly to
the disadvantage of
locally-produced substitute

--products, which include.
triticale, fish meal, organic by
pProducts, and ovarley. Subsicy of
concentrate feeds, in the case of
cattle and sheep is also
considered to operate against tne
development of improvec¢ pastures.

(c) the GOT is faced with
unprecedented budcget stringency
during the next five years as it
implements its Structural
Adjustment Program; within this
context, subsides which benefit
primarily the middle class are
considered a luxury, and
consequently, animal feegd
subsidies are considered a
candidate for elimination on a
Priority basis.
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ANIMAL

TABLE A - III

FEED PRICES: PRICE PORMATION 1981-1987

{DINARS PER TON)

Cost T

Number composents 1982 1983 1984 1985 1985 1987
- Ingredient 139,688 151.1986 177.965
1 Other 34.812 36,552 37.635 .
Total 108.8 119.3 266,500 174.500 187.750 215,600
- - ""Ingredient - - 136,175 151.866 175.397
2 Other 34.125 35.994 37.403
Total 106.4 116.2 162.500 170.300 187.860 212,800
Ingredient 114,093 126.763 151.875
3 Other 29.807 31.774 35.375
Total 92.0 113.3 139,200 143.900 158,537 187.259
Ingredient 116,394 126,294 151.827
4 Other 30,256 32.082 35.173
Total 53.5 101.0 140.600 146.650 160.487 187.200
Ingredient 108,137 109.373 113.368
5 Other 28.641 28,883 32.032
Total 94.4 105.0 124.506 136,778 136.256 145,400
Ingredient 110,910 116.082 122.039
7 Other 29.166 29.764 32.761
Total 98.6 106.0 135.500 139,985 145,846 154.800
NOTE: 1. Animal Peeds Composition
Numper 1 Number 2 Number 3 Number 4 Number 5 Number 7
60% corn 69% corn ‘66% corn 60% corn 71% barley 50.5% barley
36% soja cv 27% soja ¢ 17% soja ¢ 30% soja ¢ 12% soja ¢ 23% soja ¢
4% CMV#t 4% CMV 13% bran 4% CMV 10% bran 16.5% bran
2% calcium 5% cMv 5 % Ccuv
2% salt 5 % sals

Source: Office of Cereals and Ministry of Commerce and Industry

NOTE: 2.

The Office of Cereals markets both im
percentage of imported ingredient cos

barley included is as follows:
No.5 - 94.5%; No.7 - 65.3%.

Barley is included only in animal feeds grade 5 and 7,
ingredient costs with barley exluded for those grades is
The Office of Cereals is currently importing its barley

- A3 -

ported and locally produced Qarley. The -
ts tor animal feeds of selling price with
No.l - 69.5%; No.2 - 67.7%; No.3 - 63.5%

i HoLE - 73.6%;

h

The percentage of imported
¢ No.5 - 42% and No.7 - 30.3a.
requirements.



SOYCAKE

CORN

BARLEY

TABLE A - 1V

TONS OF ANIMAL PEED COMPONENTS SUSSIDIZED, GOT SUBSIDY COST AVERAGE _ . __

Subsidy per Ton, Selling Price, and Avzrage Procurement Cost

1981 1982 1983 1984 1985 19863 )
" Tons Subsidized 96,700 92,500 87,100 87,500 90,000 122,000
GOT
Subsidy Cost 11,000 9.306 2,732 5,162 4,250 5.200
(MTD)
Ave TD
Subsidy per Ton 113.75 _ 106.01 31,136 58.99 . 47.22 . 46.62
"selling Pricel §5-120 120-180 180-180.6 183.6 _ 183.6-204 204

Ave. TD/TON
Procurem. Cost?2 180.06 209.64 255.23 253.31 200.00 234,004

Tons Subsidized 278,800 317,200 220,000 240,000 212,800 243,000

GOT
Subsidy Cost 19.700 17.790 5.799 17.158 13,709 4.400
{MTD)
Ave TD
Subsidy per Ton 70.66 56.05 26.36 71.49 54,42 17.87
Selling Price 31-55 55-86.7 86.7 86,7 103.3-127.5 127.5
Ave, TD/TOL
Procurem. Cost 104.45 106,78 128.238 166,34 151.14 125.004
Tons Subsidized 50, 300 83,300 72,100 105,500 88,600 210,900
GoT )
Subsidy Cost . 400 .615 .191 1.711 3.187 3.000
(MTD)
Ave TD
Subsidy per Ton 7.95 7.38 2.65 16.21 35.97 14.22

Selling Price '30-80.1 80.1-95.7 95.2 - 102.4 - 107.4 107.4
102.4 107.4 )

Ave, TD/TOX
Procurem. Cost - - - - 157,09 109.66

$1.00 = .85 7D
Source: Ministry of Commerce and Industry and Office of Cereals;

NOTES: (1) In the cases where two prices are reported, adjustmant was mada
during the course of the year (TD/TON).

(2) Average procurement costs for imports only: CIF + handling costs
(TD/TON) .

(3) All figures for 1986 are preliminary estimates.

(4) 3ecause of differences in accounting and the period in whicn
subsidies are costed, btween the Ministry of Commerce and Industry
and the QOffice of Cereals, subsidy cannot be computed as the
difference between procurenent cost and selling price.
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5. Aside from the direct budgetary cost imposed by subsidies the
animal feed subsector has imposed other direct and indirect costs
on the Tunisian economy-at-large, The excess feed fabrication
capacity referred to in paragraph (1) above is the result of
investment subsidies which, between subsidies for capital
equipment and subsidized interest rates, lower investment costs by
as much as one-half. 1In addition, industrial poultry operations,
from which the animal feeg industry primarily derives its cemand,
also benefits fron investment and interest rate supsidies (Poultry
industry suosidies accounted for 85% of funds loaned uncer the
neavily subsidized FOSDA Program FROM 1975 TO 1979).

The combinec effect of concentrate feed, egquipment, and
interest rate subsidies has been to: (a) make available, primarily
to middle class Tunisians, poultry and meat procucts at much lower
prices than would otherwise be the case; (b) transforn poultry
industry structure, from production by small producers, who
penefit much less from Subsidies, to large industrial producers
who benefit from the full complement of subsidies; (c) orient the
animal feed industry toward subsidized importec ingredients, and
thereby (c¢) increase Tunisia's agricultural trace ceficit,

6. In accition to the negative economic effects of animal feszd
subsidization outlined above, continuation of animal feed
subsidies would be inconsistant with the GOT's Structural
Adjustment Program for other reasons. 1In large part, the success
of the Structural Adjustment Program is dependant on trade
liberalisation by the GOT. Subsidizing poultry, egg, and meat
production imposes immediate requirements for export trade
barriers (unless the GoT wants to subsidize consumers in other
countries) which is wholly inconsistent with the thrust of the
Structural Adjustment Program, '

7. Given that the GOT has been moving to recuce animai feed
subsidies since 1982, when, for example, Soycake prices were
increased 85% and corn prices 58%, and since international prices
for animal feed Prices declined Steeply during 1986, the GOT is
now faced with a unigue opportunity to wean its poultry and cattle
subsectors from subsidized feeds. Table A-V shows prices for
imported animal feed components compared to their real costs. At
the present time, corn is not subsidized at all, soycake raceives
only a 13% subsidy, and barley a 2% subsidy. Price increases for
Soycake 2nd corn that would be needed to eliminate suosidies ang
allow & small level of protection for domestic procduction, as
recommenced by the IBRD under the Agricultural Struccural
Acjustment Loan, for thege products would only be in the 15-20
range, which is small compared to the increases in prices for corn
and soycake in 1982. While abrupt change in world market prices
levels would require greater adjustment, all indications are that
world market prices for these commodities will remain depressed,
for at least the next 3-5 years.
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9. Elimination of animal feed subsidies will not resolve all
policy issues facing the subsector. Four additional issues,
which are often interrelated, and which will require more time to
resolve, will remain: (a) price control, at wholesale and retail
levels, for animal feeds and components; (b) investment and
interest rate subsidies; (c¢) the monopoly of the Tunisian
parastatal agency, the Cffice of Cereals, for importing
components; and (d) the effective access of animal feed
fabricators to imported supplies required to satisfy demand.
These are discussed below.

10. Wholesale prices at which the Office of lereals sells animal
feed components are set by the GOT. While regulated wholesale
prices can be considered normal in a Situation above a monopoly
wholesaler supplies the market, the lifting of the 0Office of
Cereals importation monopoly would permit competition at the
wholesale level, if other potential importers were to have
effective access to foreign exchange for importing components.
Adequate competition at the wholesale level would eliminate the
need to control prices at that level, and the wholesale price
determination mechanism described in para (8) above.

1ll. The issue of retail price controls for animal feeds is a
complex one, and is very much interrelated with the issue of
effective access to imported animal feed components by feed
fabricators. In theory, in a situation where demand for imported
feed components was fully satisfied, competition between the 187
feed mills in Tunisia would render retail price controls
redundent. Since however, supplies of components may be
constrained by lack of foreign exchange availability, removal of
retail price controls could enable fabricators having access to
components to make monopoly profits by exploiting users. In this
situation, opportunity for corruption would also be improved,
since effective access to supplies woulé have considerable worth.

For the reasons stated above, l.fting of retail price controls
would require that the supply of animal feeds would not be
constrained by foreign exchange availability. Although retaijl
Price controls are scheduled to be abolished on January 2, 1988,
actual implementation of that action will likely be dependent on
the feed supply situation at that time.

In addition, the competitive enironment at the retail level
for animal feeds may vary between the various types of feeds
procuced. For all of these reasons, it is recommended that
removal of price controls for animal feeds, which is scheduled
for January 1988, be the subject of a special stucdy, wnhich woulgd
establish the modalities for equitable removal of price controls.

12. The GOT's Office of Cereals has a legal monopoly on the
purchase distribution and importation of all food/feed grains in
Tunisia, Wwhile this arrangement may offer Tunisia some
advantages in economies-of-scale for cereals marketing, it also
entails a number of disadvantages notably: (a) a parastatal
organisation operating on a cost-plus basis has little incentive
to contain costs, (b) the parastatal organisation lacks the
flexibility inherent in smaller private businesses for serving
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specific market niches; and (c) use of the parastatal inherently
increases risks for the GOT in managing the food/feed grains

sector, since it only requires a single organisation to be wrong
on an important issue for the entire subsector to be mismanaged.

The GOT has an extremely crowded agenda for privatisation of
parastatal companies during the next five years. (The objective
is to reduce the number of such companies from 540 to 140). The
Office of Cereals is considered a8 "strategic" parastatal, and is
not scheduled for privatisation. Nonetheless,; it is recormenced
that privatisation of food/feed grain marketing be tne object of
a special study that would establish a strategic plan for: (z)
reducing the Office of Cereals role in at least some segments of
the food/feed grain marketing subsector; (b) assuring full
coverage of marketing needs on both the buying and selling side
Of the cereals markets; and (c) improving competition in the
Subsector.

13. Effective access by feed fabricators to imported supplies is
a crucial issue that will greatly affect the feasioility of
decontrolling pricing for annual feeds during the coming years.,
(See paras 10 and 11 above) The Tunisian Dinar is not a freelyv
convertaole currency; import of animal feed components must be
licensed, and foreign exchange allocations from the Central Bank
of Tunisia must be received to finance the import. Foreign
exchange is critically short in Tunisia, and it is not at all
clear that demand for feed grains can be fully met during coming
years. Ability to fuily satisfy demand would permit price
decontrol for animal feeds to proceed rapidly; lack of ability to
satisfy demand would place heavy constraints on price
liberalization (see para 11).

bp
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Table 1(a):

Balance of Payments

Gtowthvfates:‘

. '
'85-86 '86-87 '87-88

Current Dinars -- GOT Projections

102 194 3 1984 1985 1986 1087 1988

Trade Balance =505.9 -473.6 -728.8 -423.2 -590.0 -509.4 -469.0
Fxports 1773.3 194787 2113.7 2253.1 2115,0 2470.3 2760.6
Goods 1169.4 1262.6 1399,1 1443.0 1320.0 1520.2 1669.5
Goods (ex. encrgy) 631.5 698.0 779.8 839.4 1002.0 1218.1 1400.6
Agqriculture ctc 107.0 97.3 147.0 143.5 175.0 225.0 257,14
Phusphates, chen 206.2 239.5 244.0 267.9 285.0 320.1 359.1
Ener qy 237.9 S564.6 619.3 603.6 318.0 302.1 268.9
Textiles, leather 236.6 270.3 269.4 310.6 395.0 490.¢0 57i.8
Other 81.7 90.9 119.4 117.4 147.0 183.0 212.3
Services 603.9 685.2 714.6 810.1 795.0 950.1 1091.1
Tourism 340.0 389.2 357.5 416.0 390.0 480.1 550.7
Transp. & insur, 150.1 1%8.4 164.9 165.5 167.0 200.0 232.0
Gas adjust, 8.1 36.6 49.0 30.0 30.0 30.0
Other 113.8 129.5 155.6 179.6 208.0 240.0 278.4
Imports 2279.2 2421.4 2842.5 2676.3 2705.0 2979.7 3229.6
Goods (CIF) 2002.0 2106.4 2511.0 2287.0 2260.0 2474.8 2681.7
Freight/insur 101.2 119,88 157.1 142,0 125.0 135.0 144.5
Goods (FoOB) 1900.8 1986.6 2353.9 2145.0 2135.0 2339.8 2537.3
Fquipment 6GUY.4 539.7 652.0 503.2 470.0 430.0 442.9
Primavy, semi-mid, 620.9 623.7 769.0 744.6 840.0 1020.0 1143.4
Enerqy 222.7 235.6 289.4 308.4 160.0 165.0 170.6
Foudstuffs 2lu.% 294.8 363.0 278.2 300.0 309.9 318.3
Consumption gouds 338.5 412.¢ - 437.6 452.6 490.0 550.0 606.6
Services 378.4 A434.8 488.6 531.3 570.0 639,90 692.4
I'ravel 87.2 92.0 109.9 105.3 105.0 115.0 124.4
Transp., & insur. 200.7 217.9 230.1 230.4 235.0 25%.0 275.9
GCovernment expense 2.6 90,1 98.6 136.8 16¢0.0 185.0 200.1
Other 27.9 34,2 50.0 58.8 70.0 85.0 91.9

