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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 education, 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 deterioration in its external accounts and
reacted with a traditional package of import controls and budget reductions in 1984/85. 
 This regime of controls assumed a rapid
recovery in earnings from basic exports, which unfortunately did not
 
occur.
 

During 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 phosphate 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 M~nister 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 accumulated a large inventory of costly, and often 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 objectives under a state-directed strategy for management of the economy
had not been successful 
in light of 9xisting 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 marketdriven economy over a short period that will be internationally competitive, 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 GOT committed itself to a
broad 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 timetable 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 approximately $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 adjustment 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 recession, and deterioration in social and economic conditions that would
make implementation of the far reaching and politically risky Structural Adjustment Program exceedingly difficult, if not impossible.
 



Donor organizations having interests In Tunisia have now
 
generally realigned their programs to support Structural
 
Adjustment. 
 In 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 maintalnance 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 part 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 in 
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 fced
 
component substitutes and the development of forage croos. 
 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 by
run 

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
it relates to the agricultural
as sector aims to achieve the
following objectives: (a) production of larger quantities of food at
lower real 
costs for both domestic consumption and export; (b) a
higher level 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 currently 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 The CIP includes elements of important


current account deficit. 

policy reform, and assures 

will 

that the use of local currency proceeds
be used in furthering Structural Adjustment objectives.
 



ACRONYMS AND ABBREVIATIONS
 

APIP AID Agricultural Policy Implementation Project
 

ASAL Agricultural Sector Adjustment Loan or Program
 

CIP Commodity Import Program
 

D/PSAE Directorate of Planning, Statistics and Economic Analyses
 
(MOA)
 

EEC European Economic Commodity
 

ERP Effective Rates of Protection
 

FAO Food and Agriculture Organization
 

GDP Gross Domestic Product
 

GOT Government of Tunisia
 

IBRD International Bank for Reconstruction and Development
 

IFPRI International 
Food Policy Research Institute
 

IMF International Monetary Fund
 

MCPAI 
 Ministry of Crop Production and Agro-Industry
 

MOA Ministry of Agriculture
 

MOCI Ministry of Commerce and Industry
 

MOPF Ministry of Plan and Finance
 

OC Office of Cereals
 

PAAD Program Assistance Approval Document
 

SAP Structural Adjustment Program
 

SDR Special Drawing Rights
 

SONAM 
 Socidt6 Nationale de Motorculture
 

TD Tunisian Dinar
 

WB World Bank
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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 Crdalez (OC)
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
Financi6res (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.
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II. 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 will 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. 
 In 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 businoss activities, improved production in the

agriuclutre and manufacturing 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 (CC), 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 OC,
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, training and publicity, establishment of farm
input 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 million.
 



--
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III. 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 independent

national state in 1956. Tunisia's constitution establishes a strong

central government that gives discretionary powers to the President,

who appoints 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 development 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 society in the span of three
 
decades. However, population growth, while lower than inother

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 inand 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. In 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-Western 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.
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IV. ECONO ik.. SITUATION
 

A. Structure and Recent Developments
 

The Tunisian economy is relatively 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 l L 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. 
Although employment growth
has been insufficient to reduce unemployment greatly, workers'

remittances have become an important source of foreign exchanle.

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, inc'uding the growth of a
large, inefficient parastatal sector, high levels of tariff

protection associated with an import-substitution policy, controlled
 
consumer prices, and exterive 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,llbrium in the face of an 
external shock. Such a
shock occurred after 1982. Oil 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 15 years) required Tunisia 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 external 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 production, benefitting from
significant 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 begun in 1986.
 

Due to the 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 $0.6 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 commercial borrowing. The
 
resource gap through additional 


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 underway,
was
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-C)
with a $150 million agricultural sector adjustment loan in 1986; 
the
residual gap was closed with commercial credit. 1987 gap by the
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 inAugust 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, income 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 lifting 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.
 

Tunisia appears to have established the basis for broad economic
 
growth. Its per capita GOP 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 inthe price of oil 
less catastrophic for

structural adjustment than in other oil 
exporting countries. Its
proximity to Europe, low wages, and physical and human capital base
 
all suggest that Tunisia could become an important supplier of

agricultural 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 money 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 liabilities. The CIP will
generite 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 impact is thus expansionary.
The amount of money creation is small (0.3 percent of Ml) 
so Central
Bank monetary 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
 

Tunisia's balance of payments crisis was triggered by the exhaustion
 
of its foreign exchange reserves in1986, which imposed acash-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, as is
 
necessary in
asmall country to prevent the large fluctuations in
 
value which would occur inafree market whenever large currency

purchases or sales occured; its intervention makes trade and
 
investment more orderly, However, confronted with what iseither a
 
secular downtrend or along cyclical decline incommodity prices,

the Bank denominated the Dinar too high for cyclical balance.
 
Second, several short-term events made the cycle both longer and
 
Pore pronounced than expected. Given these shocks, itisnot clear
 
vhether Dinar depreciation would have prevented the crisis which
 
)ccured. This analysis considers the trend, the shocks, and the
 
)olicv riqidities which incombination created the crisis, The
 



The trend/cyclical decline inforeign exchange earnings had three
 
major elements. The first, the decline inpetroleum reserves while
 
domestic consumption was growing, was known to policy makers. It
 
has caused asecular decline 'nthe volume of exports, worsening the
 
current account and inducing adecline inforeign investment in
 
exploration and development of reserves, amajor item inthe capital
 
account. Anew 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 oil importer.
 

The second element is the entry of Spain and Portugal into the
Common Market. Again, this was anticipated by policy makers. 
 Its
effect is 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 foreign
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 oil 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 inmanufacturing 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 distinations 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 relations between Tunisia and Libya
eliminated tourism from that country, which had been the primary

source of tourists to Tunisia.
 



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 inpricing (goods prices, interest rates

and exchange rates) and in non-tariff barriers.
 

Central Bank mistakes inmanipulating 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 isadministratively

difficult and limited 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 inforeign 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, limiting 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 intemediariis 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
binding: not
 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. 
 In 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 liable,
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 realization 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
Economlque 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 l(a)
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presents the current balance indinars, l(b) In dollars; since the

dollar varied widely during the study period, and most Tunisian
 
trade iswith Europe, both figures are given. l/
 

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 inagricultural exports (17 percent in real

terms), a 10 percent improvement in volume only ina 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 (inforeign 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 infood

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 Isexpected 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 incitrus, 30MT over the export quota to the EEC.

Similarly, olive oil 
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 infinal, 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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Oil 
export and import 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
tourist-booking season begins. 
the
 

Tourist bed-nights are assumed to be
the same as 
in 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 low 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 limits 
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. 
While
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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. 
While 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 laws 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 Is 
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 IBRO 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-I 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 liberalize price
controls considerably, by (1) introduclny 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

transient 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 
is 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 inputs (e.g.

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 this 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 portions 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. the
It may not have an effect on
final consumer, but if it does the impact will 
not be a regressive
one. Elimination of the feed grain 
 ubsidy 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) budgetaryauthorizations

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. be
Financial intermediaries will
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 hanking sector. 
Achievement of consolidation of
various 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 limited 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
increases 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 Plan 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 0 -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 5
 years. For 1987, the respective figures are 
SOR 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
is 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
 
t.> manners. First, studies under the APIP will 
inform policy

maKers 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 1985. 
 During the Sixth Plan period, investment

in the sector was 16 percent of the total
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projected investment in the Plan -- or somewhat greater than the

sector's contribution to the GDP. 
 The proportion of total

agricultural sector investment by the private sector was only 31
 
percent -- or significantly below the Plan projection of about 50
 
percent. 
 Investments by the public sector were concentrated in

development 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 irrigated
as 

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 Tunisia'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 below, 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 Tunisian 
- 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 Identifying 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 series
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 thL 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.
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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
input subsidies on irrigation water (over the next 10
years), fertilizer (5 years), animal feed, certified
seed, pesticides and herbicides (3-4 years). 
 These
 
measures will 
be aimed at shifting protectionist

patterns within tne sector in favor of efficient

rainfed production systems. 
 The timing of specific

subsid: 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
incentives 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. 
 In 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 rediced.
 