39.4% -13.7%

-6.1% T¢6.8%
-8.5¢ 15.2%
19.4% 21.6%
22.01 28.6%
6.4% 12.3%
-47.3% -5.0%
-27.2%  24.1%
25.2% 24.5%
-1.9% 19.5%
-6.3% 23.1%
0.9% 19.8%
-38.8% 0.0%
15.8% 15.4%
1.1 10.2%
-1.2% 9.5%
-12.0% 8.0%
-0.5% 9.6%
-6.6% -8.5%
12.8%8 21,.4%
-48.1% 3.1%
7.8% 3.3%
8.3% 12.2%
7.3% 12.3%
~0,3% 9.5%
2.08 :8.5%
17.0% 15.6%
19.0%

21.4%

-7.9%
II.O‘
9.8%
15.0%
14.40
12,24
-11.0%
16.7%
16.0%
14.8%
14.7%
"16.0%
0.0%
16.0%

8.4%
8.4%
7.0%
8.4%
3.0%
12.1%
3.4%
2.7%
10.3%
8.2%
8.2%
8.2%
8.2%
8.2%






Table 1l(c): Balance of Payments

Cu-rent Dinars -- Mission Estimates
Growth rates: .
EStT., Projected
1982 1983 1984 1985 19866 1687 1988 ‘85-86 '86-87 '87-88
Trade Balance -505.9 -473.6 -728.8 =423.2 -590.0 -539.6 -517.0 39.4% -8,.5% -4 ,2%
Exports 1773.3 1947.8 32113.7 2253, T 2115.0 2461.4 2734.8 -6.1% 16.4v 11.1%
Goods 1169.4 1262.6 1399, 1443.0 1320.0 1567.5 1708.1 -8.5% 18.7% 9.0%
Goods (ex. enerqy) 631.5 698.0 779.8 839.4 1002.0 1203.0 1383.7 19.4% 20.,1% 15.0%
Aqriculture etc 107.0 97.3 147.0 143.5 175.0 225.0 257.4 22.0% 28.6% 14.4%
Phosphates, chem 206.2 239.5 244.0 267.9 285.0 305.0 342.2 6.4% 7.0 12,.2%
Energy 537.92 564.6 619.3 603.6 318.0 364.5 324.4 -47.3% 14.6% -11.0%
Textiles, leather 236.6 270.3 269.4 310.6 395.0 490.0 571.8 27.2% 24.1% 16.7%
Other 81.7 90.9 119.4 117.4 147.0 183.0 212.3 25.2% 24.5% 16.0%
Services 603.9 685.2 714.6 810.1 795.0 893.9 1026.7 -1.9% 12.4% 14.8%
Tourism 340.0 3689.2 357.5 416.0 390.0 423.9 486.2 -6.3% 8.7¢ 14.7% .
Transp. & insur. 150.1 158.4 164.9 165.5 167.0 200.0 232.0 0.9% 19.8% 16.0%
Gas adjust. 0. 8.1 36.6 49.0 30.0 30.0 30.0 -38.8% 0.0% 0.0%
Other 113.8 129.5 155.6 179.6 208.0 240.0 278.4 15.8% 15.4% 16.0%
Imports 2279.2 2421.4 2842.5 2676.3 2705.0 3001.0 3251.8§ 1.1t 10.9% 8.4%
Goods (CIF) 2002.0 2106.4 2511.0 2287.0 2260.0 2496.1 2703.9 -1.2% 10.4% 8.3%
Freight/insur 161.2 119.8 157.1 142.0 125.0 135.0 144.5 -12.0% 8.0% 7.0%
Coods (FOB) 1900.6 1986.6 2353.9 2145.0 2135.0 2361.1 2559 .4 -0.5% 10.6% 8.4%
Equipment 609.4 539.,7 652.0 503.2 470.0 430.0 442.9 -6.6% -8.5% 3.0%
Primary, semi-mfd. 620.9 623.7 769.0 744.6 840.0 1020.0 1143.4 12.8% 21.4% 12.1%
Enerqy 222.7 235.6 289.4 308.4 160.0 1599.2 206.0 -48.1% 24.5% 3.4%
Foodstuffs 210.5 294.8 363.0 278.2 300.6 297.0 - 305.0 7.8% -1.0% 2.7%
Consumption goods 338.5 412.6 437.6 452.6 490.0 550.0 606.6 8.3% 12.2% 10.3%
Services 378.4 434.8 488.6 531.3 570.0 639.9 692.4 7.3% 12,3% 8.28%.
Travel 87,2 92.0 109.9 105.3 105.0 115.0 124.4 -0.3% 9.5% 8.2% °
Transp. & jnsur. 200.7  217.9 230.1 230.4 235.0 255.0 275.9 2.0% 8.5% 8.2%
Government expcnse 626 90,1 Y8.6 136.8 160.0 185.0 200.1 17.0% 15.6% 8.2%
Other 27.9 34.08 LO.0 8.8 70.0 85.0 91.9 19.0%  21.4% 8.2%
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Exchange Rate

Trade Balance

Fxports

Goods

Goods (ex. energy)
Agriculture etc
Phosphates, chem
Enerqgy
Textiles, leather
Other

Services
Tourism
Transp. & insur.
Gas adjust,
Other

Imports
Goods (CIF)
Freight/insur
Goods (FOn)
Ejuipment
Primary, semi-mfd.
Fnerqgy
Foudstuf fs
Consumption gqoods
Services
Travel
Transp., & insur.

Table 1(d):

Balance of Payments

Growth rates:

'87-88

Dollar Equivalent -- Missicn Estimates

Est. Projected

1982 1983 1984 1985 1986 1987 1988
0.5907 0.6788 0.7768 0.8345 0.795 0.85 0.927
-856.4 -697.7 -938.2 -507.1 -742.1 -634.8 -557.7
3002.0 2869.5 2721.0 2699.9 2660. 4 2895.8 2950.1
1979.7 1860.0 1801.1 1729.2 1660.4 1844.1 1842.6
1069.1 1028.3 1003.9 1005.9 1260.4 1415.2 1492.6
181.1 143.3 189.2 172.0 220.1 264.7 277.1
349.1 352.8 314.1 321.0 358.5 358.8 369.1
910.6 831.8 797.2 723.3 400.0 428.9 350.0
400.5 398.2 346.8 372.2 496.9 576.5 616.9
138.3 133.9 153.7 140.7 184.9 " 215.3 229.0
1022.3 1009.4 919.92 970.8 1000.0 1051.7 1107.5
375.6 573.4 460.2 498.5 490.6 498.7 524.5
254.1 233.4 212.3 198.3 2i0.1 235.3 250.2
0.0 11.9 47.1 58.7 37.7 35.3 32.4
192.7 190.8 200.3 215.2 261.6 282.4 300.4
3858.5 3%67.2 3659.2 3207.1 3402.5 3530.6 3507.8
3389.2 3103.1 3232.5 2740.6 2842.8 2936.6 2916.8
171.3 176.5 202.2 170.2 157.2 158.8 155.8
3217.9 2926.6 3030.3 2570.4 2685.5% 2777.8 -2761.0
1031.7 79%.1 639.3 603.0 591.2 505.8 477.17
1051, 918.8 990.0 ©92.3 1056.6 1200.0 1233.4
377.0  347.1 372.6 369.6 201.3 234.4 222.2
356.4 434.3 467.3 333.4 377.4 349.4 329.0
573.0 €07.8 SE3.31 542.4 616.4 647.0 654.14
Lio.6 6405 €29.0 &3C¢.7 717.0 752.8 746.9
147.6  13%.5 141.5 176.2 132.1 135.3 134.2
339.8  321.0 29¢€.2 276.1 295.6 300.0 297.6
3 1327 126.9 163.9 201.3 217.¢ 215.9
47.2 51,3 64.4 70.5 lo0,.n 99,2

Goverament expunse 10¢.

otheoer

aa.l

'85-86 '86-87
46.3% -14,5% -12.1%
-1.5% 8.8¢%  1.9%
-4,0% 11.1% -0.1%
25.3% 12.3%  5.5%
28.0% 20.3%  4.9%
11.7¢  0.1% 2.9%
-44.7% 7.2% -18.4%
33.5% 16.0% 7.0%
31.4% 16.4%  6.4%
3.08  5.,2% 5.3%
-1.6%8 1.7% 5.2%
5.9% 12.0% 6.4%
-35.7% -6.5% -8.3%
21.6% 7.9%  6.4%
6.1% 3.8% -0.6%
3.7% 3.3y -0.7%
-7.6% 1.0% -1.9%
4.5% 3.4%  -0.6%
~2.0% -14.4% -5_6%
18.4% 13.6% 2.8%
-45.5% 16.4% -5,2%
13.2% -7.4% -5.8%
13.6% 5.0% 1.1%
12.6% 5.0% -0.8%
4.7% 2.4% -0.8%
7.1% 1.5% -0.8%
22.8% B8.1% -0.8%
25.0% 13,5% -0.8%



I. Trade Balance

Transfers:
Worker Transfers
Interest on Debt,.
Other (Net)

II. Current Account:

III. Capital Account:
Crants
Direct investment
MT 4+ LT Loans
Loan Amortization
Other

Table 1 (e):
(dinar million)

Balance of Payments

IV. Valuation Adjustment: -5,2

V. Overall Surplus:
Imnr
Changes in Reserves
(increase -)

VI. Cumulative Change
in Reserves
(increase -)

4

1982 1983 1984 1985
-505.9 -373.6 -726.8 -423.2
+52.6 +64.1 +48.8 -577
219.6 = 243.8 245.9 225.8
-120.5 -141.3 -188.9 ~-214.1
-46.5 -38.14 -8.2 -69.4
-453.3 -409.5 -680.0 -489.9
469.3 399.5 563.7 389.9

11,2 17.2 22.2 21.0
237.6 151.9 160.0 116.0
371.2 470.0 545.2 545.0

-185.1 -235.5 -290.3 -333.0
-34.4 1.1 -126.6 -40.9
13.1 50.1 49.1

10.8 3.1 -66.2 -50.9
-10.8 -3.1 66,2 50.9
-10.8 -13.9 52.3 103.2

ESt. Projected
1986 1987 1988
-590.0 -539.6 -517.0
-60.0 -80.0 -95.0

210.0 220.0 230.0
-230.0 ~-280.0 -325.0
-40.0 -20.0 0.0
-650.0 -619.6 -612.0
460.0 700.0 600.0
30.0 20.0 20.0
130.0 120.0 150.0
685.0 1060.0 950.0
-385.0 -500.0 -520.0
0.0 0.0 0.0
190.0 +80.4 -12.0
+131.0 +38.6 +26.4
59.0 41.8 -38.4
162.2 204.0 165.6




Table d. Teatsta: Summacy of Adjuetsent Progren,

July 1986-Decenber 1987

1. Be change policy scanario for 1986

A. Overall cnnolult“ budget deficics
B. Curreat acecount belance of
€. Gross officiel reserves

6.6 perceat of CWP
paymante deficit: 9.7 percent of CNP
(end=June): SDR 66 mtillten (10 days of tapores)

I1. Adjustment progras ecenario 1986 1987 . .. .
A. Ob {ectives , ———-
1. Ansusl groweh of resl CDP 1 percent 3.3 percent
2. External current accovnt deficit
(Z of GuP) 3.0 7.4
3. Groes offictal reserves (end-period;
is months of imports) 0.8 1.8
4. Extarsal dedt (incl. INF; X of GNP) 53.2 63.4
3. Externsl dede service (2 of curreat
teceipts) 3.3 7.2

B. HMeasures
1. Price liberalizacion
——llDelallzation
1. Services

11. riculture

8. Subsidized coasuser goods

d.  Subetdiss4 faputs

€. Ivoducer prices

111. Manufsctured goods

Approzimstely 25 percent

© 35. percent
43 yercent
33 percent
83 percent

2. Investsent Iiberalizatioa snd ecate ncterorises

1. Liberalization of tnvestaent controls
on projects requestiag no special
advantages from the Coverament.
11. Revised investaant code {nvolring:
8. Focusing fiacal tdvantazas
fot oev investseats on specifie
activities on the daatls of
specific criteria
b.  No distinction in the grastiag of
advantages as bdetween new
investaents and {nvestmeats for
replacement or extension of
exiscing capacity
111. Public ontecrprises
8. Limtt atace control of
existing enterprises to approxiaately 180
b Gradusl sale t> the ?tivete sector of
the Covernmeat’s share in those encer-
prises 1n which the Covernment has
presently up to 34 percsat of aquicy
perticipstion
¢. laprove the fisancial viadbility of those
enterprises that are to resain in the pubdlice
sector .

Ststus/Calendar of laplasencatton

Mostly free of administrative ccntrols.

Price lacreases ta August and Juring the last
quarter of 1986. Purther annual reduction

of at least 5 percent {n the snnual subsidy
b11. RNuader of products to de subsidized to
be reduced.

To be eliainated completaly !a accordance with
the timetadle agreed wizh the World Bank.
Ralsed by 6-15 perzent {a August in sgreesent
with the Surid 3ank o altgn thea with
intecrational levels dy 1584.

Cusulative 63 percere of production to be
Iiberalized by 1788,

Lideralized {n Sezceaber 1995.

To be 1i%ecalfted (n Sanyary 1387.

To be 1iteralf:ed tn Jyly 1797,

To %4 1¢%rallzed {n Jenuary 1583,

Ta ™ lidersliged g July 1338.

Th e tntroduced {n Janusce
1787 ai:2r 2lpcusatons wish
the Yorld Saak.

Apprupriste legiulaticn alcendy
pasved. 3Ipeciite timetsble cu Se
£1=alized defors ~-2-1388,



be

Tabla ), (continued). Tunisis:

3. Import lideralization '
i. All imports f???h 8 susll number of exceptions)
4

0 1iberalized by 1991, with the following
specified timetable
8. Rav materials saod seaifinished products
for industries exporting at least 25 per~-
cent of their turnover, and spare
parts for agriculture and other
apecifiad sactors
b.  Iavestaent goods for uevly approved projects
aod rav materials for sedicines

(a. and b. will bring che proportion of {mports
on the free list to 31 percent from the present

18 percent).

€ All other rav saterials and spare parts; geai-

finished products for {ndustries exporting
at lesst 15 perceat of their turnover and
for industries reasonably well integrated
d. Investaent goods for projects judged as of
“intermedtate” priority by the lavestaeat
Agency. .
€.  All remaining imports of investaent gocds,

and semifinished products wvith the exception

of imports by veakiy integrated industries

(e. through a. will raise the proportion of

imports on the free 1list to 60 percaat.)

i11. Tariff refora
Reform of import tariff to reduce effect{ve
protection to a reasonably unifora razs of
. about 235 percent dy 1991. During the prozran
period:
a. Reduce maximun iaport duties to 50 percent.
b.  Reduce by 6 percent present Tatss hetveen

26-55 percent (with aini=um of 23 percent).

€. Set min{mun tariff of 15 percent,
d. Addicional specifiud chanzes

Exchange rate snd external debe

Depreciare the noninal effactive exchanse rate
of the dinar by 22 percent (in foreign cucrency
terss) compared with the end-1985 level

11. Maintain the reel effective value of the
exchange rate at its post-Auzust devaluation level
through, 1f nacessary, periodic ad justments of cha
nominal rate. Additional corrections if balance of
paymants position requires.

111. Linits oa nonconcessional extzrnal debe of 1-12 yesrs
maturity, with sublimits on that in the matucity
range of 1-5 years.

iv. Limit on short~tera ded: (of saturity up to 1 year)
excluding import-related credits to present level,

Susmary of Adjustaent Program, July 1986-Decamber 1987

Poiié;“iinéhhéc‘.h

Isplemented {n Augast 1986.

September 1986

January 1987.

Early 1987 after the prc=ulgation
of the revised Investzent Code.

January 1338.

Policy announced.

January 1937.
January 1333.
Iaplacanted by sad-sugus: 1986.

Baing impledenced.

Tacablished for the prezrax perciod
through 1337,

o



5.

7.

i.

14.

114.
iv.

Ve

Table ) (concluded). Tuatais: Susmary of Adjustment Progran, July 1986-Decesher 1987

Public finance

Limit 1986 coneolidated budget deficit to D 429 aillion Appropriate supplemsatary messures
(6 percent of CNP) " already sancuncsd.

Linit 1987 conmolidated budget deficit to 3.9 percent of The draft 1987 dudget consistent with this
GNP (D 318 atllton) objective vill be discussed with the staff
1n November 1986. The dudget for 1987 will

also be one of the subjects of discussion

v ‘ during the firat tograe raviev.
Cancellation of all outstanding but unused budgetary January 1987.
authorizations in raspect of investment expeaditures.
Introduction of a VAT with specified timetabla of various Janusry 1988 for the WAT; will be both
intermediate steps. subjects of discusstce vader the
Establishment of a timetable for unification of tncome second review of the program.
aod profit tsxes.

Credit and monetary policies

‘o
14.

111.

iv.

Linit domestic credit to D 4,348 ufllion at end-1986 Perforaance criteria vwith {natersediace
and to D 4,714 million at end-1987 quarterly 1faite alsc as perioraance
Linit net baok cradit to the Govern=eat to D 633 aillion criteria.
at end~1986 and to D 634 million at end-1987
Liberalize interest rates, vith the exception of pref- To be {ntroduced ta January 1987.
erential lending rates eand savings deposit rates
(vhich will be related to rates prevailing 1o the
Sooey market) .
Channel most of the intervention of the Central Benk To be iatroduced in Jaauary 1947.
through the soney market in relation to the :radic
aod monetary targecs

Honltoﬂot the program

l.

i1.

114.

garurlz and snnual performance criterias nluin; (LH
& Domestic credit

b.  Ret bank credit to Covernment

¢. Limita on nonconcessional external debt
‘of up to 1 year original naturity {(excluding {mport-
Telated credits) end on the contracting or guaranteaing
by the Government of external dedt with 1-12 years'
originsl maturity, with g subce{ling on that
of 1-3 years' oriztnal maturity.

d. External psyments arrears (ro accuzulating)

¢. Customary clauses with feapect to restrictions

arterly and annual Indlcyzive tarsecy relacing ¢a:

8. Consolidaced budgec deflci: (trizzeriag consulistion
with Managzesent)

b. Total reveaue and grants

¢. Total expenditure (excluding amortizat{on), 1aclud{ag net
lending

d. Ret foreign sssets of the |0NEL1CY syalenm

(triggering consultation wich Managemeat)

Reviews with the Fund ta be comalated:
. Before end-February 1987

b.  Before end~Septeaber 1987

¢ Befnre eand-January 1988




Table3d : vPrice Liberalization Timetable
. N

September 1, 1986

Building materials except lime, cemeat, and sanitary fixturss
* Textiles, except undervear sad jute products

Mechanical and electrical industries:

Automobile parts, including batteries

Hardware

TV aatennas and accessories
Preserved and semipreserved sardines
Miscellaneous:

Plastic products

Graphics

Watches and watch parts

Cabinets

Cork products

Chandeliers

Footwear and accessories

Taaned goods

Paper and carton packagiang

Printing supplies

Notious

‘January 2, 1987

Mechanical and electrical industries:
Electric switches and connectors
Cable
Refrigerators and scoves
Boilers

Carpeatry supplies

Glue

Ink

Liquid detargents

Tires and rubber products

July 1, 1987

Soap, except laundry soap
Agricultural products and foods:
Preserved and semipreserved tuna
Preserved and séaipreserved tomitges
Preserved and semipr2sarved hirissa
Yogurt
Cheeses, except spreads
Beverages
Furaiture
Fertilizers:
Phosphoric acid
Byperphosphate
$?8, SPT
Dicaleiua phosphate
MAP, TPP



Table 3 .: Price Liberalization Timetable (concluded)

January 2, 1988

July

Mechanical and electrical industries:
Loudspeakers and accessories
Plumbing fixtures
Bicycles and mopeds
Batteries, etc.

Animal feed

Parachemicals:

Paints and varaishes
Laundry soap

Detergents

Essential oils

Linseed oil

Perfume

Iasecticides and pesticides

1, 1988

Household articles of stainless steel and aluminum
Copper products

Aluainuam cabinets

Electric motors and transformers

Tomato paste

Preserved and semipreserved vegetables and fruits

AV



Table 4A.
Individual Food Consuaption {in Different
. Per Capita Expenditure Groups
(Annual Figures in Kilograms for 1980)

e ., lass. - . D70 fo D100 to D130 to D200 to D300 to Dso00
Product Than D70 D100 D130 D200 D360 . _DS00 %

over
——

e et

Coreals  139.8 . 201.1 199.0 195.2° 192.3 188.0 184.7

Edible Oils 11.1 © 13.3  15.3  15.3 17,0  18.2 19.4
Sugat 9.2 11.5  13.0 14.0 16.0 17.0 17.7
Milk Productsl?.2 39.3 ~ 37.7 51.3  69.0 89.1 125.3
Meats " 2.3 s.4 8.1 146 205 27.5 385
Tes 1.0 1.1 1.3 1.3 1.4 1.3 1.4

Source: 1930 Household Consumption Survey

Table 4R
Distribution of the Tunisian Population
According to Per Capita Expenditurs Categories

Annual Per Ca2pite Percent of Cuaulative
Expenditures »/ Total Population Percentage
Less than 160 ‘ " 7.5 7.3
60 to 120 21.8 29.3
120 to 1266 26.6 55.9
200 to 300 19.3 75.7
300 to 506' 15.4 91.1

‘over D 500 8.5 100.0

Source: 1980 Household Consuaption S'urvev

*/ In dinars
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TA-QLBS IMF Performance Criteria and Indicative r@s

The Goverunment will monitor the executioa of the program by
refereace to quarterly perfornaace criteria and indicative targets as show
in the appended table. The performance criteria will condition purchases
from the Fund under the stand-by arrangement, while nonobservance of
the indicative targets for the budget deficit and net foraign assets of
the monetary system will require consultations with the Managing Director
of the Fund with a view to ascertaining the causes and agreeing oa any
necessary supplementary measures.

In addition to the performance criteria mentiocaed above, thrae
revievs with the Pund will be held and ccapleted before end-February 1937
end-September 1987 (discussions for which are expected to be conducted at
the time of the 1987 Article IV consultation mission) and end-January 1338
and will also constitute performance criteria. The first review will
concentrate oa the budget for 1987, the exchange rate, progress wizh
respect to import and price liberalization, efforrs to decure fiiancing
of the external gap for 1987, the establishzeat of the March and June
performance criteria for domestic credit aand get credit fo tha Covaro=en:,
and the indicative targets, including those for September 1537, The
'second review will focus primarily on exchange rate policy; prozrass oa
tax refora, in particular to assyre introduction of the VAT ac the -
beginning of 1988; and the establishment of performince crireria fsr
domestic credit and et credit to the Governmant far Septazdar 13937 and
the indicative targets for Dececber 1987 and March 13§3. Tha zhirid
review will cover the overall economic and financial policy 3cance Zar
1988 and the establishment of periormance criteria for Masch 1533 -1
domestic credit, net cradit to the Government, gnd exteccal dsie.

X
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Table S :IfPerformance Criteria and Indicative Targees 1/

1986 1987
Sept. Dec. Mazch June Dec.

A. Performance criteria (In millions of dinars)
1. Domestic credit 4,028 2/ 4,348 4,336 3/  4,5023 4,714
2. Net credit to the Governmeat 508 2/ 635 606 3/ 666 3/ 684

(In millions of SDRs)

3. External pudblic debt 4/
3.a 0-1 year (amount outstanding,
excluding import-related
credit) , 120 120 120 120 120
3.b New noaconcessional -
external borrowing

(cumulative)
i. 1-5 years ces 15 65 65 65
ii. 1~12 years vee . 100 450 459 450
4. External paymeats arrears :
{outstandiag) - - - - --
B. Indicative targets 5/ (In millicas of dinars)
1. Consolidated budget deficit 8/ cen 429 ves 2/ ees 7/ 318
2. Total revenue and grants 8/ ces 2,458 ves 7/ cer T/ cen
3. Total expenditure and get - =
lending
(excluding amortization) $/ ces 2,886 eee 1/ see 1/ see

(In millicns o £371)

4. Net foreign assets of tha
monetary systen -29 10 -147 =157 109

.1/ The performance criteria and indicative targacs for Septemder [347 and darch 13,9
will be set during the reviews mentioned if the Heoorandua,

2/ Not a performance criterion. )

!] Indicative targets to be reviewed and made into performance critaria during the
reviews meationed in the Memorandum. The ceilings on net cradic to the Govarcnzeat will be
reduced in accordance with paragraph 34 of the dezorandun, '

4/ Contracted or guaranteed by the Governament.
ceview.

6/ Cumulative level for the fi

1/ Targets to be set during :a. imu.

3/ The specified targets for 1387 will be rawised, if necessary, during the first program

L. T R B
e ————



Iable &
ﬁrnmtb;in_nnnex_Suaeiz:anﬁzuamina__GQE

1984-1986

Millicn Dipars._ Eercent_(Annualized) Nominal

Ml Wi ) e Gop
Dec. 1983 1693 1431
_Dec. 1984 1765 2715 t6,8 +11,7 +12,7
Dec. 198S 1987 3091 t12,6 +13,8 $11,0
June 1986 1795 £972 -18,4 -3,8 NA
Sept. 1986 1805 2976 12,2 -1,8 NA
Dec. 1986 NA NA NA NA F2,9(Es

Source: Banque Centrale de Tunisie, Si:a_tistigus_Einanciér_es
No. 78 (Dec. 1986) Table No. 2. GDP estimate from
Budset Economigue_1987.



Iable_ 7

GQI.Elanned_Euneisu.Excbanse_shnntfa

11l_Einancing
(D million)

1288 1284 12827
1. Grants 31 35 30
2. Dice:ts_inxeszmen:s 153 138" ~ {pg
3. LI Loans: 290 320 740
(Existing credit lines
(bal 1100)) (290)
(1986: IBRD ($150M),
France, Italy (160)
(1987: IBRD Ind. & Trade
SAL ($150M) ) (150)
SHORTFALL (140)
4. MI_Loans: 253 365 330
(Existing credit lines
( )) A (80)
SHORTFALL (250)»
S. IBE_Eécilities —_— =15Q%# -8
727 - 10085 1270

*/GOT wants Commercial (D 150M), Development 8ank (D i1o00M),

IMF code: ccF + SA =

¥*/Does not tally wr/ = SDR 149M in ‘24, Gl

Min 'g7.



Table 8

1986: Other Donor Assistance ($ M) 1/

Donor: Pericd: Amount: Cum: Terms:
F.R. Germany 1986 46.4 Ll Loan
Italy '85~'87 150.0 $ Crant
75.0 $ Soft Loan
. 75.0 i Loan
1986 1C0.0 L/C Commodity AID, Ac
Sector Soft
France 1986 87.6 FF  Project Assistancs
- 40% 2.5% LT
60% OECD rate 7T
3l.1 FF B.O.P. Assistance 50%
2.5% LT
50% OECD rate MT
65.5 FF Cereals credits
2.5 FF Vineat Gift
Belgium 1986 23.1 TD Tied, 2% LT
Holland 8.6 TD Grant
Canada 5.0 $ vheat Loan
4.5 $ Grant: scholarships
440,59 Loan: LT & unknown
68.11 Loan: MT
165.6 Grant
* Excluaing EEC 168I-1986 $1358.1M1 (27.3 LT 1%, 42.1

Frances

grant, 83.8 8.875%)
in Ecu

1986 $32.7! to unblock French assets in FF,

1/ A more complete accounting of other donor assistance
available to the GOT during the Structural Adjustirent period

was started by the IBRD at the Februar

Y 19 Donor's teeting in

Paris. It should be available shortly ancé will include
@Xposurss cr the Arap funds and banks as well as the pDilateral

conors.



Tupisia:
198S: Erincipal lenders

Emn::.eal_huata:al
donors:

Source: UNDP

Iabl:..a..(:nn:luded).