Recent adverse developments in external markets indicate that the
 resource base for public expenditures under the Seventh Plan will 
be

seriously 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 efficieiicy in the use of resources by maximizing returns
 
on past investments; 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.
 

c. 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

associated 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
investments for developing the underutilized resources
 
for domestic markets.
 

All 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 personnel 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 agricultural 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 IBRO'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 
loan 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 
lead 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 lifting 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 Managem nt
 

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 inrainfed areas. 
 This would involve the extension
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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
expansion. 
 Land titling or temporary issuance of certificates of
possession, is being accelerated. Necessary actions such 
as aerial
photography, 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 remains underdeveloped. 
Its
potential is unexploited and its surface area is probably in
regression primarily as a result of overgrazing and illegal cutting
of trees for fuel. A new forest inventory will be required to
identify 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 line with production potential and to safeguard 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
piparing 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 is 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 adjustment program alms 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 inorder 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 inagro-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 halting, 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 
inmarketing of farm products and
 
inputs.
 

To the extent that previous economic policies favored urban areas

and discouraged agricultural production, itresulted 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 overall 
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 material 
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 strenahten
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 policy 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 imptoving the information base for policy analyses and

debates and by developing analytical frameworks reflecting

conditions inmarkets and production on which expanded Private
sector participation can be based. 
A central focus of lhe APIP and
the ASAP programs is to create an environment inwhich 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 Strategy 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 iswell-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.
helps shape any USAID initiatives in the agricultural 

It
 
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
inthe 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
indetermining 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 secfor 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 isdesigned 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, technical 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 inthe 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
 

0 
 Assessment of the effect of changes in agriculture

input subsidy levels and improvement of demand

forecasting for the decontrol of input marketing

margins;
 

o 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 Agricultural 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
 

o 	 On-the-job training and experience in conducting

economic analyses of the agricultural sector
 

Operationally APIP is broad-based and will 
involve 	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

betwei.n 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. 
 It'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 161 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 crucial 
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 agricultural markets,
and reduction of GOT direct involvement in commercial activities
that the private sector can perform equally well or better.
 



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 I Commodity Eligibility Listing (HB 15 Appendix C). 
 In
 
Tunisia, the type of commodity is determined by need, cost
 
effectiveness, managerial capability/organizational framework, past

experience, and local marketability.
 

In discussions with concerned parties, a list of p6ssible

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 listing may
be useful, showing U.S. goods that could be considered at some later
 
point.
 

Grains: Wheat, 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.
 

All 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.
All 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, it 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 iscompetitively 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 Tunisian 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/Tunisia 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 Cdrdales, 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 Cr~ales,

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 export 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 is directed
toward the liberalization of policies concerning agriculture inputs.
 

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 Tunisian 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 Cdr~ales, will 
devise
and implement a plan for the reduction of subsidies 
on
animal 
feeds in 1988 and maintain unsubsidized prices
thereafter. It is 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.
 

(ii) The Office of Cereals will 
develop and implement a
plan for privatization of its feed production and
 
distribution activities.
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(iii) 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 Strategy
 

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
list 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 inputs from GOT
parastatal enterprises to private sector firms.
 

b. Funding for pilot tests of new 
irrigation 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
 

Dependlng 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 C~r~ales (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
is 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 in 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 CUr~ales.
 

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 
Approval of PAAD 
Signing of Program Agreement
Meeting of CPs 
IFB for purchase and shipping 
of soya

Award of bid and first 
shipment

Ground transfer of soya and 
milling

Second shipment of soya
Distribution of first 

lot of feed 

AID/Tunisia and AID/W 
AID/Tunisia and AID/W 
AID/Tunisia and GOT 
AID/Tunisia and GOT 
GOT(OC) and AID/W 

OC and shipper 

OC and millers 

OC and shipper 
OC, millers, distributors 

3/87 
4/87 
4/87 
4/87 
4/87 

6/87 

6/87 

7/87 
7/87 

Ground transfer and milling 
of 2nd lot of soya
Plans for animal feed pricing 

and distribution 

OC, millers 

OC and GOT 

8/87 

8/87 

Distribution of second 
lot of feed 

OC, millers, distributiors 9/87 

Deposit of 50% local currency 
in special account 

Initial disbursement of local 

GOT 

GOT and AID/Tunisia 

1/88 

2/88 
currency

Deposit of balance of local 
currency in special account

PACD and program completion 
report 

GOT 

GOT and AID/Tunisia 

2/88 

10/88 

Unless the timing on pro-urement, shipping and milling is
maintained, problems ano 
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 responsibilities. Initially, this will entail ensuring
that the Office des Crdales provides documentation showing the
purchase and shipping of the soya. 
 The CIP Manager must ensure that
the Office des Cereales 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 trarsactions, 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.
 

All 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 C6r~ales. 
 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
that all local currencies are disbursed from the Special Account.

the time
 

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 (Secretariat 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 will 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 professionally 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 commodity
import 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 FAO
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 is 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 C~r~ales). 
 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. 
 Tunisian 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 
.Iythe
 
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. All

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
 
it is the full responsibility of the GOT to absorb the cost of
 
delays and/or any losses that may occur in shipping.
 



- 52 -


VII. ANNEXES
 

A. GOT Request for Assistance
 

B. Economic Statistical Tables
 

C. Agriculture Strategy Statement Summary
 

*D. GOT/IBRD Agriculture Sector Adjustment Prograin Summary
 

E. Initial Environmental Examination
 

F. Statutory Checklists
 

G. Bibliography
 



ANNEX A
 

Analysis of Animal Feed Subsector in Tunisia.,
 
1. 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 rapidly through the 1970s to peak at 
642,000 Tons in
1982, when subsidies were greatly reduced. 
(See Table A-1)
 

TABLE A-I
 
PRODUCTION OF CONCENTRATE FEEDS 
IN TUNISIA
 

1980-1984
 

Year 
 Factories Daily 
 Production (000 Tons)
(Numbers) Capacity 
 Poultry Otners 
 Total
 
(Tons)
 

i980 
 n.a 
 n.a. 
 293 181
1981 
 134 5,042 327 
47t
 

315
1982 
 170 5,511 360 
642
 

196 
 556
1983 
 180 5,800 257 359
102
1984 
 187 6,000 313 421
108 


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); (b) its development was spurred by high
subsidies, which amounted to 
as much as one-half of component
prices in 1981 
(see Table A-Il); (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-Ill); and 
(d) the feed fabrication inustry is
characterized by over 
capacity. The 187 
concentrate production
units nave a combined capacity of 2.1 million tons 
per year, for a
market estimated at no 
more than 500,000 tons.
 

3. Subsidies for animal feeds cost 
the GOT 125.8 million TD
(about $150 million, at 
current rates of exchange) between 19Ei
and 1986 (see Table A-IV). In 1986, subsidies totalled 12.6
million TD, or 
about $15 million. The GOT, as 
part of the IBRD
Agricultural Sector Adjustment Loan, 
is committed to eliminating
animal feed subsidies by the 1989/90 Crop Year. 
 During 1987 the
GOT will import 362,300 tons of animal 
feed components eligible
for subsidization 
(see Table A-2 below).
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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 	important observations are made the effect of
subsidizing commercial animal feeds in Tunisia:
 

(a) 
 the subsidies are regressive, in
 
as much as the poor benefit very

.little, since 	the final products
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
products, and barley. 
 Subsidy of
concentrate feeds, in the case of
cattle and sheep is also
considered to operate against the
development of improved pastures.
 

(c) 
 the GOT is faced with
 
unprecedented 	budget 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 feed
subsidies are considered a

candidate for elimination on a
 
priority basis.
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TABLE A - III
 

ANIMAL FEED PRICES: PRICE FORMATION 1981-1987
 
(DINARS PER TON)

•Co st . . . .. . 