IBRD
Italy
France
FRGermany
Algerig
BEI

ADB

France
LEO
Belgium
Ttaly
FRGermany
Canada
Japon
Other

$ 168.7M

52.5M
44 .4M
30.1M
20.0M
18.5M
18.5M

n

. [T
e hWWw o

TR RN BT T

(42%)
(13%)

(11%) (ivel FIDAy CCE)

(B%) (KFW)
(57)
(S%)
(S7%)

Bilateral
(%)

Total
(%)
29
17

nwuo o



2.51-9 Tunieis: Bxpenditure of ¢he Prica Stadilizacion Fund, 1986 1/

e e 4o e et v

Yolume Unit coet Ungc subsidy Unit asubetdy Total sudbsetd
in dioars , ¢, dicars 28 3 shaze of in atlldons
(s s GOSE AN jereant  of dinars

‘Cafdals 123.2
Soft wheat (in tons) 710,000 134.47 61.97 46.1 44.0
Durum vheer (° *) 630,000 168.95 80.95 47.9 51.0
Bread processing (= =) 430,000 201.93 39.07 . 29.3 Y 25.4
Pasta processing (= =) 100, 000 253.00 3/ 28.00 3/ 11.1 I/ 2.8 3/

Vegetable o4} 28,2
Eitble o1l mix (= =) 100,000 520.0 ©220.0 &/ 42.3 - 22.0 &/
acid o1l (for 3o0ap) (° ) 21,000 430.0 295.0 LY 68.6 6.2 §/

Milk (1000 licters) 146,800 353.0 78.0 i/ 22.1 11.8 _/

Sugar (ia toms) 168,000 3xn.o0 92.0 4/ 27.7 13.5 &/

Aninal feed 12.6
Barley (* *) 210,000 115.87 14,29 12.4 R DY
Maize (" *) 250,000 141.50 17.5%0 12.3 4.4
Soydean meal " 120,000 243,33 43,33 17.3 5.2

Pertilizer ' 17.9
Asmonits (= =) 120,000 142,46 65.0 45.6 7.8
SSP (* ) 35,000 78.77 40.0 50.3 1.4
ISP (* °) 90,000 149,73 81.0 84,1 7.2
DAP (= =) 10,000 242,69 140.0 $7.7 ' 1.4

Hilcelllluoul e e see one €y 1‘.1 5/
Total 223.4 A/

Sources: Dagg provided by the Tunisian authoricies (Hinisc:y of 2lanning and Tladnce); az2 geaf;
estinmatas.

Ry Including the effect of the depraciation o the dinar.

2/ Including the substdy on sof¢ vheat, uaite sudsidy on bread diounta 1o adout 43 percaar,

3/ The latest increase in prices (Augzuse 1936) rasuited 1a the eliainatiosn of e 3ud3idy on pasta
Processing.

LY} !xcluding the effect of the Price increasesq scheduled for the last quartar of 1984,

3/ 0f which about D S willton for school paper eand D 3 aillion for ¢

N2 r2ps aent of o treasury loass.
S/ D 218.4 aillion 1¢ ve exclude the tepaymenz of treasurzy loaa.






Tadle 1

Tunistat

Monetary Survey, 1984-87

(In millions of dinars; and of period)

1984 1985 1986 1987
June Saot. Dec, March Juanm Dec.
2Tojectiocas
Nonetary systea
Net foresign assets 289 201 -51 =30 11 -150 -170 120
Central Barck (285) (209) (=-351) (=30) (11) {~150) (-170) (120)
Deposit money banks 4 (-8) (==) (-=) (=) (=) (=) (~)
Domestic credit 3,359 3,935 4,006 4,028 4,48 4,330 4,507 4,71
Net credit to the Govt. (451) (354) (598) (308) (6395) {508) (65%5) (534)
Credit to the economy (2,%08) (3,381) (3,438) (3,520 (3,713)  (3,723) (3,338) (4,030)
Money plus quasi-money 2,715 3,091 | 2,976 3,032 3,256 3,161 3,222 3,550
Ot which:
Deposits of CC? (82) (8%) (84) (3%) (84) (34) (33) (34)
Other items (net) 9 1,045 1,009 - 966 1,093 1,023 1,110 1,274
Central Bank
Net foreign assets 285 209 =51 =3¢ 11 =120 -170 120
Net cradit to the Govt. -36 =31 32 32 3 p P4 32 i b
Credit to the econoay 118 140 153 165 170 173 g 195
Claims oa the dapastit . )
money bdanks 6388 811 999 904 " 1,032 1,697 1,211 1,142
Cuarrancy 1a circulation 57 613 827 606 $53 612 644 712
Private sector deposits 1 7 7 ? ? ! 7 ?
Other items (Dat) 481 489 501 4538 585 512 422 7586
Deposit wovey banks "
Net foreign assets 4 -8 -— - - -— - -—
Bat credit to the Govt. 405 se1 482 392 319 430 550 %43 »
Credit to the economy 2,79 3,241 3,283 3,355 3,543 3,533 3,536 3,365
Monetary and quaei-~-
sonetary depoeits 2,059 2,387 2,258 2,338 2,%22 2,433 2,497 2,79
Credi: from Central 3ank 683 811 999 904 1,032 1,077 1,211 1,148
Othar items (3at) 452 356 308 508 5cé 03 08 208

dourcesa: Caatral Bank of Tunisia, Statistigues Financtirss; aad

authorities.

dats providad dy tha Tunistan



Table |2 Tuntete: Reel Bffective Ixchengé Rate end Related Series

(Indices: 1980 o 100)
“

Resl Nosinal Relaciwe Exchange Consumer Consceer
Lffective Lf feceive Consumer Rate in Price Price
Exchange Ixchange Prices Terms of Indes Todex (Xot
Rate 1/ 2/ Rate 1/ (Local u.s. (Seasonally Sessonally
Cutrencies) Dollars )/ A fust ed) A lustad)
Quarterly
1982
1 98.7 102.5% 9.3 75.3 117.3 118.7
11 97.0 100.1 96.9 70.8 121.3 120.2
111 9.0 9.5 98.4 65.1 126.3 125.5
v 9.9 99.5% 99.) 64,1 130.3 131.0
1983
1 97.0 .0 97.9 64,2 131.¢ 2.7
11 96.0 98.% 97.3 60.6 1339 132.6
111 96.1 99.6 96.3 * 57.7 135.9 - 153.2
v 96.6 100.6 95.9 56.7 1383 139.1
1984
1 96.7 100.8 95.9 5%.6 141.3 142.5%
1I 97.2 100.5 96.7 54.9 145.1 141.8
Il 9.6 99.8 96.8 50.7 148.2 147.6
IV 95.9 99.5 96.5 48.1 150.6 151.4
1985 )
1 96.1 99.8 9.5 45.2 131.8 155.0°
11 96.3 100.2 96.1 47.2 156.4 155.0
111 98.4% 101.4 97.1 50.% 160.3 159.3
Iv 93.0 96.6 96.2 s1.7 161.5 ° 162.4
1386
1 92.3 93.9 96,2 $5.2 161.) 154.4
11 8s.1 90.8 97.1 $3.5 164,2 154.7
MonthXy
1985
Now. 3/ 92.9 96.4 9.3 $1.% 161.7 72
Dec. ~ 92.3 96.9 95.3 52.7 161.9 153.6
1986
Jan. 92.7 96.9 95.7 $3.9 162.2 - TP
1 {19 92.5 96.2 946.1 55.% 163.1 134,34
Mareh 91.6 94.7 96.3 86,1 184,35 PRI
Apeil 70.2 92.3 97.1 4.3 165.5 194.2
Nay 88.4 91.0 97.1 $4.0 165,2 84,4
Jum 85.7 88.4 96.2 32.2 156.8 166.7
July 82.7 85.9 96.3 2.1 165.7 1243
Augnst 17.2 79.3 96.7 49.3 167.0 67,0
Perceatage
change
Nov, 1985~
Aog. 1986 -16.9 -17.3 0.4 -3.1 3.3

Seazcet lnforsstion Notice Systen.

1/ 1Increases near appreciation,
3/ Using scssonally sdjusted price irdices.
Date of lstest coneiderscion by Ixecutive Yoard.
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‘Table 137 TOISTA - Inports of Goofs and Services

1984 1948 193¢

==-= million dizars -—ee-

pigwmeat - 632.0 $39 5¢9
Raw materials & semi Rigrs 768.9 810 9493
Energy ] 23¢.3 J10 31¢
Pood products 33¢.6¢ , 239 2390
Boa-20cd products for cocasuaption 437.¢ 420 449
Total goods (CI?) 2431.9 2359 2449
Preight and iasurance (123.9) (123) (139)
Total goods (2cC3) 2351.9 2239 2313
Tourisn 103.9 139 122
transport and insurance 230.1 240 233
Governmantal exyin3aes 2.6 123 12%
other sxpenses $0.0 65 70
Total services 433.¢ 550 530
Total goods and services 2342.,9% 2739 2330
Importas of goods & sarvices, —

excloding Raergy 2555.7 2470 2530

Source: 198§ Zceacmic Budget






Table 15 a

Cereals Import Plan for 1987
(in ,000's tons)

Prccuct Jan, Feo. larch  2pril PRest of Year Total
Eara wheat 49.6 100 75 - 100 328
Soft wneat %0.65 100 75 25 300 590
Soya - - 15 - 86.85 102
taize - 25 25 - 217.3 267
Barley - - - -~ 58.5 59
Table 15 b
Historical Liport Levels
Product 1582 1983 1984 1985 1986
Maize - 220,000+ 248,000+ 223,000+ 212,000+
Soya 108,000+ 56,000+ 119,000+ 71,000+ 103,000+
Table 15 ¢
Historical and Printed Cereal Production Levels
Product 1983/84 1984/85 1985/86 1986/87 1987/88
Fard wheat 524,000 1,069,000 378,000 650,000 700,060
Soft wneat 127,000 311,000 96,000 200,000 225,000
Barley 312,000 686,000 11,000 300,000 225,000
laize ti/A N/A 5,000 5,000 5,000

2/ALl figures were obtained from the CC, Cec,
A pcor barley and forage crop in Central Tun

parley and maize import reguirements,

'86 - February, '&7.
isia will increase

3



ANNEX D

USAID/Tunisia

AGRICULTURAL SECTOR STRATEGY STATEMENT

USAID/Tunis' mt-mmsmsmmamdwmmmmmw the Tinisian

Mﬂn&xﬁh&auﬁcﬂmpaiod(l%l-l%),trnGovmtchuﬂsia\asslwin aljusting damestic demprd
to the da:elemﬁ.ngmteofgrpuﬁxindneecam:y. Cmuaryto'd'el’lm'smnecamcdjec:;‘-s. the investent
rateraxninedldg!'nmr.herumdzlhﬂm.mﬂdmsﬁcwmumemﬁedmm‘ﬂy.ﬁﬂedbyéa:pageaﬂahry
increases and geu'alizads:bsldimmfoodandot.‘umnpﬁmgocds. I.‘escr:gda:zrim:e.medmby
libe'alceditpoh.dm. rsultedmdmhledigitm‘hdmrates,amrkedusawgcfdtmzwmdeﬁdt

of :

Faced in 1584 with dearevidax:eafecamdcdeca—;mticn which could rot be alloued 2 anticve, the (evern-
mtofTuﬁsiasmnmbdaedlymnplmcamdegedmltymaMasmm Tz econany, Wile
dmemnsimpmvad the irmedisre sitiation, the wderlying disequilimium it Ny rmzined to be
resolved. At the start of 1986, therefors, urder cendidans of a restric= e LverTen_ i« and incres molisy,
the goverment faced three mjxr economic  problams, e iomediate 2nd w0 aresiac legr t==, D imredisre
problem was the high ard persistent deficit in ﬂnlzla-cacf;aymcrrazmn. Ts has led to 3 con-
cnnitentaﬂrapidirm'eeseindiecmntry's foreign debt. The two longer tera, tut agally fmpertont, probless z-e
the progressive decline in net hydrocarbon  exports, Tequiring the rapid .:e»ﬁm:doc.‘x’:su:cescfa::crt
mmsaﬁinpm-:s;bsdtutim,adlatketi@aﬁgmr’mguaplomadm&m’qm ztes - and the
dama'afmemwrsetrendsivmUehi@rateofgrmhintfeamnﬂauyacdvepcp&dmataﬁmoflm

). A return to an export-driven growth strategy;

2. A mjor improverent in the efficiency of resource use and allecation; and = %'\



Unfortnately, just as @P Sigures change inr&epasemdiffamﬁalaccelgatedg:c.ﬁinsec:m-s over time,
Uam]adveiupcrrzneofmymesecmralsodmagsasot‘asectc:al growth rates declice and/or stograte, This

v Iheredmedgrmhoverthe;astde:adeinnﬁeagziaﬂuualsecml'as resulted in 3 w.dening "foed gep" which
has placed an increasing stza::.nmtbecamtry'sbalarczafmym:s. Derestsic foodprtdm:imlmfei.ledtokeep
pece with increased demand generated by a carhiration of rapid popuiation growth, a Mzh rateof 1zenizaticr, and

daestic consurer price subsidies, The reacy availability of chesp foed imcss, subeldicei Soh by snisia and the

eqarting cowntries, has diverted attention fram the 'wider) ying secrcral Fotiss. Feod irprts kave incrmased by
about 3.8 percent per anmm over the period 1977 to 1556 and :I'eratecfs&l.f-arfi:‘.a:c?furkey fzod itzs has
ded.inedove:melascde:ade-i.e. for careals fren 75 to 0 percint. Meat I-perts mrre = dasled Srom HECU /ot

1984, If present trends were to contine unchecied, recant projections Yy 7RI injicore the oy the year 2000

Tunisia would have a cereal deficit of almst 1.3millimtms;eryear, a milk deldce of aboar 2,00 s per

Agricultiral experts, Fincipally alive al, dates, ctrus, and wine, have aly sea atad vich e requls that”
ﬂnmﬁmofwimwmvaedbysecwa‘mmsfalledﬁmmmm 375 w 49 percent in 1685,
Asamﬂt.&eactalnsmntedfcran‘mkg afthec'-uanu'adedef‘_:.‘t-f:mSperca:tinNTSmZ)
percent in 1965, Based on current trerds, withour palicy carrsction, the agricultral rads defizit, agrantly at-
about 185 million dinars perye.r.mxldr.'wetnaba:tiéSndJJimdmarspe;,esr(atlﬁwsw.tta-ns)bythe

Soated | .
espcially where amunl rainfall - excesds 350 millimeters, msjer * productivity “rpre-erents ere attainable through
Mdmmdmmmmm-mlymv& dliage practices, increased use of
inputs, and more intensive croppirg patterns, including pulses and, in sxe areas ard for certain farm sizes,
integration of crop and livestock enterprises, In the irrigated aress, there is also considerable scope fer yield
increases and certainly production growth through greater intersificarion an te edsting perizetsss ard other o

o



. 15 :

. Ovavahnde:dmgerat&s. subsidized consumer  food costs, low farmgare mrices faor damestically-
produced food (other than cereals), rstﬁsdmsmizpamsofagdmluralinputs.ad&gmaanyrmvy punlic
l'nndinta'vaﬁ.nginallmadvirisrawan hindered progress, In recogition of this situation, the
govermment has mmﬂyfmﬂatedm&zﬂwmrefmmaﬂmgodateds;mﬁm'gfmdtﬁf
ad the IERD, 'Demﬁasﬁmhzedin&ptenbelg%aﬂuiufmthebm‘sfordeagr'.mlt:.:alsectia-scf

food imparts and lead to increesing exports and erhancing the role of the mrivate artor in e croviszicn of
cammually—v:able Sectar  support  services, The adjustment program inclides speciZc actions o address the

1. Improving the prices and incentives frarewark so that prices and farmation recharissare further deregulated
a linked to warld merket prices and incentives are mde mrre effect ve, 'ﬁﬁsefz‘mtinvol\.sac."ieverem,
within reasmable time frames, of aligrment of producer ices with werld market micas and elimination of
input subsidies, These actiens are expectad to rasult in Yetter farme Sitply resanse for tose aops and
livestock production acti*dities far which Tunisia has a mediun-tz=mm cxreretive alvazge,

2. Reorienting the public investmerts and evperditire pregran toards low cost, ksh Tiarity, qrick mozing
projects and progrars with lower budgetary damnds, while amring acagiate Ariyg fxr wowainicg rest
investments; ad introducing a "ipre" Fregram within the Seventh Econezc 7l o safequard ord accent certain
key programs.

3. Strengthenirg tesic services in sppert of farmers, widla pivatizly thse zoveret s—izes which are
camercially-viahle, and greatly irpreving cost recovery in the ctiers,

4, Bulding up the secter performance monitering and policy analyvets Lpesilisag of Ue Miisty of Agricuiture.
S. Improving poductivity of land use and maregerent of the coisy's forest and Sisteriag resazTses,
Rl d-etai.lsofddsadjusmmprogmncznbe ford in Section IT of the' Stararere,

The WSAID/Tunis agricultural sectar progran activities, as presented in Sectim IV of the Statewert, were
selected after meeting four Separate sets of riteria, They were:

1. The activity wuld directly support the agricultral 8ecter ad justment program as deSned in the TERD seceoral
adjustment lom and the Seventh Feongmic Plan "ecre" agriciltural Fogran,

2. The activity enfams to the specific (S\DD criteria baced upon AID palicy gridelnes arnd corstraints - see
"mwoz..m B.' e T v e Tt e e . .. i .

)

3. The menagerent requirerents for the ativity are corpatible with [SAID/Tunis perscmel capatilities and known
strengths of Awericam agricultural expertise. : %\

, g

. o



1. The Agricultiral Policy Implementation Project (APTP)

l&mmwscusidasﬁﬁslrojectmbemekeysw:eofité agricultural program over the medium-term, As
such, the project design, which started inSepta:baI%withAID/Wmsistam,hasb@ﬁﬂlyrspmsivecothe
mdsuitlﬁndmesacwradjustment program. 'D'le;mject'soenualobjecdvs are:

a. To provide the government, through the Ministry ‘of Agricuilture, with detailed end quentitative analyses of
dnimpxtsofammaﬁmposedagriaﬂmmlmhdsmsecwéﬁdacyaﬂpﬂicﬁ:mes.

b. To develop from these enalyses, detailed izplementation plans far fine-tuning the anticipated policy
reforms and implerenting the sectar ad justment program,

c.TohdeupﬂeﬁstdaalcapadtyhdePﬁﬁsnyongiadmmmﬁnzadbmadm the scepe of
sthalyssmdsectcrplarmngoverd)e&vamhplmpeﬂod.

d. Toﬁnﬁe%ﬁehﬁagsbetuem@fplﬁfmﬂmaﬁdedmwsﬁmebym“wgde
the trarsformation of palicy studies into implemented policy refarms,

2. The Irrization Intensification and Water Maragement Project

Wepmposemdsi@tlﬁsproje:t in mid-1687 to assist the govermment in improving irrigzcion sub-sector
performence. The sub-sector isdearlyﬁmﬁaﬁngatmrhlessﬂmacptimlmtecfafﬁdacyaduebelieve
that very significant increases in productivity can be actieved over the meciw-tern if well-tarzered assistance e
be mounted quickly to refomm Qrrent cperational policies ad encourage grester privare P=ticizatien in the
cmez*dﬁparximragsxm:oftlaee:dsdngpaﬁmters. Mraover, we belixve that, sirce the gov=trent hes already
mede substantial investrents in the necessary irrigation ixlf:ﬂ.sm:mre,o.xresés*mat:‘dspom:h—sthe
d:istinc:adm&ge&mldrglmgegaﬂsmopaaﬁcdefﬁ@zisaﬂmui&nm}aﬁrgamj&ts:«idled
with encrmous  wp-front investments costs for infrastructze, Firally, we belisve dat this sub-sector has both the
highest potential for significant and stable increases in food woduction in te =dw-raz zrd the graatest’

heavy intervention by government menagers, the farmers on irrigsted lard vill have to meke extonsive ad justrents in-
their present enterprises to adapttonewecmuiczrice,mﬁcedngaﬂpclicys;g-als. Given that the sub<ec

already produces a very considerahle proportion of Tunisia's agriciltral mredietion - ard perticularly of its high
value and expart crops - facilitation oftrdssubeecturrafcrmismxtjalto&emessefn“eovemﬂm

Qur project would be designed to dovetail with the activities undertsken in the IFRD's Irrigation Management
Irprovement Project with the following orientations: '
8. To provide pofessional expertise in-improving the technical efficiencies of on-famm sater vee for differ- -
ent crops under irrigation. This assistance would be available to farmers in both private and public
. * . ' . . .
b. To provide expertise in the testing and eveluation of alternative irrigation methods “or their applicabil- o


http:xctns.ve

v,
ity to Tunisian techmical, econamic and axial canditions,

c. Toassistinaffa:d:gthemfaofpuh]icmmmpimmsdp/mgemaspmof&n
govermment's policy of divesting itself of these entities, :

Firally, we ewissge local mmymmﬂnman&mm(se:mmsmmnmgm
m;:artinsxpportofﬂzfollcwing egriculturel sectar activities: .

1.Iccala1r:erys;pcrtford':eAPIPtobeused:

a. To implerent pmilot refcrm activities exerating from palicy studies and thereby froviding the basis for the

b. To execute studies and research éctivitis; and

c. To fund temperary econamic policy analysis staff expension and  operating experses far the Mnistry of
Agriculture's Agricqultiral Plamming, Statistics, ard Fconomic Amalysis Division (DPRAE) cver the life of
the project.

a. Agricnltural credit support Fogras for direct production and mediim-term equigment/facility loens to
Rrivate service cocperatives and farrers;

b. Wideing the mrivate distribution system for agricaultuwral irputs - i.e, ferdlizers, pesticides, herbi-
cides, ad certified seed - through credit for imput sipply centers, inventery stocks, and rolling stock
for imput distribution/client service operaticns.

¢. Prawting Tnisian agricultural exports far cperational and investrent credit to firms dealing in grading,
packing, processing and/cr shipping expart cammdities,
4.AH.ZEOSectimlolép‘ogmn"sa.fetymt"pz‘og:antoms:‘stﬂ'e@rinretargeti:gmfoodaem'stameto
those most adversely affected mutritionally by the mecroeconamic adjustment progran,
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ANNEX E
GOTI/ZIBRD

IHE;QGBICULIUBQL_SEQIQB_QDIUSIMENI_EBQQBQM
SUMMARY
The main elements of the sector adjustment program were develo

by the GOT in collaboration witk the IBRD in late 1985 and ear
19846. The program was finalized and approved in September 198

and forms the basis for the agricultural sections of the Seven

Plan (1987-1991). Consistent with the objectives of improving the

balance of payments situation and elleviating the burden on GO

budgetary resources. The adjustment program promotes greater
efficiency and economy in the incr=2ased production of agricult
products. These can substitute for increasing food importes an

Ped

ly
&

th
T

ural
d

lead to increzsing exports and enhancing the role of the private

sector in the provision of commercially-viable sector suppFport
services. The adjustment program includes specific actions to
address the identified constraints over a five year period
(1986-1991) and aims to achieve its objectives by:

a. Improving the prices and incentives framework sc t
prizes and formation mechanisms are further deregulated or 1lin
to world market prices and incentives made more effective. Th
effort involves achievement, within a reasonasble time frame, o
alignment of producer prices with world market prices ard
elimination of input subsidies. These actiong ars sypect=d tz
result in better farmer SuUPrly response for thosze creps and

livestock producticn activities for which Tunisia has a mezcd 1 um
term - comparastive advantage.

b. Reorientirng the public inveztment s-4

exFenditure
pregram towards low cost, high Priority, quick maturing croje:z
and programzs with lower budgetary demande, whils assurine adz=sg

funding for mzintenance of past investmonts.

c. EStrengthening basic s2rvices in supzort oF fermenr
while privetizing those government services which are commsnr
viegble, and creatly imFrroving cost recovery in the cthere.

d. Building up the sector performarce mehitoritng ard
palicy anslycsis Carsbilities of the Ministry of Aoriculturs

e. Improving Productivity of lzrd Lze =g manzosTmans
the country's forecst and fizheries rescorsss,

2. The Prizes =nd Incemtivas ASJustinzoy Irnitias:iee
Al thoue™ z2n estimzted 7C czrcent of domszstic R U B A U
Progucticon is now =zold fresly urider domestic maribet conZitions

hat
ked
is

f
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and/or exported, these markets are heavily influenced by
government policies in the control of the exchange rate, trade
practices, and input/output Prices and subsidies. Past policies
in these areas have generally not favored efficient agricultural
production and have not promoted an adequate envirornment for

agricultural exports. Past overvaluatior of the dirar has
hampered fruit and vegetable exports while artificially chearsning

the imports of cereals and livestock Products, which themselves
are systematically subsidized in their countries of origin.
Moreover, in order to achieve low consumer pPrices for food without
fiscal burdens for the GOT, these commodity imports have been
allowed to enter Tunisia free of tariv¥fs. By contrast, industrial
production in the country has been protected against the exchange
rate overvaluation by high tariffs and quantitative restricticns.

Production of cereals has been discouraged by controls on consumer

prices and establishment of administered producers prices, which
are often ocut of alignment with world srices (even at the official
exchange rate). In?addition, producer Price manipulsations have
introduced unnece~sary market distortions betwesn commodities
within the secto:: asy, for example, the Pricing of durum whesz* for
which Tunisia has a distinct comparative advantage near the same
level of bread wheat, desrite of 30 to 40 percent premium for
durum wheat on world markets. Further, by narrowing the margin tg
the processing industries, consumer price controls on milk and
beef have moved these industries to prefer imports to proces
local production.

Through input subsidies on irrication water, animal feed,
fertilizer arnd other inputs a= well as investmarts, t-e GOT kFa=z
tried to offset the adverss effascts of its output price polic:es,
but the sector remsins seriously taxed on a net Dazie and fincs
itself heavily encumbered by & whole series of inefficient and
Zostly governm=nrnt subsidy escrames, B2zt available estimetes =+
present show effective protecztion levels of about § to 2% per-=nt
for agriculture, as opposed to 75 percent for industry. Thic
array of iracd=g5uate incentives for investmsrts in the agricultural
sector shou ux in the failure to zt+*ract sufficisnt grivatre
investment ir the sector under th= Sixth Plan (3i pe-=-=rt veETT Uz
Plsmn projezticne of 50 rerzert) and in the nesd for the goverrment

tz partic:zzt= directly ir szctor investmants, subsigi== thH

ENIire ranzz of private investments, anc sbsorb the ef¥icianz.,
lozzee fror t-s whole cumberzome svztem,

Imzut subr:icies have sleo o:iven rizs to furthes- imsoroz-t
distortionse z=-d anaqgusl relztive incentivez for different cro-z
anc rFroductio syetems. Rzinfed cropz, like cerealz ang olives,
show a relstive underprotection compared to irricstad crops, whlle
fezd corcerntrzte-bacac livesteck production is overprotectes.
compared to rzinfed forage svatem for which the loonl conditimns
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are well adapted. Cereals as a group have an effective protection
of about ~15 percent. Animal feed subsidies have worsened the
external trade situation by encouraging imports of corn, while the
domestic potential for forage production has gone largely
underutilized. The production of barley, for uwhich again haes a
distinct comparative advantage, has suffered from an official
producer price which was 20 percent below world prices in 19e5.
Fertilizer and seed subsidiec have enabl? cereal producers to
benefit frcm their use, but, because they have only been availsble
through the parastatal Office of Cereals, the private sector has
been discouraged from great participation in input marketing and
seed production with the result that many farmers in lese
accessible rainfed areas de not yet have assured access to modern
inputs.

Government input subsidy Policies also continue to weigh heavily
on public reszources. The Caisse2 Generale de Compensation, the
principal GOT agency administering the subsidy programs, paid out
16.5 dinars ($ 22.8 million at official exchanse rateg) in
fertilizer subsidies and 20.1 million dinsrg (8 27.8 millior) irn
animal feed subsidies alone in 1985. Subsidiecs on irrigation
water, affecting lese than 5 percent of the arable land, are
estimated at 22.0 million dinares ($ 32.0 millicn) arnusall-y,
consisting of about 2/3 capital and 1/3 operatirg and maintenznce
subsidies. Subsidies to consumers for food procucts in 1984 are
expected to be about 250 million dinars (& 345 million), about 2/3
of this for durum and bread wheats. To reduce the high fiscea?
Cost and improve the effectiveness of itz Pricing pclicies, tre
GOT has already tsken some important adiustment steps, includina
raising producer prices for cereals and milk fastzr then che rats
of inflaticn, 1nstituting a price premium for durum whest comozred
to bread whest, introducing 5 consumer Frice ircrease for frez- -)
8% opposed tc recorstituted milk, reducing input subsidiss,
increacsing irrioaticn water charges, anc increazing conzumer
Prices fer beaf by about 20 percent. More recsrtly, the
government hzs developed s ten Yyear program for the full recovery
of operatinz and maintenance costs of irrigatict wster.