Number composents 1981 1982 1983 1984 
 1985 

Ingredient 


139.688
1 Other 

34.812
Total 
 108.8 119.3 
 266.500 
 174.500 


Oren 

136.175
2 Other 

34.125
Total 
 106.4 
 116.2 162.500 170.300 

Ingredient 

114.093
3 Other 

29.807
Total 
 92.0 
 113.3 139.200 143.900 


Ingredient 

116.394
4 Other 

30.256
Total 
 93.5 101.0 140.600 
 146.650 


Ingredient 

108.137
5 Other 

28.641
Total 
 94.4 
 105.0 124.506 
 136.778 


1986 1987
 

151.198 177.965
 
36.552 37.635
 

187.750 215.600
 

151.866 
 175.397
 
35.994 37.403
 

187.860 
 212.800
 

126.763 
 151.875
 
31.774 35.375
 

158.537 187.250
 

126.394 151.E27
 
32.093 35.373
 

160.487 187.200
 

109.373 113.368
 
28.883 32.032
 

138.256 145.400
 
Ingredient 


110.910 116.082
Other 122.039
 
29.166 29.764 
 32.761
Total 
 98.6 106.0 
 135.500 139.985 145.846 154.800
 

NOTE: 
1. Animal Feeds Composition
 

Numoer 1 Number 2 Number 3 
 Number 4 Number 5 Number 760% corn 
 69% corn 66% corn 60% corn 71% barley
36% soja c* 27% soja c 17% soja c 
50.5% barley


30% soja c 12% soja c
4% CMV** 4% CMV 23% soja c
13% bran 
 4% CMV 
 10% bran 16.5% bran 
2% calcium 5% CMV 5 % CMV 

2% salt 5 % salt
 
Source: Office of Cereals and Ministry of Commerce and Industry
 

NOTE: 
2. The Office of Cereals markets both imported and locally produced oarley. 
 The
percentage of imported ingredient costs !',.r animal feeds of selling price withbarley included is as follows: No.1 - 69.5%; No.2  67.7%; No.3 - 63.5%;* "o.4 - 73,6%;
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 percentage of imported
 

No.5  42% and No.7 - 30.3%.
The Office of Cereals is currently importing its barley requirements.
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TABLE A - IV
 

TONS OF ANIMAL FEED COMPONENTS SUBSIDIZED, GOT SUBSIDY COST A2ERAGE
 

Subsidy per Ton, Selling Price, and Average Procurement Cost
 

1981 1982 
 1983 1984
Tons Subsidized 96,700 1985. 9863
92,500 87,100 
 87,500 90,000 
 122,000
 
GOT


Subsidy Cost 
 11.000 
 9.806 2.732 5.162 
 4.250 5.200
 
(MTD)


SOYCAKE 
 Ave TD
 
Subsidy per Ton 
 113.71_ 106.01 31.36 
 58.99 .47.22 
 46.62
Sl1inq Price± 65-120 120-180 180-180.6 183.6 1836-204 .204
 
A v e . T D / T O N . .. ...
 

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 
 24,000 -
GOT
Subsidy Cost 
 19.700 17.790 5.799 
 17.158 13.709 
 4.400
 
(MTD)


CORN 
 Ave TO

Subsidy per Ton 
 70.66 56.08 
 26.36 71.49 64.42
Selling Price 17.67
31-55 55-86.7 86.7 
 86.7 103,3-127.5 127.5

Ave. TD/TON


Procurem. Cost 
 104.45 106.78 
 128.38 166.34 
 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 2.187 3.000
 
( M T D ) • •
 

BARLEY 
 Ave TD

Subsidy per Ton 
 7.95 7.36 
 2.65 16.21 35.97
Selling Price 14.22
30-80.1 80.1-95.7 
95.2 - 102.4 - 107.4 107.4 

102.4 107.4
Ave. TD/TON;
 
Procurem. Cost 
 -
 - 157.09 109.66
 

SI.00 = .85 TD
 

Source: Ministry of Commerce and Industry and Office of Cereals;
 

NOTES: 
(1) In the cases where two prices are reported, adjustment was made
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 Com=merce and Industry
and the Office of Cereals, subsidy cannot be computed as 
the
difference between procurenent cost and selling price.
 

- A4 



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. 
 In addition, industrial poultry operations,
from which 
the animal feed industry primarily derives its demand,
also benefits from investment and interest rate subsidies (Poultry
industry subsidies accounted for 85% 
of funds loaned under the
heavily subsidized FOSDA Program FROM 1975 TO 1979).
 
The combined effect of 
concentrate feed, equipment, and
interest rate subsidies has been to: 
(a) make available, primarily
to middle class Tunisians, poultry and meat products at much lower
prices than would otherwise be the case; 
(b) transform poultry
industry structure, from production by small producers, who
benefit much less from subsidies, to large industrial producers
who benefit from the full complement of subsidies; (c) orient the
animal feed industry toward subsidized imported ingredients, and
thereby (d) increase Tunisia's agricultural trade deficit.
 

6. In accition to 
the negative economic effects of animal feed
subsidization outlined above, continuation of animal feed
subsidies would be inconsistant with the GOT's Structural
Adjustment Program for other 
reasons. 
 In large part, the 
success
of the Structural Adjustment Program is dependant on
liberalisation by the GOT. trade

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 reduce animal 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 unique opportunity to wean 
its poultry and cattle
subsectors from subsidized feeds. 
 Table A-V shows prices for
imported animal feed components compared to
the present time, their real costs. At
corn is not subsidized at all, soycake receives
only a 13% 
subsidy, and barley a 2% subsidy. 
 Price increases for
soycake Pnd 
corn that would be needed to eliminate subsidies and
allow a small level of protection for domestic production, as
recommended by the 
IBRD under the Agricultural Structural
Adjustment Loan, for 
these products would only be in the 15-20
range, which 
is small compared to the increases in prices for
and soycake in 1982. corn
While abrupt change in world market prices
levels would require greater adjustment, all indications are
world market prices for that
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 Office 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 
'ereals 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 Office of
 
Cereals importation monopoly would permit competition at


if other potential importers were 
the
wholesale level, 
 to have
effective access to 
foreign exchange for importing components.


Adequate competition at 
the wholesale level woula eliminate the
need to control prices at 
that level, and the wholesale price
determination mechanism describei in para (8) above.
 

11. 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 prof.1ts by exploiting 
users. In this
situation, opportunity for corruption would also be improved,
since effective access to 
supplies would have considerable worth.
 

For the reasons stated above, lifting of retail price controls
would require that the supply of animal feeds would not be

constrained by foreign exchange availability. Although retail
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

produced. 
 For all of these reasons, it is recommended that
removal of price controls for animal feeds, wnich is scheduled
for January 1988, be the subject of a special study, which would
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. While 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 a *strategic" parastatal, and is
not scheduled for privatisation. Nonetheless, it 
is recommended
that privatisation of food/feed grain marketing be 
tne object of
a special study that would establish a strategic plan for: (:)
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 feasibility of
decontrolling pricing for 
annual feeds during the coming years.
(See paras 10 and 11 above) The Tunisian Dinar is 
not a free>
convertaole currency; import of animal feed components must be
licensed, and foreign exchange allocations from the Centrai 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 fully 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).
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Table 1(a): Balance of Payments

Current Dinars 
-- GOT Projections
 

Growth rates:
 
-oz . 1984 1985 1986 1987 
 1988 
 '85-86 '86-87 '87-88
Trade Balance 
 -505.9 -473.6 -728.8 
-423.2 -590.0 -509.4
Exports -469.0177.3.19477T 39.41 -13.7% -7.9%Goods 2113.7 2253.1 2115.0 2470.3 2760.61169.4 1262.6 1399.1 "-6-%T1 6.8 15

Goods (ex. energy) 631.5 698.0 
1443.0 1320.0 1520.2 1669.5 -8.5% 15.2%
779.8 9.8%839.4 1002.0 1218.1
Agriculture etc 107.0 1400.6 19.41 21.6% 15.0%
97.3 147.0 143.5 175.0 225.0
Phosphates, chem 257.4 22.0% 28.6%
206.2 239.5 244.0 14.4%
267.9 285.0 320.1
Energy 359.1 6.4%
537.9 564.6 12.3% 12.2%
619.3 603.6 318.0
Textiles, leather 302.1 268.9 -47.3% -5.0%
236.6 270.3 269.4 -11.0%
310.6 395.0 490.0
Other 571.8
81.7 .27.2% 24.1% 16.7%
90.9 119.4 117.4 
 147.0 183.0
Services 212.3
603.9 685.2 25.2% 24.5% 16.0%
714.6 810.1 795.0
Tourism 950.1 1091.1 -1.9%
340.0 389.2 357.5 19.5% 14.8%
416.0 390.0
Transp. & insur. 150.1 480.1 550.7 -6.3% 23.1%
158.4 1.64.9 165.5 14.7%
167.0 200.0
Gas adjust. 232.0
8.1 36.6 49.0 0.9% 19.8% '16.0%
30.0 30.0 
 30.0
Other 113.8 129.5 155.6 -38.8% 0.0% 0.0%
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 2979.7 3229.6
Goods (CIF) 2002.0 2106.4 1.1% 10.2% 8.4%
2511.0 2287.0 2260.0 2474.8 2681.7
Freight/insur -1.2%
101.2 119.8 157.1 9.5% 8.4%
142.0 125.0 
 135.0 144.5
Goods (FOB) -12.0% 8.0% 
 7.0%
1900.8 1986.6 2353.9 2145.0 2135.0 2339.8 2537.3
Fquipment 609.4 -0.5% 9.6%
539.7 652.0 503.2 8.4%
470.0 430.0
Primal'y, semi-of(I. 620.9 623.7 
442.9 -6.6% -8.5% 3.0%769.0 744.6
Energy 222.7 

840.0 1020.0 1143.4 12.8% 21.4% 12.1%
235.6 289.4 308.4 
 160.0 165.0 170.6
Foodstuffs -48.1%
210.5 294.8 3.1% 3.4%
363.0 278.2
Consumption goods 300.0 309.9 318.3
338.5 412.6 437.6 7.8% 363% 2.7%
452.6 490.0 550.0
Services 606.6 8.3%
37H.4 434.0 488.6 12.2% 10.3%
531.3 570.0
Travel 639.9 692.4
117.2 92.0 109.9 7.3% 12.3%. 8.2%,
105.3 105.0 115.0
Transp. & insur. 200.7 124.4 -0.3%217.9 230.1 230.4 9.5% 8.2%
235.0 255.0
Covernment expense t2.6 90.1 98.6 
275.9 2.0% 18.5% 8.2%.136.8 160.0 
 185.0 200.1
Other 17.0% 15.6%27.) 34 . 50.0 8.2%58.8 70.0 85.0 
 91.9 
 19.0% 21.4% 8.2%
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Table 1(c): 
 Balance of Payments

Current Dinars --
 Mission Estimates
 

Growth rates:
1982 1983 1984 
 1985 1986 
 1987 1988 
 '85-86 086-87 
187-88
Trade Balance 
 -505.9 -473.6 
-728.8
Goodrs --- -423.2 -590.0 -539.6 -517.02113.7 -2 -5- - 1 39.4%ExPorts ~ . 2461. 27 34. 0 -8.5% -4.2%Goods m73.3 1947 -W [1 19253.-59.
1169.4 1262.6 1399.1 517.0 394% 85%-42
1443.0 1320.0 1567.5 1708.1
Goods (ex. energy) 631.5 698.0 -8.5% 18.7% 9.0%779.8
Agriculture etc 107.0 97.3 
839.4 1002.0 1203.0 1383.7 19.4% 20.1%
147.0 15.0%
143.5 175.0
Phosphates, chem 206.2 

225.0 257.4 22.0% 28.6%
239.5 244.0 14.4%
267.9 285.0
ICnergy 305.0 342.2
537.9 564.6 619.3 603.6 318.0 364.5 
6.4% 7.0% 12.2%


Textiles, leather 324.4
236.6 -47.3%
270.3 269.4 310.6 14.6% -11.0%
 
Other 395.0 490.0 571.8
81.7 27.2% 24.1%
90.9 119.4 16.7%
117.4 147.0
Services 183.0 212.3
603.9 685.2 25.2% 24.5% 16.0%
714.6 810.1 795.0
Tourism 893.9 1026.7
340.0 389.2 357.5 -1.9% 12.4% 14.8%
416.0 390.0
Transp. & insur. 423.9 486.2
150.1 158.4 164.9 -6.3% 8.7%
165.5 14.7%
167.0
Gas adjust. 200.0 232.0
0. 8.1 36.6 0.9% 19.8% 16.0%
49.0 30.0 30.0
Other 113.8 ]29.5 155.6 

30.0 -38.8% 0.0% 0.0%
119.6 208.0 240.0 278.4 
 15.8% 15.4% 16.0%
Imports 
 2279.2 2421.4

;oods (CIP) 

2842.5 2676.3 2705.0 3001.0 3251.8
2002.0 2106.4 1.1% 10.9% 8.4%
2511.0 2287.0 .2260.0 2496.1
Freight/insur 2703.9
101.2 119.8 157.1 142.0 125.0 
-1.2% 10.4% p.3%


Coods (FOB) 135.0 144.5
1900.8 -12.0%
1986.6 2353.9 2145.0 2135.0 2361.1 8.0% 7.0%
Equipment 2559.4
609.4 539.7 652.0 -0.5% 10.6% 8.4%
503.2 470.0 430.0 442.9
Primary, semi-mfd. 620.9 623.7 -6.6% -8.5%
769.0 744.6 3.0%

Energy 222.7 

840.0 1020.0 1143.4 12.8% 21.4%
235.6 289.4 308.4 12.1%
160.0
Foodstuffs 199.2 206.0
210.5 294.8 -48.1% 24.5%
363.0 278.2 300.0 3.4%

Consumption goods 297.0 305.0
338.5 412.6 437.6 7.8% -1.0% 2.7%
452.6
Services 490.0 550.0 606.6
3713.4 434.8 488.6 8.3% 12.2% 10.3%
531.3 570.0 639.9 692.4
Travel 
 87.2 92.0 109.9 7.3% 12.3% 8.2%t
1.05.3 105.0
Transp. & insur. 115.0 124.4
200.7 2t17.9 230.1 -0.3% 9.5%
230.4 235.0 8.2%
Government exp-nse 255.0 275.9
6?.6 90.1 2.0% 8.5%98.6 136.8 160.0 8.2%
Other 185.0 200.127.9 17.0% 15.6%3,i . 0 0.0 S,8.8 70.0 85.0 91.9 

8.2% 
19.0% 21.4% 8;.2%
 

(Ii 



Table 1(d): Balance of Payments

Dollar Equivalent -- Mission Estimates
 

Est. Growth rates:
Projected
 
1982 1983 1984 1985 1986 
 1987 1988 
 '85-86 '86-87 '87-88
Exchange Rate 
 0.5907 0.6788 0.7768 0.8345 
 0.795 0.85 0.927
 

Trade Balance -856.4 -697.7 -938.2 
-507.1 -742.1 -634.8 
-557.7
lExports 46.3% -14.5% -12.1%
3002.0 2869.5 2721.0 2699.9 2660.4 
2895.8 2950.1 
 -1.5% 8.8%
Goods 1.9%
1979.7 1860.0 1801.1 
1729.2 1660.4 1844.1 1842.6 -4.0% 11.1% 
 -0.1%
Goods (ex. energy) 1069.1 1028.3 1003.9 1005.9 1260.4 1415.2 1492.6 
 25.3% 12.3%
Agriculture etc 181.1 143.3 189.2 172.0 
5.5%
 

220.1 264.7 277.7 
 28.0% 20.3% 4.9%
Phosphates, chem 
 349.1 352.8 314.1 
 321.0 358.5 358.8 369.1 
 11.7% 0.1%
rnergy 910.6 831.8 797.2 723.3 400.0 428.9 
2.9%
 

350.0 -44.7%
Textiles, leather 400.5 3q8.2 346.8 372.2 
7.2% -18.4%
 

496.9 576.5 616.9 
 33.5% 16.0% 7.0%
Other 
 138.3 133.9 153.7 140.7 184.9 215.3 
 229.0 31.4% 16.4% 
 6.4%
Services 
 1022.3 1009.4 919.9 
 970.8 1000.0 1051.7 1107.5 
 3.0% 5.2%
Tourism 5.3%
575.6 573.4 460.2 
 498.5 490.6 498.7 524.5 
 -1.6% 1.7%
Transp. & insur. 254.1 233.4 5.2%
212.3 198.3 2i0.1 235.3 
 250.2
Gas adjust. 0.0 11.9 47.1 58.7 
5.9% 12.0% 6.4%