While theses imitisi actions are encouraging and irci
GOT'e will tc imeleme-t reforms, much more remsi-
Spezific arezz for further sction in ¢he rezlm =¥ crice ard

incentives 2ziustment sre:

(1) Cesvelopment and imelementz*icrn o =zr ETTestvs
Praguser priczs strates whilch glives incsrm-ives T farwmErzs Foor
Pproduction oF crops foar which Turi=iaz has g ComEsmative zdvinmtzoa,
and which lezsds to an imeprovement in the secter s trade bzle--=z
(taking into sccount world market price trends, moements in
exchange retes, ard the trade Foliciez of majer comestiting

’
he strstecy will invalve conzuTtos zrice

—

exparters),
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liberalization for those commodities where government subsidy
intervention is not essential and improvement in the system of
administrative pricing for essential comymodities. Immediste

steps will be taken to correct known Pricing imbalances based on
the best available data and to develop the institutional

arrangements, working tools, and methodoleogies for follow-up

actions for the period of the Seventh Plan. Market liberalization
will be accompanied by measures to protect against temporary

export price reduction measures in other export,ing countries.

Minimum 15 percent tariffs will be applied to imports of all
commodities, as well as included in the deter,minat,ion of
administered prices in the cases of cereals.

(€) Imalementation of a program for the phase-out of input
subsidies on irrigation water (over the next 10 years), fertilizer

(5 years), animal feed, certified seed, pesticides and 2.4.D
herbicide (3-4 years). These measures will be simed at shifting

protectionist patterns within the sector in favor of efficient

rainfed production systems. The timing of specific subsidy
reductions will be coordinated with adjustments in output prices

and other macroeconomic variables - j.e. exchange rates and

industrial tariffs - S0 as to gradually reduce the differences in
relative incentives within agriculture snd betwsen the sector and

other sectors, Pparticularly industry.

(3) Development and implemertation of an effective
strategy for th= promotion of sector exports to 2chieve a grogt-
rate of 4 percent over the Seventh Plzn period. in lins with ths
emphasis in the macroeconomic adjustment program on the
development of esport= in seneral. This stratezy would inciuds
commodity and market-specific measures to diversify esportes of
traditional znd new CroFs, given the limitatiorz of crowth in ths
EEC market. This would also involve the systematic gvaluation o7
incentivez, removsl of acministrative bottlerecke, refocussirs of
research arnd devslcp,ment efforts, znd 3 review of the rolz cfF
Parastatales in market develorment.

B. The Rationelizstion of Public E:rercditures Iritiz=:ioz
During the 1570z, the allocation of public, ac wsll as privs=+sz,
Fresources 1ir zariculture gas declinirs as ctie- ssTtorse,
Fartizularly petroleum and tourism, wsrz zsrouing mere ram:icil-,
The expEraitire esttern within ths sector w=as Niekly czcoids
INtEnsiVveE sirnZe the focuc Wa= ar bringing rew lz-acfs Lr2e-
Cultivaticn f-roogh irrigation develcomart CoUmMTTresT of 2 moamer
of dams. Thz 1ncrerm=s-tsal carital cutcut rzt:m in the gzctor
much Rizfer than in manufacturing. Since resourcaz ysre

plentiful, pumlic exFenditures carried thes burden of most ne
inveztmzntz; 1n fact, the share of Privats investmernt in the
s2ctor dszlirsd from 28 c2ercent in 1920 to Ferzent in 152

b= [T

s
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‘compared to @ Sixth Plan projection of 50 percent. The proportion
of investment devoted to irrigation infrastructure and operations
peaked in 1977-1981 at 44 percent of total public expenditures in
the sector. Farm machinery expenditures similarly pesked at 18
percent of the total during this same period. Meanwhile, the
allocations of available resources made tc agricultural resezsrch,
extension services, and conservation of natural resources wers
reduced.

Recent adverse developments in external markets indicate that the
resource base ¥for public expendit-ures; under the Seventh Plan will
be seriously constrained. Even in the Sixth Plan pericd, the
actual expenditures in the sector will only be about 90 percert of
the original allocations, and the Proportion of the sector in tre
total, sbout 16 percent. compared to original expectations of 1%
percent. The GOT's sector adjustment program involves
implementation of an investment strategy which re:ognizecs the
overall constraints on budgetary resources as well as teking into
account the increasing importance cof agricultursel development in
the post-petrolzum ers that Tunisia is now entering. Thig
translates into ensuring that all investment activities in th=
sector are concsistent with sectoral and subsectoral investment
strategies and rigorous gproject selection criteria. UWithin =
sectoral planning figure of 22 percent of total Seventr Flan
investments, the sector expenditure strategy would focue on
increased efriciency in the use of resources by maximizing returns
on past investments; promotion of cereals, msat, milk, fish end
forestry rfroduction for export and import substitution; grester
labor internsity in expenditures - i.e. through & more aperopricts
Policy of minimum wages, interest rates., and other investisrt
incentives; and privatization of commercially viable sactor
support activities.

Sub-secter expenditure Friorities consistent with thisg ratsc
are now being finalized in the approval process for thke issuzn
of the Severth Plan. For the key sub-sactors, the followin t
of investment?strstegies will be adosted:

—
—

) In irrigeticr, the objectives will be tg f2
downstresm irvestments in orngocing projects 27 =r complst
resvaluaticr =F thzir viabilitys; to fFoocus o~ reRsbilitas
maintenancs 1o fhe ex:sting proses*z; arn” - IMPRTrSveE et
MansZemsr 277 opsrations] efficiss.ciss at both the rao;
field levels.

(= n o livestock. emolasie will e om promoting mors
private ssztor 1nvestment in zervices and Proiuctiony imgFro.ing
suprort s=rvices in crosz-bre=sdirg to imrrove the genetis quality
of the lcczl herd; strengthering livestock reseasrch and extenczicn
servicez: 2~d schi=2ving better cozt recovery in animal Fsaltk =nd
bresdirg sz 09 mez,

(\Ne
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c. The Strengthening of Agricultural Support Services
Initiative

Despite the siceable expenditures made in the past on governmsnt
services in support of agriculture, only a small minority of
farmers have reliable accecss to effective extension services
backed up by relevant rosearch efforts, farm mackinery services,

input and output markets, and institutional credit. Agricultural
extension and research facilities have been constructed in most

parts of the country but, given the multiplicity of special area
and commodity-specific services in extension, farmers often
receive different and even conflicting advice from different
extension agents. Extension agents spend a large proportien cf
their time on non-extensicn work such as input distribution,
credit, and collecting statistics and they generally have no

subject-matter specialiste on whom to call for technical guidance
and advice in their presentations to farmers. There has been a

lack of a coordinated approach in planning and executing pricrity

agricultural research, and research institutes have suffered frcom
high turrover of traired and experienced personrel due to

unfavorable remuneration schedules compared with teaching.
Linkages between research activities, extension services, and

a
resoluticn of actual on-farm problems are judged to be very wsshk
by most observers. '

There have bes=n serious Problems with a whole gamut of other
government-seonsored agricul tural services. Farm machinery
services have suffered from the recent monoroly of the
locally-menufsctured Mateur tractor which has led to poor
after-sasles service, and from the presence of tke public ssctor
tractor hire agency, SONAM, in many areas and types of servicss
which has tended to diszourags private sector initiative and
investment. Farmers, rerticularly in less acces=ible rsinfs
CroPping arzas, do not have 2szured access to fertilizeres an
seeds because of the precominance of the governmant parastat
Office des Cereales, which By ite policies has terded to
disccocurage private s=sctor Participation in input distriboti
This parastatz] deoes 3 reascnrably good job of serving the 1
farmers and those cless 4o its regional szie certsrs. e sT,
low and controlled margins for privzte traders, arns 8 pr ]
formela whizh leaves Fotertis! privete ssctor comeetitor
digadvantasce, =ffects tkaz availzatility of irnsuts o =msl
me3dium-scals TMENS Irn many rainfed assas,

Evern thouzn the toszl valume of sariculturs] cres:

t
Quer 50 pe-zz-t cince 1920 AN not all farmers rzsz or
.F

ML

.
v
B!

-~

granted cred:t, only 1{ tc &0 percent of Tunizizn

sheort-term institut-ional credit, asnd BS percent of the
medium-term investment credit is dependsnt on the budge?
=

extarnal rezources oF the governmant. Althoush R ov

Ur L1 pre ope 4T 1Y
[
<
m
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recovery rate is 70 percenc, the recovery rate under the
preferential agricultural loan fund, FOSDA, for the 95 percent of
all farmers classified as "small- or medium-farmers', is less than
50 percent making large annual replenishments to credit funds
necessary from the government's budget. Similarly, livestock

services, which are provided free of cost by government
departments, have now been widely accepted and should be prime

candidates for better cost recaovery and progrezzive transfer to
the private sector or cooperatives.

Some important actions have been taken by the GOT to improve the

efficiency of certain sector support services. Cognizant of the

need to reform agricultural research and extension services and
pPrograms related to farm mechanization, the government

commissioned master plan studies in these areas with funding from
the IBRD. These master Plans have been completed and will form
the basis for key Policy decisions in the near-term. Some

features cf the IBRD's "Training and Visit" extencgion system are
also being tried on the Filot basis in four governorstes under the

IERD-financed Northwest Agriculturasl Production Froject.
Fertilizer resale margins for the private sector have been
increzsed in the past two vyears and other acticrz have beern tzkan

as first steps for increasing competition in the agriculturgl
input distribution system. Interest rates for acricul turgl lmane,

including those for the preferential agriculturel loan furds
(FOSDA and FOSEP) have been raised to levels which are now mzstly
=

Positive, at about 1 percent over the rate of inflation. Thesze
increase=s, however, still do not provide sufvicisnt incentivee to
financial institutions. Finarciel institutiong have mede little
effort to actively sesk out farmers for lending canfidates, e pand
agriculturgl lending for other clierts, or raics 2dditionzl
depccsits and apply theca to agricultural lending.

The covernmerit, under the sector adjustment Fros-am, intends to
u

take the following actions in the area of ésricultural sugpsors
services:

(1) For agricultuiral res2arch, a formz! review of t-e
recertly completed macstar Plan will lead +to tre sforption of =
Tlve-y2ar proaram 0 =trenzthen the resezrch retusrk, inc udirs
orgsmizztionz! and netwuorb TEItrusturing, definicio- O =2 grioris.
reszarch grocram, arnd Compismentsry gztions ¢tz imorcve the =ztz+-ue
of rezasrcher etzfr znd gets-mination of lonzsr form Raticrz
resesrch cricritiss,

(c) For asriculturszs] extenszion, & forpz: rEVISE of fhs
parallel rastsr gplan for a3riculturzl extergi-r will be corncuc+tsad
leadine to cocption of a restructured program to establish s
“Training and Visgit" unitied e:toncicr system rzticrwide curing

the S=zventk Flan cEniod,

@
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by law, but there is no consolidation program for rainfed areas,
Improvemerts are also needed in the security of tenure
arrangements, particularly in the North where 3¢ percent of the

land is leased. Present land lease legislation provides for anly
short-term leases of ane to three years, and reeds strengthening
in relatien to the length of the lease and compensation for
improvemerts made by tenants. In the case of collective lands,
about 540,000 hectares have been transferred to 75,000 private
farmers since independerce. More recently, the GOT has been
offering some collective land to private companies and making

efforts to improve the management of other areaz through the
Preparaticn of integrated develorment plans supported by credit

facilities.

The government's sector adjustment Program envisages the
continuation aof the transfer of collective lands to private

rti a
establishment of a legislative framework which encourages land

consolidstion in rainfed areas. This would involve the extension
of the current lard consolidation legislatior in irrigated areas
to rainfed areaz after suitable modifications, as well as
reorganization of the role of the government agsncies involved in
land regulation to achieve this task without masier perssrnel
expansian. Land titling, and while this is perding, issuances of
certificates of POssession, ig being acceleratsd. Necessary
actions such as aerial photography, improved marping, etc. to
speed up the National Cadastre will alen Bz taken. M=2sures to
increase security of tenure including pProviding for lonaesr lezes=s
- 1.e. 4§ to 9 years -~ would be establisked by new legiclation =nd
implemented.

L

The nation'e forestry resource remains underdevzlopad, Ites
Potential is unexploited ard its surface aresz iz probably
regression primarily zs a result of cvararsgzine and illegal

cutting of trees for fuel. A neuw forect inventzry will pbe
required to identify forest losses accurately, but they could
€asily amcumt to one or twoe parcent (24,000 to 12,000 hectarss) gpo-
vear. The sector adiustmsnt procram aim= tc increass resourzes
availzble for forest develogment =nd Frotectior by bringing
expenditures more closely into lirne with producticon potentisl gnd
to cafecuzrd the forezt yhils increzcing croduction by desizr=tirg
s=2lection receneration #TRAS Tor more effactivs managemsnt., &
modest investmern*t in equimmsnt, trainirs and TTIZEnlzstion coule
Fracticzlly double Frezent wood procuctic: in trE medicm-te-s, =i
e SovertmeEnt i Sreslry CI.zlomne-t FrcaszT

PrEpsring & maior for

with the = iTeE of FAD,

Fishery rescurcse are nearly fully exploited a= far acz high vzlus
demer=sal ssecies zre concerned, The precant excloitatior oF sm=11
Felacic bilusfish, however, is orly at about 3¢ percert of jt=






ANNEX_E
BCTION_MEMORANDLIM

To ¢ Fegional Environmental Officer, 5. Lintner

Thru ! Mission Environmental Officar, M. Karns

From : Mission Director, C.F. Weden

Subiect: IEE Negative Determination for Fy o7 CIP (LHU-K-&0a0

Problen For the [FY 1537 Commadity Imeork Prosram, a
determination must b2 madse on wrsthkan an initigl
environmentsl examination i= reEauired,

Piscussion: Basad on the terms of Sacticn 216.8 (=)0
state "The action does not have an effect
natural or physical 2nvircnmant". Ths FY
zhould b2 granted a negative determination, 'Upodep
the CIF, balance of Faymants sumport will pe orovided
in the form of forzion 2ichangs Ffor the Burchaze of
E0Ya. Sova, in the form of pallsts, will be imported
to Tunisia from the U.3. a3 3 componeEnt in o snimsd
feeds. The animal feads zre yzed for poultry zad
dairy cgsrations. The sorva will suprlemant
requirements that would need to ke importsd
regardless of whether U.Z. CIF assistanca a3
availeble or not. Ac conzumable animal foosed, FoYa
will have 1~ impact on tho Tunisian envircrmzn®.