37.7 35.3 32.4
Other -35.7% -6.5% -8.3%
192.7 190.8 200.3 
 215.2 261.6 282.4 300.4 
 21.6% 7.9% 6.4%
 

Imports 
 3858.5 3567.2 3659.2 3207.1 
3402.5 3530.6 3507.8
Goods (CIF) 6.1% 3.8% -0.6%
3389.2 3103.1 323:2.5 2740.6 2842.8 2936.6 2916.8 
 3.7% 3.3% -0.7%
Freight/insur 171.3 176.5 202.2 170.2 157.2 
 158.8 155.8 
 -7.6% 1.0% -1.9%
Goods (Oll) 3217.9 2926.6 3030.3 2570.4 
2685.5 2777.8-2761.0

Eluipment 1031.7 4.5% 3.4% -0.6%
795.1 039.3 603.0 591.2 505.8 477.7 
 -2.0% -14.4% -5.6%
ltrinary, semi-nfd.1li5].] 918.8 
 990.0 
 892.3 1056.6 1200.0 1233.4 
 18.4% 13.6%
Vnerqy 2.8%
377.0 3,17.1 372.6 369.6 
 201.3 234.4 222.2 
 -45.5% 16.4% -5.2%
Food-ituffs 
 356.4 434.3 167.3 333.4 377.4 349.4 
 329.0 13.2% -7.4%
Custimption goods 573.0 607.8 563.3 -5.8%
542.4 616.4 647.0 654.4 
 13.6% 5.0% 1-.1%
Services L10).; 641J.5 (.29.0 636.7 
 717.0 752.8 746.9 
 12.6% 5.0%
Trravt-I -0.8%147.6 1I3-.5 1.11.5 126.2 132.1 
 135.3 134.2 
 4.7% 2.4% -0.8%
TranLp. & inisur. 339.8 321.0 296.2 276.1 
 295.6 300.0 297.6 7.1%
(;Gvermnent expLnse 10L.0 1.5% -0.8%132.7 121.9 163.9 201.3 217.6 
 215.9
Other 22.H% 8.1% -0.8%
47.2 51 .3 64.4 70.5 £10.1 100.0 99.2 2S0% 3 , -0,% 



Table I (e): Balance of Payments
(dinar million) 

I. Trade Balance 
1982 

-505-.9 
1983 

-7--i.6 
1984 

-7298 
1985 
-7S.2 

Est. 
1986 
-5T.0 

Projected
1987 19-8

-3-. 6 -n-7-.0 
Transfers: 

Worker Transfers 
Interest on Debt. 
Other (Net) 

II. Current Account: 

+52.6 
219.6 

-120.5 
-46.5 

-453.3 

+64.1 
"243.8 
-141.3 
-38.4 

-409.5 

+48.8 
245.9 

-188.9 
-8.2 

-680.0 

-577 
225.8 

-214.1 
-69.4 

-489.9 

-60.0 
210.0 

-230.0 
-40.0 

-650.0 

-80.0 
220.0 

-280.0 
-20.0 

-619.6 

-95.0 
2D0.0 

-325.0 
0.0 

-612.0 
III. Capital Account: 

Grants 
Direct investment 
tiT + LT Loans 
Loan Amortization 
Other 

469.3 
11.2 

237.6 
371.2 

-185.1 

-34.4 

399.5 
17.2 

151.9 
470.0 

-235.5 

4.1 

563.7 
22.2 

160.0 
545.2 

-290.3 

-126.6 

389.9 
21.0 

116.0 
545.0 

-333.0 

-40.9 

460.0 
30.0 

130.0 
685.0 

-385.0 

--

700.0 
20.0 

120.0 
1060.0 
-500.0 

-

600.0 
20.0 

150.0 
950.0 

-520.0 

IV. Valuation Adjustment: -5.2 13.1 50.1 49.1 0.0 0.0 0.0 
V. Overall Surplus: 

Ch1e in e s 

Changjes in Reserves(increase -) 

10.8 

-10.8 

3.1 

-3.1 

-66.2 
--

66.2 

-50.9 
--

50.9 

190.0 
+131.0 

59.0 

+80.4 
+38.6 

41.8 

-12.0 
+26.4 

-38.4 
VT. Cumulative Changein Heserves 

(increase -) 

-10.8 -13.9 52.3 103.2 162.2 204.0 165.6 



table . Tutal 3eo7 of U&atemag hvogrmf July 19N-Oaecober 1W9P 

1. 3 change Pelic, scenario for 198 

A. Overall coeolidated budget deficit: 6.6 percent3. Current account 	 of amPbalance of payments deficit: 9.7 pereet of GiPC. Gross official reserves (euA-Juae): sut 66 	million (10 da. of Imports) 
II. AdJustmnt protrameceAarie 

196 
 197 . .
 

A. ObJectives 

1. Anmual growth of real Cop 1 percent 3.5 percent2. axtermal current sccoiat deficit 
(Z of GNP) 	 9.0


3. 
 Gross official reserves (end-period; 
7.4
 

In months of imports) 0.8
4. ERternal debt (Joel. Ixy; Z of ClNP) 	
1.5 

55.2 63.45. 	 External debt service (Z of current

receipts) 
 25.3 
 27.2
 

I. Neasures 

Status/Calendar of j*!a2ennAt .jt n 

1. Price liberalizatiou
 

I. 	 Services 

Mostly free of aduajLotstIve controls.
 

ii. Agriculture

a. Subsidized coarnomr goods 
 Price !ncrvues to August ant Jrin, tje last 

quarter of 1906. Furt.%er Annual reduction 
Of at least 5 percent in the Annual subsidy

"l S be/ iI*. bill. NI.ber of products to be subsidized tob. appcibe 
 reduced.
b. SubeIdiz24 inputs 
To be hlinated touptetaly In accordance with
 

c. Zfroducer prices 	 the tiantable agreed with the WorldRaised 	by 6-L6 per:ent lank.in August In agreement 
with the Warld 3ank to satin c*e.% with 

Ill. Mnufacturedgoods fnteratl~nal It'rels by 191J.Cumulative 65 perc.ec of proJuctlon to be 
Approximately 25 percent liberalized by 198.Liberalized in Se;te5ebr 19! .33-percent 

To be llbermlItsj in :san.sa45 percent 	 0 87. 
To be lIbe,- 1I-d iR" 	 u7 D)9.55 percent 

To .. li eral!:ei in Jsusry 1;3.65 percent 
 To ,e liberalied to July *S3S. 

2. Investmentliberal:atloa ead stateen:.rori9es
 

i. Uberalization of investment controls
 
on projects requesting no special
 
advantages from 
 the Covernment. 

11. Revised inveastmnt code I.nvol g:a. Focusing fiscal 	 tdvanto;se Tn e tntroduc-ed In Jau.i.for new Investments on specific I87 @.,:!r d!1cuLocs v;:
activities on the basis of 
 the VorlJ lak. 
specific criteria
 

b. No diutinctiom in the granting of
 
advantages as between new
 
investments and Investments 
for 
replacement or extension of
 
existing capacity


iII. Public enterprises
 
a. .lmit state control of 
 Apprupriate legislation already
eisting enterprises to approxt-ue1y 160b. Gradual sale to the 	

passed. Specific tlsetab!e cu beprivate sector of fIalized befors 
the Government's share in those enter
prises 	In which the Coeernaenc has
 
presently up to 34 
percent of equicy
 
participat ion
 

c. 
 Improve the financial viability of those
 
sector
enterprises t a re to remain in the public 



Table,1, (continued). Tunisia: Sugmary of Adjustment Progrm, July 1986-Dgber 1987 

3. 	 mport liberalization
 
is All lupjos rh a small number 
of exceptions) Policy 	announced.to be 	liberalized by 1991. vith the follovin i
Cified 	timetable 

a. Ra matertals and semifinished products Implemented in August 1986.for industries exporting at least 25 per
cent 	of their turnover, and spare 
 ' 
parts for agriculture and other
 
specified sectors
 

b. 	 Investment goods for nevly approved projects

and rav materials for medicines 
 September 1986
(a. and b. vill bring the proportion of imports

on the free list to 31 percent from the present

18 percent).
 

c. 
 All other rav materials and spare parts; semi
finished products for industries exporting January 1987.
 
at least 15 percent of their turnover and
 
for Industries reasonably yell integrsted
d. 	 Investment goods for projects Judged as of 
 Early 	1987 after the prc-ulzation
"intermediate" priority by the Investment of the revised lnvestmenc Code.

Agency.

e. All remaining Imports of investment gocds, January l338.and semifinished products with the exception
of Imports by weakly Integrated industries
 
(c. through e. will raise the proportion of
 
imports on 
the free list to 60 percent.)
 

1i. 	 Tariff reform
 
Reform of import tariff to reduce effective 
 Policy 	announced.

protection to a reasonably uniform rate of
 
about 2.5 percent by 1991. During the proralm
 
period:
 

a. Reduce 	maximum import duties to 50 percent.

b. 	 Reduce by 6 percent present races betueen


26-55 percent (ith 
 minimum of 25 percent). January 19a7.
 
C. 
 Set minimum tariff of 15 percent.

d. 	 Additional specif ied chances 
 January 1d.
 

i-	 Exchange rateand external debt 

1. 	 Depreciate the nominal effective *xchanne rate 
 Tzpla-ented by 2nd-Auqs: 1986.
of the dinar by 22 percent (in foreig;,cuzrancy

terms) compared with the end-1995 level
1i. Maintsin the real effective value of the 
 Being 	Iclemenced.

exchange 
rate at its post-August devaluation level

through, If nacessary, periodic adjustments of chn
nominal rate. 
Additional corrections if ba.'ance of
 
payments position requires.
III. 	Limits on conconcessional external debt 	of 1-12 years Establlshed for the prcgram periodmturitLe. with sublimlts on that in the mat-:Ity throuih 1927. 
range of 1-5 years.

iv. 	 Limit on short-term debt (of maturity up to 1 year)

excludtng Import-related credits to present 
 level. 



Tabl#e2 (concluded). Tuisla: luinry of Adutment Proram, July 1981-Doesr 1987 

S. Public finance 

I. Limit 1986 consolidated budget 	 deficit to D 429 million Appropriate supplmntary measures(6 percent of CNP) already announced.11. Liit 1987 consolidated budget deficit to 3.9 percent of TheCRY (D 	318 draft 1987 budget consistent with thismillion) objective Vill be discussed with the staff 
in November 1986. The budget for 1987 will
also be one of the subjects of discussion 

ill. Cancellation of all outstanding 	 during the first prosram review.but unused budgetary January 1987.authorisations In respect of investment expenditures.Iv. Introduction of a VAT with specified timetable of various January 1988 for the VAT; will be both
Intermediate steps. subjects of discugasv. Establishment 	 under theof a timetable for unification of income second review ol the program.
and profit taxes. 

6. Credit andmonetary policies 

I. Limit domestic credit to D 4,3A8 million at end-1986 Perfo'ance criteria with Intermedia:e
and to 	D 4.714 million at end-1987 quarterly IltLts also as per-orunceiL. Limit net beak cradit to the Covernment to D 635 million criteria.
 
at end-1986 and to D 684 million at end-1987ill. Liberalize interest rates, with the exception of pref- To be introduced in January 1987.erential lending rates and savings deposit rates

(which will be related to rates prevailing in the
 
money market)
iv. 	 Channel most of the Intervention of the Central Bank To be introduced in January 1987.through the money market In relation to the rzdlt
 
and monetary targets
 

7. Monitoring of the program
 

i. Quarterly and annual perfor.ance criteria relating to:
 
a. Domestic credit 
b. 
 Net bank credit to Covernment
 
c. 	 Limits on nonconcesaional external debt


of up to I year original saturity (excluding import
related credits) and on the contracting or 3uaranceaog

by the Government of external debt with 1-12 years'

original maturity, with s subceiling on that
 
of 1-5 years' original maturity.


d. External payments arrears (no accumulation)
 
e. Customary clauses with reapect to restrictions
 

ii. Quarterlyand annual Indc3t!vetar etv r.itimnttt: a. Consolidated budget deficit (cr/geria 2
con.;u t:ion
 
with Management)
 

b. Total revenue and Srants 
C. Total expenditure (excluding amortitation), including net 

lending
 
d. Net foreign assets of the 
sonetir7 sy tem
 

(triggering consultation with Xanagement)
 

Ill. Reviewswith theFund to be comvleted:
 
.. Kfore end-February 1987 
b. Before end-September 1987 
C. efnre end-Januar7 1988 



Tabl .: Price Liberalization Timetable
 

September 1. 1986
 

Building materials except lime, cement, and sanitary fixturts

Textiles, except underwear and jute products

Mechanical and 
electrical industries:
 

Automobile parts, including batteries 
Hardware
 
TV antennas and accessories
 

Preserved and semipreserved sardines
 
Miscellaneous:
 
Plastic products
 
Graphics
 
Watches and watch parts
 
Cabinets
 
Cork products
 
Chandeliers
 
Footwear and accessories
 
Tanned goods

Paper and carton packaging
 
Printing supplies
 
Notions
 

January 2 1987
 

Mechanical and electrical industries:
 
Electric switches and connecto:s
 
Cable
 
lifrigerators and stoves
 
Boilers
 

Carpentry.supplies
 
Glue
 
Ink
 
Liquid detergents 
Tires and rubber products
 

July 1, 1987 

Soap, except laundry soap
Agricultural products and foods:
 
Preserved and semipreserved tuna

Preserved and 
 eimpreserved tomitoes
 
Preserved and semipreserved hirissa
 
Yogurt

Cheeses, except spreads
 
Beverages
 

Furaiture
 
Fertilizers:
 

Phsphoric acid
 
lyperphosphate
 
3S9 SPT
 
Dicalcium phosphate
 
WO*TPPCAHMm.A 
.. , ..
 



Table .: Price Liberalization Timetable (concluded) 

January 2, 1988
 

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

Animal feed
 
Parachemicals:
 

Paints and varnishes
 
Laundry soap
 
Detergents
 
Essential oils
 
Liuseed oil
 
Perfume
 
Insecticides and pesticides
 

July 1, 1988
 

Household articles of stainless steel and aluminum
 
Copper products
 
Aluminum cabinets
 
Electric motors and transformers
 
Tomato paste
 
Preserved and semipreserved vegetables and fruits
 



Table 4A. 
Individual Food Consumption in Different
 

Per Capita Expenditure Groups
 
(Annual Figures in Kilograms for 1980)
 

to D200 to D300 to D500
D70 to D100 to D130Less 

D200 D300. DSO0 A 
Than D70 D100 D130Product 

over
 
188.0 184.7
199.0 195.2 192.3 

Cereals 189.8 201.1 

17.0 18.2 19.4
1S.3 15.3

Edible Oils 11.1 13.3 


17.0 17.7

9.Z 11.5 13.0 14.0 16.0 

Sugar 

125.3
51.3 69.0 89.1
39.3 37.7Milk Productsl7.2 

27.5 38.5
8.1 14.6 20.5
2.3 5.4
Neats 
1.4
1.4 1.3
1.3 1.3
1.0 1.1Tea 

1980 Household Consumpton Survey
Source: 


Table 43. 

Distribution of the Tunisian Population
 

According to Per Capita Expenditure Catelories
 

Per Capita Percent of Cumulative
Annual 


' Total Population Pe rc.nt.qe

Ezpenditures 

7.S
7.5
Less than B60 

29.3
21.8
60 to 120 


1i0 to 00 26.6 ss.9
 

200 to 300 9.A 7.7
 

91.1
15.4
300 to to0 


8.9 100.0*over D 500 

Source: 1980 Household Consunution Survyv 

_01 In dinars 

http:rc.nt.qe


'1-A*sS ZrqPerformance Criteria and Indicative Targets 

The Covernment will monitor the execution of the program by
reference to quarterly performance criteria and indicative targets
in the appended table. as show
The performance criteria wil 
condition purchase
from the Fund under the stand-by arrangement, while nonobservance of
the indicative targets for the budget deficit and net 
foreign assets of
the monetary system will require consultations with the Managing Director
of the Fund with a view to ascertaining the causes 
and agreeing on any
necessary supplementary measures.
 