Recomnendatkion: That you appreove g nemative doekermination Sop Fhis
initial Environmentszl v zmi . ; .
the Tunisia FY 1937 CIP.

ARPraved:
disapproved:

~
Cate: 22
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3. Nan-Project Azsistance Checklist



5C(1) = "COUNTRY CHECKLIST

Listed below are statutory criteria
applicable generally to FAA funds, and
criteria applicable to individual fund
sources: Develcpaent Assistance and
Econonic Support Fund.

<3

A. GENERAL CRITERIA FCR COUNTRY
Ereoerrty . o

1. FAA Sec. 481(h)(1); FY 1985 Continuin
esolution ection 0. as t een

cecernined or cerciziad to the Congress
by the President that the government of
the recipient country has failed to take
adequate measures or ateps to prevent
narcotic and psychotropic drugs or
other controlled substances (as listed
in the schedules in sectioh 202 of the
Comprehensive Drug Abuse and Preveation
Control Act of 1971) which are
cultivated, produced or prncessed
illicitly, in whole or in part, in such
country, or transported through such
country, from being sold illegally
within the jurisdiction of

such country to U.S. Governzent
personnel or their dependents or from
entering the U.S. unlawfully?

FAA Sec. 481(h)(4)., Has the President

detarmined that the recipieat country

has not taken adequate steps to prevent
(a) tte processing, in whole or in part,
in such country of narcotic and psycho-
tropic drugs or other controlled sub-
stances, (b) the transportatioan through
such country of narcotic and psychotropic
drugs or other controlled substances, and
(c) the use of such country as a refuge
for illegal drug traffickers?

FAA Sec. 620(c). 1If assistance is

Lo a government, is the government
liable as debtor or unconditional
guarantor on any debt to a U.S. cicizen
for goods or services furnished or
ordered where (a) such citizen has
exhausted available legal remedies and
(b) the debt is not denied or contested
by such government?

No.

No.

No.



FAA Sec. 620(e)(1l). 1If assistance

8§ Lo a government, has it (including
government agencies or subdivisions)
taken any actlon which has the effect of
naclonalizing, expropriating, or
othervise seizing ownership or coatrol
of proverty of U.S. citizens or entities
beaneficially cwnad by tham without
taking steps to discharge its
obligetioas toward such citizans or
eaticles?

" FAA Sec. 620(a), 'ezo(fzt 620(D); FY
cncinuing Resoiurion Sec.

and Jl3. Is reciplent country a
Comaunist country? (If 8o, has the
President determined that assistance
to the ccuntry is important to the
national in:arests of the United States?
Will assistance be provided to Angola,
Cacbodia, Cuba, Laos, Syria, Vietnan,
Libya, or South Yemen? “Wiil
assistance be provided

to Afghanistan or Mozambique

without a waiver.

FAA Sec. 620(j) Has the country
permittaed, or failed to take
adequata neasuras to preavent, the
damage or destruction by mob action
of U.S. property?

FAA Sec 620(1). Has the country

tailed to eacer into an agreement
with 0PIC?

FAA Sec. 620(o0), Fishermen's

Protective Act ot 1557, as

acenced, Sec. >. (a) Has the
country seized, or imposed any
penalty or sanction against, any
U.S. fishing activities in
international waters?

(t) If so, has any deduction
required by the Fishermen's
Protective Act been made?

FAA Sec. 620(q), FY 1985 Continuin
esolution Sec. . (a) Has the
government of the racipient country

been in default for more than six
months on interest or principal of

No.

No.

No.

No.

No.



10.

11.

12.

13.

.any A.I.D. loan to the cod;E;}i (b)

Has the country been in default
for more than one year on interest
or principal on any U.S. loan
under a program for which the
appropriation bill (or continuing
resolution) appropriates funds?

FAA Sec. 620(35. If contemplated
a4ssistance 1s development loan or
from Economic Support Fund, has
the Administrator taken into
account the amount of foreign
exchange or other resources which
the country has spent on military
equipnent? (Reference may be made
to the annual "Taking into
Consideration" memo: "Yes, taken
into account by the Administrator
at time of approval of Agency
OYB." This approval by the
Adninistrator of the Operational
Year Budget can be the basis for
an affirmative answer during the
fiscal year unless significant
changes in circumstances occur.)

FAA Sec. 620(t). Has the country
severed diplcmatic relations with
the United States? 1If 8o, have
they been resumed and have new
bilateral assistance agreements
been negotiated and entered

into since such resumptioa?

FY Sec. 620(u). What is the.

payment status of the country's
U.N. obligations? 1If the country

1s in arrears, were such arrearages

taxen into account by the A.I.D.
Administrator in determining
the current A.I.D. Operational
Year Budget? (Reference may

be made to the Taking into
Consideration memo.)

FAA Sec, 620A; FY 1985 Continuing
Resolution Sec. 5J1. Has the
President determined that the
country (a) zrants sanctuary from
prosecution to any individual or

..8Toup which has committed an act .

Yes. Taken into account

by the Administrator at )

the time of approval of
Agency 0QYB.

No.

Tunisia 1is curreat in
its payments.

No.



14.

15.

16.

17.

of international terrorisa, or (b)
otherwise supports international
terrorisa? Has the goverament of
the recipient country aided or
abetted, by granting sanctuary

from prosecution to, any individual -
or group which has committed or is
being sought by any other government
for prosecution for any war crime or
act of international terrorism?

ISDCA of 1985 Sec. 552(b). . Hag the
Secretary of State decermined that the
country is a high terrorist threat
country after the Secretary of Traaspor-
tation has determined, pursuant to
section 1115(2)(2) of the Federal
Aviation Act of 1958, that an airport
in the country does not maintain and
administer effective sccurity measures?

FAA Sec. 666. Does the country
object, on the basis of race,

.religion, national origin or sex,

to the presence of any officer or
employee of the U.S. who is
present in such country to carry
out econcmic development prograams
under the FAA?

FAA Sec. 669, 670. Eas the
country, arter August 3, 1977,
delivered or received nuclear

enrichaent or reprocessing

equipment, materials, or

technology, without specified
arvangements or safeguards? -Has

it transferred a nuclear explosive
device to a non-nuclear weapon
state, or if such a state, either
received or detonated a nuclear
explosive device? (FAA Sec. 620FE
pernits a special waiver of Sec. 669
for Pakistan.)

FAA Sec. 670. If the country is a non-
nuclear weapon state, hac it, on or
after August 8, 1985, exported
illegally (or attempted to export
illegally) frcm the United States any
material, equipment, or technology

No.

No.

No.

No.

wh



18.

19.

20.

which would contribute significantly
to the ability of such country to
manufacture a nuclear explosive
device?

ISDCA of 1981 Sec. 720. Was the
country represented at the Meeting
of Ministers of Foreign Affairs
and Heads of Delegations of the
Non-Aligned Countries to the 36th
General Assembly of the U.N. of
Sept. 25 and 28, 1981, and failed
to disassociate itself from the
communique issued? If so, has
the President taken it into
account? (Reference may be made
to the Taking intoc Consideration
memo.) -

FY 1985 Continuing Resolution.

It assistance is from the -
population functional account,
does the country (or organization)
include as part of its population
planning programs involuntary
abortion?

FY 1985 Continuing Resolution Seec.
230. Has the recipieat country
been determined by the President
to have engaged in a consistent
pattern of opposition to the
foreign policy of the United
States?

FUNDING SQURCE CRITERIA FOR
QUNTRY ELIGIZILIT

Development Assistance Countrv
Criteria

FAA Sec. 116. Has the Departament of
State determined that this government
has engaged in a consistent pattern of
gross violations of internationally
recognized human rights? 1If so,

can it be demonstrated that
contemplated assistance will

directly benefit the needy?

No.

Assistance is from the
ESF account.

No.

Not applicable.



Economic Support Fund Country Criteria

FAA Sec. 502B. Has it been determined
that the country has engagad in a
consisteant pattern of 8Toss violations
of internationally recognized human
rights? 1If s0, has the country made
such significant improvements in its
human rights record that

furnishing such assistance is in

the national interest?

No.



S5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items
which normally will be covered
routinely in those provisions of an
assistance agreement dealing with itg
implementation, or covered in the
agreement by imposing limits on
certain uges of funds.

These iteas are arranged under the
general headings of (A) Procurement,
(B) Construction, and (C) other
Restrictions.

A, Procurezent

1. FAA Sec. 602, Are there
arrangeazents to permit U.S. small
business to participate equitably
in the furnishing of ccanodities
and services financed?

2. FAA Sec. 604(a). Will all
procurement be trom the.U.S.
except as otherwise deterained by
the President or under delegation
from hin?

3. FAA Sec. 604(d). 1If the
cooperating country discrininates
against marine insurance companies
authorized to do business in the
U.S., will commodities be insured
in the United States against
marine risk with such a cozpany?

4, FAA Sec. 604(e); ISDCA of 1980
Sec. /U5(a). If orffshnors
procurenent of an agricultural
comnodity or product is to be
financed, is there provision
against such procurement when the
domestic price of such commodity
is less than parity? (Exception
where ccamodity financed. could not
reasonably be procured in U.s.)

5. FAA Sec. 604(g). Will construction
or engineering services be procured
from firms of countries which receive

-+ .- direct economic assistance under the

Commodity procurement
under the grant will
be according to A.I.D.
established procedures.

Yes.

Tunisia does not discrim-
inate against U.S. marine
insurance companies.

No such procurezent is
contamplatead.

Construction and/or
engineering services
will rot be required.



FAA and which are otherwise eligible

under Code 941, but which have attained

a competitive capability in inter-
national markets in one of these
areas? Do these countries permit
United States firms to coapete for
coanstruction or engineering services
financed frem assistance pragrans of
these countrieg?

FAA Sec., 603. 1Is the shipping
excluded from ccmpliance with
requirement in section 901(b) of
the Merchant Marine Act of 1936,
as amended, that at least 50 per
centun of the gross tonnage of
commodities (computed sSeparataly
for dry bulk carriers, dry cargo
liners, and tankers) financed .
shall be transported on privately
owned U.S. flag commercial vessels
to the extent that such vessels
are avallable at fair and
reasonable rateg? .

FAA Sec. 621. 1If technical

assistance is financed, will such
assistance be furnished by privaca
enterprise on a contract basis to
the fullest extent practicable?

If the facilities of other Federal
agencles will be utilized, are
they particularly suitable, not
competitive with private
enterprise, and made available
without undue interference with
domestic programs?

International Air Transoort. Tair
Competitive Practicas Act, 1y/4,
1t air transportacion oz persons
or property is financed on grant
basis, will U.S. carriers be used
to the extent such service ig
available?

FY 1985 Continuing Resolution

Sec. 504. 1Irf the U.S. Government
Isa party to a contract for
procurement, does the contract
contain a provision authorizing
termination of such contrace for
the convenience of the United
States. -

No technical assistance

will be providsd uncer
this grant.

Yes,

No such centrace is
contemplated., However,
if a direct contract is
executed, it will contain
such a provisicn.

&,

A\



1.

Construction

FAA Sec. 601(d). If capital
(e.g., comstruction) project,
will U.S. engineering and
professional services be used?

FAA Sec. 6l1(c). If contracts for
construction are to be financed,
will they be let on a competitive
basis to maximum extent
practicable? N

FAA Sec. 620(k)., If for
construction orf productive

‘enterprise, will aggregate value

of assistance to be furnished by
the U.S. not exceed $100 million?
(except for productive enterprises
in)Egypt that were described in the
CP)?

Other Restrictions

FAA Sec. 122(b). If development _
ioan, 1s Interest rate at least 27
per annum during grace period and
at least 3% per annum thereafter?

FAA Sec. 301(d). 1If fund is
established solely by U.S.
contributions and administered by
an internatiocnal organization,
does Comptroller General have
audit rights?

FAA Sec. 620(h). Do arrangements
exist to ilasure that United Stares
foreign aid is not used in a
manner which, contrary to the best
interests of the United States,
promotes or assists the foreign
aid projects or activities of the
Communist-bloc countries?

Will arrangements preclude use of
financing:

FAA Sec. 1U4(£); FY 1985

Continuing Resolution Sec. 527:
(1) To pay for perzormance ot
abortions as a method of fanily

Not applicable.

Not applicable.

Not applicable.

Program 13 grant financed

Not applicable.

Yes.

Yes.



s

'lanning or to motivate or coerce
persons to practice abortions; (2)
to pay for performance of
involuntary sterilization ag a
method of family planning, or to
coerce or provide financial
incentive to any person to undergzo
sterilization; (3§ to pay for any
blomedical research which relates,
in whole or part, to methods or
the performance of abortions or
involuntary sterilizations as a
means of family planning; (4) to
lobby for abortion?

FAA Sec. 488. To reimburse persons,

1n the form of cash paymeats, whose
illicit drug crops are eradicated?

FAA Sec. 620(g). To Ccompensate
owners ror expropriated
nationalized property?

FAA Sec. 660. To provide training
Or advice or provide any financial
support for police, prisons, or
other law enforceaent forces,
except for narcotics programs?

FAA Sec. 662. For ClA activitieg?

FAA Sec. 636(i). For purchase,
sale, long-cterm lease, exchange or
guaranty of the sale of motor
vehicles manufactured outside
U.S., unless a waiver is obtained?

FY 1985 Continuing Resolution,
Sec. 5U3. To pay pensions,
annuities, ratirement pay, or
adjusted service compensation for
military personnel?