In addition to the performance criteria mentioned above, three
reviews with the Fund will be held and completed before end-Februjry 1937,
end-September 1987 (discussions for which are expectedthe to be conducted attime of the 1987 Article IV consultation mission) and end-January 1938
and will also constitute performance criteria. 
The first review vill
concentrate on the budget for 1987, the exchange rate, progreis
respect with
to import and price liberalization, efforts to secure !inancingof the external gap for 1987, the establishment of the March nd juneperformance criteria for domestic credit and net credit to the Covern.ent,
and the indicative targets, including thoce for September 1987. 
 The
second review will focus primarily on exchange rate policy; progress 
on
tax reform, in particular to 
assure introduction of the VAT at the
beginning of 1988; and the establishment
domestic credit and 

of perform.nce criteria f-,rnet credit to the Coverncent far Sept=.ir 1937 andthe indicative targets for Decenber 1987 and "Harch 1983.review will cover T'A thirithe overall economic and financial policy 3tane f-r1988 and the establishment of performance criteria for March 1933 -fordomestic credit, net credit to 
the Covernment, and extecnal debt. 

http:Sept=.ir


Table 5:TWPerformance Criteria and Indicative Targets It 

1986 
 1987
 
Sept. Dec. March June 
 Dec.
 

A. Performance criteria (In millions of dinars)
 

1. Domestic credit 
 4,028 2/ 4,348 4,334 3/ 4,502 3/ 
4,714
2. 
Net credit to the Government 508 j/ 635 606 3/ 666 3/ 684
 

(In millions of SORs)
 

3. External public debt 4/
 
3.a 	0-1 year (amount outstanding,
 

excluding import-related

credit) 
 120 2/ 120 120 120 
 120


3.b New nonconcessional
 
external borroving
 
(cumulative)


i. 1-5 years 	 .. 15 65 65 65
ii. 1-12 years 
 .. 100 450 450 450
4. External payments arrears

(outstandilal) 


.
 

B. Indicative targets 5/ 
 (In millions of dinars)
 

.1. Consolidated budget deficit 6/ 
 ... 429 . 7/ ... 7/ 3182. Total revenue and grants 6/ 
 ... 2,4)8 ... 7/ 000 7/ ... 7/

3. Total expenditure and net
 

lending

(excluding amortization) S/ 
 ... 2,886 ... 7/ o.. 7/ .. 7/ 

(In millicni o s'P4I) 

4. Met foreign assets of the
 
monetary system 
 -29 10 
 -147 -157 
 109
 

1/ The performance criteria and indicative targeta far Sepen~er I;i7 ard Aarch 1)1i
wiTl be set during the reviews mentioned in' the Memorandum.
 
2/ Not a performance criterion.
!I Indicative targets to be revieved and made into performance criteria during therevieva mentioned in the Memorandum. 
The ceilings on net credit to the Governnent will be


reduced in accordance with paragraph 34 of the Memorandum.
 
4/ Contracted or guaranteed by the Government.
51 The specified targets for 1987 vill be r-ised, if necessary, during the fi:st program

reviews
 
6/ Cumulative level for the Ui 
7 Targets to be set durint t A, 



1984-1986
 

Dec. 1983 1693 1431 

Dec. 1984 176S 2715 +6,8 +11,7 +12,7 

Dec. 198S 1987 3091 +12,6 +13,8 +11,0 

June 1986 1795 E972 -18,4 -3,6 NA 

Sept. 1986 1805 2976 +2,2 -1,6 NA 

Dec. 1986 NA NA NA NA I2,9(Esl 

Source: 
Banque Centrale de Tunisie, 
 _
No. 78 (Dec. 1986) Table No. 2. GDP estimate from
audsaletncmiqu-_laz. 



(D million) 

1 Grant
2. Q~.CF :~nv 31.. mn, 3S 30153 135 ... 125 

3. LLLoanz: 

290 320 740 

(Existing credit(bal 1100))(20 lines 

(1986: IBROFrance, Italy($150M), 
(1987: 
IBRO Ind. & Trade(l0 (160)
 
SAL ($150M)) 

SHORTFALL (150)
 

(140)
 
I. ~L"L~an: 

253 
 365 
 330
 
(Existing credit lines
 
SHORTFALL 


(80)
(250)* 

727 
 1005 
 1270
 

•/GOT wants Commercial (D !50M), 
Development Bank (0 lOOM).

!*/Does not tally w/ II code: CCF + SA = SOR 149M in '106, 41Min '87. 



Table 8 

1986: Other Donor Assistance (t M) 1/ 

Donor: Period: Amount: Oum: Terms: 

F.R. Germany 1986 46.4 CM Loan
Italy 	 '85-'87 150.0 
 $ Grant
 

75.0 $ 	 Soft Loan 
75.0 ! 	 Loan

1986 	 100.0 L/C Commodity AID, Ac
 
Sector Soft
France 1986 87.6 FF 
 Project Assistance 
- 40% 2.5% LT 
60% OECD rate LT 

31.1 	 FF B.O.P. Assistance 50%
 
2.5% LT
 
50% OECD rate MT
 

65.5 FF 	 Cereals credits
 
2.5 FF Wneat Gift 

Belgium 1986 
 23.1 TD 	 Tied, 2% LT

Holland 
 8.6 TD Grant

Canada 
 5.0 $ Wheat Loan 

4.5 Grant: scholarships

440.59 
 Loan: LT & unknown
 

68.11 	 Loan: MT 
165.6 Grant
 

* Exclucing EEC 1981-1986 $158.lM (27.3 LT 1%, 42.1 
grant, 88.8 8.875%)
 
in Ecu
France 1986 $32.71- to unblock French assets in FF.
 

I/ A more complete accounting of other donor assistance
available to the GOT during the Structural Adjustment periodwas started by the IBRD at the February 19 Donor's Meeting in

Paris. itshould be available shortly and will include
 exposures cf the AraD funds and banks as well as the bilateral
 
donors.
 



1985: E Iin-iBalgerz
IERO $ 168.7(4/.) 

Italy 
 S2.sM
France (13%)

44.4M 
 (11%) (ivel FIDA, CCE)
FRGermany 30.1M 
 (8%) (KFW)

Algeria 
 20.OM 
 (5%)
BEI 
 18.sM 
 (5%)
ADB 
 18.sM 
 (5%)
 

dii-=at 

Bilateral(%) Total(%)


France 
 12.2 
 33
USA¢ 20
 
aljium 

10.5 28 17

3.8 
 10 
 6
Ttaly 3.4 9
FRGermany 6
1. 7 
 7 
 5
Canada 1.S 4 
 3' 

Japan 
 1.4 4
Other 2
1.2 
 3
 

Source: UNDP
 



Tabln 
 Tunieia: 
 XPeadlture of the Price Stabillzation Fund. 986 1/
 

Volume 
 Unlt cost 
 Unit subsidy 
 Unit .Awetdy
1. dnaers Total suboidIn diners 
 as a shase of In millions 
cost in porctnt of dinrs
 

Soft wheat (intons) 10.000.
Durus wheat (" -) OBra woesing 70,000 134.47 6197 46.1 123.2
630,0o
Dread Processing ( 168.95 80.95) 4300000 47.9procs 201.93 51.0(- 59.07)100,000 
 29.3 2/253.00 3/ 25.428. a / 1..Veget-oble oil 25.8/

Edible oll ix ( ) 100,000 2.520.0 220.06/Acid oil (for soap) (U ) 21,000 530.0 295.0 4/ 

2.3 24/
68.6 
 6.2/


Silk (1000 iters) 
 146,800 
 353.0 
 78.0/

Suar (in tons) 