FY 1985 Continuing Resolution,
Sec. 5U5. To pay U.N. assessaents,
arrearages or dues?

FY 1985 Continuing Resolution,
Sec. JU6. To carry out provisions
of FAA Section 209(d) (Transfar of

‘FAA funds to aultilataral. ... .

organizaticns for lending)?

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.

'Yes.

Yes.

Yes.



i.

FY 1985 Continuing Resolution, Yes.
Sec. 510, To finances the export

of nuclear equipment, fuel, or

tecknology or to train foreign

nationals in nuclear fields?

FY 1985 Continuing Resolution, No.
Sec. JLl. Will assistance be

provided for the purpose of aiding

the efforts of the government of

such country to repress the

legitimate rights of the

population of such country

contrary to the Universal

Declaration of Human Rights?

FY 1985 Continuing Resolution, Yes.
Sec. 5lo. To be used for

 publicity or propaganda purposes

within U.S. not authorized by
Congress?



3(A)2 NON-PROJECT ASSISTANCE CHECKLIST

The criteria listed in part A are applicable
should be used irrespective of the
distinction is made betweesn the

Fund Assistance and the criteria

ge2nerally to FAA funds, and
Program's funding source.
criteria applicable to Ecencnic Support
applicable to Devalopment

In part 3 a

Assistance.

Selection of the criteria will depend on the funding scurze for the

program.

CROSS REFERENCES:
STANDARD ITEM CHECKLIST BEEN REVIEWED?

A. GENERAL CRITERIL FOR NONPROJECT ASSISTANCE

1S COUNTRY CHECKXLIST UP TO DATE?

1, FY 1985 Continuine Resolution Sec,
525! FAA Sec. 63ca

Describe how authorizing and appropri-
ations committees of Senate and House
have been or will be notified
concerning the project assistance.

2. FAA Sec. 611(a)(2).  If fyurther )
legislative action is required within
recipient country, what is basis for
reasonable expeccation that such action
1111 be completed in time to perzit
orderly acccmplishment of purpose of the
assistance?

3. FAA Sec. 209. 1Is assistance mors
efriciently and effectively given through
regional or zultilataral organizations?
If so, why is assistance nof ao given?
Information and conclusion whether
assistance will encourage reglional
developrment programs.

4, FAA Scc. 601(a). Informasion and
conclusions wnether assistance
will encourage 2fforts of ths
country to: (a) increase the flow of
international trade; (b) fos*er privace
initiacive and ccmpetition; (.) encourage
developrment and use of cooperatives,
credit unioms, and savings end loan
associatiocns; discourage ronopoliscic
practices; (e) iaprove technical
efficiency of industry, agriculcure
and -commarce; and strengthen free labor
unions.

IDENTIFY. HAS

An Advice of Progran
Change and Activity Data
Sheet will be submitted
to Congress.,

No further lagisletive
action is required.

This progrzz is not zae

edle to exacution as part
of a regicra:
laters

() Tais progr
margzinally inec
flovw of intern
trade by provi
foreign exchanze for the
purcnase of
feedgrains; (b) Iz will
foster private initistive

- and competiticn in the,

in the sale and distri-
bution of agriculcural
inputs; (e), (d) and (e)
prograc will have some
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FAA Sec. 601 (b). Informationm and
conclusions on how assistance will
encourage U.S. private trade and
investment abroad and eacourage
private U.S. participation in
foreign assistance programs
(including use of privarze trade
channels and the services of U.S.
privete. enterprise).

FAA Sec. 612(b), Sec. 635(h); FY
1985 Conctinuing Resolution Sec. 507.
Describe steps caxea to assure
that, to the maximum extent
possible, the country is
contributing local currencias to
meet the cost of contractual end
other services, and foreign
currencies owned by the United
States are utilized in lieu of
dollars.

FAA Sec. 612(d). Does the United
States own excess foreign curreacy
of the country and, if so, what
arrangazents have been nadae for its
release?

FAA Sec. 601(e). Will the assistance
uctilize ccmpetitive selection procedures
for the awarding of contracts, except
where applicable procuremen: rules allow
otherwise?

FAA 121(d). 1If assistance is baing
turnisnad under the Sahel Laveloooent
Program, has a dezerainztion bezn made
that the host governzent has an
adequate systea for acceunting Zor an
controlling rece’nt and expenditure of

A.1.D. funds?

FY 1985 Continuing Resolution See. 536.
Is disbursement or tae assiscance
conditioned solely on the basis of the

policies of any multilararal
institution?

FUNDING CRITERIA FOR NONPRCJELT

CASSISTANCE '

Nonproject Criteria for Economic
S nec

ra

D

Support Fund Asst

To the extent that trade
patterns betwean Tunisiaz
and the U.S. continue arnd’
can be expanded, we for:z-
see this program having =
pogitive effact.

This progrea esss=atially
provides foreign exchange

-~

for the purchsse of U.S5.
feedgrains.

No.

Yes,

Not applicatle.

No.



(a) FAA Sec. 531(a). Will this
assistance promote wconcmic or
Pglitical stabilicy?

To the maxi=mum extent feasible,
is this assistance consistent with
the policy directions, purposes,
and prograns of part I of the FAA?

(b) FAA Sec. 331(c). Will essistance
under tnis chapter be used for nilicary,
Oor paramilitary activicies?

(e) FAA Sec. 531(d). Will ESF funds
made available for comzodity imporce
prcgrams or other progras assistance
be used to generate local currencies?
If s0, will such local currencies be
available to support activities
consistent with the objectives of
FAA sections 103 through 1067

(d) ISDCA of 1985 Seec. 205,
fucds made availabls Tor ccomoecdity

inport programs be used for the

purchase of agricultural cczmaoditises

of United States-origin? 1If so, what
perceatage of the funds will be s0 usad?

(e) 1ISDCA of 1985 Sec. &01. 1If EST

furds will be used to Iinance imgorts

by an African country (uader a coomedizy

import program or sector prograz), will

the agreement require zhat these inpores

be used to meet long-tera davaloszenc

needs in those councriss in dc¢ordance

with the following crizeria? '
(i) spare parts and other iaperts shall
be allocated on the basig of evalu-
ations, ‘by A.I.D., of the ebility of
likely recipients. to uss such sgpare
parts and imports in a naxizally
productive, enplcyzent g2nerating, and

cost effective way;

(i) imports shall be coordinatead
investments in ‘accordance with the
recipient country's plans for

economic development, A.I.D. shall

dssess such plens to deteraine whether

they will effectively premote aconcaic
gevalnanmant

with

pPTcaoting

1t will precote econemic
stabilizy by providing
vital foreizn exchange,

Yes,

No.

Yes.

Yag, 1007.

Waile izparss will be fo-
short-~ters

&€3slstande, lozal currerc
gerareticns will ba ysad
to‘:ee:izcng?r~:er; &3Ti-
ceituTa. zooicy adjacci e

\4

‘4

w



111) emphasis shall be placed on

— imports- for agricultural activities

which will expand agricultural
production, particularly activities
which expand production” for export
or production to reduce reliance on
imported agricultural products;

(iv) emphasis shall also be placed
on a distribution of imports
having a broad developaent impact
in terms of economlc sectors and
geographic regions;

(v) in order to maximize the. like~
lihood that the inaports financed by
the United States under the ESF
chapt :r are in addition o imporets
which would otherwise occur,
consideration shall be gilven to
historical patterns of fornign
exchange uses; ]
(vi)(A) seventy-five percent of

the foreign currencies gencrated

by the sale of such izports by

the government of the country shalil
be deposited in a special account
established by that government and,
except as provided in subparagraph
(3), shall be available cnly for use
in accordance with the agreenent for
econcmic development activitiag
which are consistsnt with the policy
directions of section 102 of tie .
FAA and which are the types of
activities for which assistance

nay be providad under sections 103
through 105 of the Fai:

(B) the agreement shall raquire

that the geovernzant of the councry
make available to the United

States Government such porticn

of the azount depositzd in tha
speclal account as nay be determinad
by the Presideat to be necassary

for requircments of the Uniread
States Gevernmen:, -

A Special Account will be
estedlished for local
currency zanerations
which will be used in
accordancz with the U.S,
and Governzent of Tunisia
(GOT) agre:z==az zad con-
sistent with Fis policy
directicas.

<P



(£) ISDCA of 1985 Sec. 207. Will ESF * No.
. funds be used to tinaace the construction
of, or the operation or wmaintenance of,
or the operation or maintenance cf, or
the supplying of fuel for, a nuclear
facility? 1If so, has the President
certified that such country 1is a party

to the Treaty on the Non-Proliferation

of Nuclear Weapons or the Treaty for

the Prohibition of Nuclear Weapons in
Latin American (the "Treaty of ,
Tlateloleo"), cooperates fully with

the IAEA, and pursues uonproliferation
policies consistent with those of

the United States?

(8) FAA Sec. 609. 1If commodities are Yes.
to be granted so that sale proceeds

will accrue to the recipient country,

have Special Account (counterpart)

arrangements been made?

Nodproject Criteria for Develooment
Assistance

(a) FAA Sec. 102(2); 111; 113; 281(a). Not applicable.
Extent to which activicy will (a)-
effectively involve the poor in
development, by extending access

Lo economy at local level; increasing
labor-intensive production and the
use of appropriate tachnology,
spreading investment out frcm cities
to sa2all towns and rural areas, and
insuring wide participstion of .the
poor 1in the benefits of develorment
on a sustained basis, using che
appropriate U.S. institutians; (b)
help develop cooperatives,

especially bv technical assistance,

Lo assist rural ead urban pocr to
help themselves toward berrer life,
and otherwise ancourage desocratic
private and local govarrmanctal
institutions; (c) support the
self-belp efiforts of developing
countries; (d) prcomote the partici-
pation of women in the national
econcnies of developing councriag

and the improvement of wcmea's status;
and (e) utilize and encourage reglonal
cooperaticn by developing countries?




(b) FAA Sec. 103, 103A, 104, 105, 106 Not applicabla.
107.  Ts assistance baing made avail-

able: (include only applicable

paragraph which corresponds to sourca

of funds used. If more than one fund

source is used for assistance, include

relevant paragraph for each fuad

source.) ®

(1) (103) for agriculture, rural
development or nutrition; if so

(a) extent to which activicy is
gpecifically designed to incraase
productivity and income of rural
poor; (103A) if for agricultural
research, full account shall be

taken of the needs of small

farmers, and extensive uses of fiald
testing to adapt basic research to )
local conditions shall be nade; (b)
extent to which assistance is used

in coordination with efforts carried
out under Sec. 104 to ha2lp improwve
nutrition of the people of davel-
oping countries through encouragezent
of increased productiocan of crops with
greater nutritional value, improve-
ment of planning, research, and
education with respect to autrition,
particularly with reifarence to
lnprovement and expended use of
indigenously produced Zocdscufis;

and the undertaking of pilot or
denonstration of poor aad wulnerablas
people; and (c) exten= co whick
activity incresses national food
security by inproving foed policie:
and managenant and by sTrangtienlng
national food ressrvaes, witi parti-
cular concern for tha neads of tha
pcor, throuzh aeasures 2ncouragiag
dcmestic production, huilding
national Zocd rescrves, sxnaczdlin
available scorage facilities,
reducing post harvest fcad losses,
and improving food discritutioa.

2
<

(2) (104) for population planning
under sec. 104(b) ¢r hazlth uader
sec. 104(c); 1f s0, extent to waich
activity eaphasizss low-cos:,
integrated delivery syscams for
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health, nutrition and family plan-
ning for ' the poorest people, with
particular attention to the needs

of mothers and young children, using
paramedical and auxiliary medical
personnel, clinics and health posts,
commercial distribution systems and
other modes of cozmunity researcnh,

(3) (105) for education, public
administration, or human resources
development; if so, (a) extenr to
.which activity strengthens nonforzal
education, makes formal ‘education
more relevant, especially for rural
families and urban poor, or
strengthens management capability of
institutions enabling the poor to
participate in development; axd (5)
extent to which assistanca provida;
advanced education and training of
people in developing countries in
such disciplines as are required

for planning ard implementacicn of
public and private development
activities.

(4) (106) for technical assistance,
energy, research, reconstruction, and
selected develorment prcblems; i7 sc,
extent activity is: (i)(a) concarnad
with data collection and analyslis,
the training of skilled personn=l,
research on and developrant of suiz-,
able energy sources, and pllcc
projects to tast new cetheds of
energy production; and (b) facili-
tative of geological and gecpnyiical
furvey worx to locate potangial oil,
natural gas, and coal raserves a=c £o
encourage exploration f£ur zotensial
oil, rnatural gz=23, zad coal Taszarves,

(11) technical cooperatiza and devala
opaent activitias, especially with
U.S. private and voluntary, or
regional and internacional devalop-
ment, organizations;

(i11) research in%o, and evaluarign
of, econcnic czvelopzeat pro:azsegs
and techniques;



(iv) reconstruction after natyral
or manmade digaster;

(v) for special development
problems, and to enable proper
utilizacion of earlier I'.S. infra-
structure, etc., assistance;

(vi) for special developaent,
especially small labor-intangive
enterprises, marketing Systems, and
financial or other institutions to
help urban poor participate 1in
econcmic and social development.

(5) (107) is appropriate effort glaced
on use .of appropriate techaology?
(Relatively smaller, cost-saving,
labor. using tachnologies thzc are
generally most appropriata for tme
swall farms, small businesses, and
szall incomes of the.poor.)

(c) FAA 118(c) and (d). Does the
assistance comply with the environ-
mental procadures set forth in AID
Regulation 16. Does the assistance
take into consideration the proolex
of the destruction of tropical
forests?

(d) FAA Sec. 281(b). Descrid
extent to wihich Ine activicy
nizes the particular neads, d
and capacities of the people
country; utilizes the couatry
intellectual resources to enccurage
institutional development; and
supports civic education 3nd trainiag
in skills required for efsctive
participatica in gevarnz=onzal ard
political processas essaatisl *o salf-
government.
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(2) FAA Sec. 122(b) Do2s the
activity give rzasonable preaise

of contriburing to the devalocaant
of economic T250Uurces, or to ¢ra
increase of prcductiva capacities
and seli-sustaining eccrncaic growta?
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