22.1 11...4/
168,000 
 332.0 
 92.04./
Animal feed 27.7
 

Barley (
Bale ( " - ) 15.5 /
Soyai 210,000 1 ...(25,000 115.57 14.29 _o 

12.4
Soybean mel (" e) 141.60 3.017.60
120,000 12.3
243,33 4.4
43,33 
 17.3
Fertilizer 5.2
 
Aonite 5.2
( ) 120,000
SP (" -) 142,46 65.o
DP (- -) 30,000 45.678.77


90,000 40.0 50.3
10,000 149.73 1.4


242.69 81.0
140.0. 54.1
 

140.0anou 57.7 1. 
See 

see
 

Total "'" .14.1 5/ 

21.3.4 6
 
Sources: 
 Data provided by the -u4a3san authorities (Ministry o1 ?LanaL.t
?L1ac*); and aestimates. . f

A"n n Lwc) a tl6 

/ Including
1/ Including the effect of the depreciation of the dinar.the subsidy on soft vheat,
3/ The latest increase in prices 

u it subidy on bread A,4,untX(August 19t6) rju to aZOT:t A3 per'Tnt.aed 
in the eli±-n 
 o! he au a:,y on pasta&/ Zxcludlng the effect of the price increase 
scheduled for the last quarter of 1986.
 
Of which about D 5 million for school paper end D 5 atIllon for tha repsjaeut of a treasury loi.
 

71D 218.4 million if we exclude the repayment of a treauzy loan.
 

5 
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Table 11 Tunisiat Nonetar7 Survey, 1984-47 

(In Killion@ of dimsrs: end of period) 

2984 1985 1986 1987 
June ,Soot. De Xarch J,,nq De. 

?rojectiLos
 

Monetary system 

Net foreiln assets 289 -51 1201 -30 -150 -17'0 120Central Bank (285) (-51)
(209) (-30) (11) (-150) (-170) (120)Deposit noney banks (4) (-3) (--) C--)" -) (), (-) () 

Domestic credit 3,359 4,036 4,3483.935 4.028 4,334 4,.502 4,714Net credit to the Covt. (451) (554) (598) 
 (508) (635) (606) (666) (6.36)
Credit to the economy (2,908) 
 (3,381) (3,438) (3,520) (3,713) (3.723) (3,63') (4,030)
 

Money plus quasi-money 2,715 3,091 2,976 
 3,032 3,266 3,161 3,222 3.560 
Of which: 

Deposits of CC? (82) (84) (84) (84) (84) (34) (Sb) (34) 

Other items (net) 933 1.045 1.009 
 966 1,093 1,023 1,110 1,274 

Central Bank 

Net foreign assets 285 209 -51 -30 11 -1!0 -170 120
 

Net credit to the Govt. -36 -31 32 
 32 32 32 32 32Credit to the economy 118 140 155 165 175 155170 LIO 
Claims os the deposit 

money banks 688 811 999 904 1,032 1.07 1,211 1,148
 

Currency in circulation 573 633 627 606 653 632 64 712Private sector deposits 1 7 7
7 7 1 7 7 

Other ite (net) 489481 501 458 585 51; 6.32 766 

Deposit money banks 

Net foreign assets 4 -8 - -- -

Net credit to the Ovt. 405 501 482 392 519 4.0 551 563Credit to the economy 2,790 
 3,241 3,283 3,355 3,543 3,3i3 3,656 3,J*5
 
Monetar7 and quasi

monetary deposits 2,059 2,367 
 2,258 2,335 2,522 2,433 2,.37 2,757
 

Credit from Central Bank 688 811 999 904 
 1,032 1,097 1,211 1,114
 

Other item (met) 452 556 508 508 508 503 !08 -08 

,urcees: Central lank of Tunisia, StatitiquesFinanctirs; and data proildad b7 tl-e Tn!aiian 
authorities. 

c07 



Table 1 , TunLLa: Zeal gffectIve Ztchaq ljate ad Releted sort*e 

(!ndices: 1980 0 100) 

teal N1oinal Relative luchanpe ConseumrEffective Ef fectlve Constur late inftchange Zchange Price@ Term 
Price 

of 2ndesrate 1/ 2/ Race 1/ (Local U.S. (Seasonally 
Currencies) Dollars 1/ Adjused) 

Quarturly 

19821 90.7 102.5 96.311 75.397.0 117.3100.1 96.9 
 70.8111 121.397.0 90.5 98.4 65.1IV 126.398.9 
 99.5 
 99.3 
 64.1 130.3 


1983
1 97.0 99.0 97.9 64.211 131.496.0 98.5 97.3 60.6III 133.996.1 99.6 96.5 57.7IV 135.996.6 100.6 95.9 56.7 138.3 

19841 96.7 100.8 95.911 97.2 55.6 141.3100.5 96.7 56.911I 145.196.6 99.8 
 96.8 
 50.7
IT 148.295.9 99.5 96.5 48.1 150.6 


1985 
 96.3 99.8 96.5 45.211 153.896.3 100.2 96.1 47.2III 155.498.4 101.4 97.1IT 50.5 160.393.0 
 96.6 96.2 51.7 1.1.5 

19861 92.3 95.9 96.2 55.2II 163.388.1 90.8 97.1 53.5 166.2 

Monthly 

1985Now. 3/ 92.9 96.4 96.3 51.5Doc. 161.792.8 96.9 95.3 52.7 161.9 

1986JaM. 92.7 96.9 95.7 53.9 162.2Feb. 92.5 96.2 96.1 55.5 16'2.1Watch 91.6 94.7 96.1April 90.2 56.1 .92.8 54.3May 88.4 91.0 
97.1 165.6
97.1 
 54.0
Jun 166.285.7 88.4 96.9 52.2Ju1 82.7 166.685.9 95.3 52.1 163.7Astat 77.2 96.7 49.)79.8 

167.0 

Perentage 

Now. 1985hng. 1986 -16.9 -17.3 0.4 -3.1 3.3 

Sence: Informeion Notice Syste.
 

I/ Increases ma 
appreciation.

T Using s-amonelly adjusted price indices.71 Date of latest coneideratlon by xecuclve 3oard. 

Coensuer 
Price
 

Iedex (Not
 
Seeeonally 
Adjusted)
 

118.7 
120.2 
125.5 
131.0 

132.7 
132.6 
133.1 
139.1 

142.5 
141.8 
147.6 
151.4 

155.0 
153.0
 
159 8
 
162.J 

164.4
 
1$4.7
 

Th.22. 
153.6 

11".
-

1;4.
 

.'...J 
.4.4
 
264.7 
1-4.3 



*PA-15u,(K,. g.71
AIrACHE REPORTC O / S T is ....
.
 aII NOT OFFICIAL ,WA DATA PAGE

~b1.33s
~uzm Z~rtuof Goods sa 
 sewy1cem 

1934 
 1945 
 '1916
 
" mterials a SOUL 652.0
fgrs 530748.9 50

imergy s10 900
products 236.8 3.10 310336.6
oa-food products for conasmption 230 290437.6 
 420 


Total goods (C17) 
440
 

24a1.9 
 2350
Freight and inu1ance 2440

(123.0) (120) 
 (130)


Total goods (Ma) 2353.9 220213-- 221 ----

Tourism 
transport 109.9ad inasuzanc 1.3230.1 U0
Governmental 2S3*wpmnses 

240 
other opez*aos 12.,6 12550.0 125Total services 65 70
43.$ 
 550 
 5S0
Total goods and services 
 2342.3 2730 2330
laports of o.*dA & services,
 
excludinq 3hargy 
 2555.7 
 2470 25.0 

Sources 1986 Reoncaic Budg-t 
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Table 15 a 

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

Prccuct Jan. Fe. !arch April Rest of Year Total 

Earc wheat 49.6 100 75 -- 100 325 

Soft wheat 90.65 100 75 25 300 590 

Soya -- -- 15 -- 86.85 102 
Mize -- 25 25 -- 217.3 267 

Barley -- --... 58.5 59 

Table 15 b 

Historical Liport Levels 

Product 1982 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 c 

Historical and Printed Cereal Production Levels 

Product 1983/84 1984/85 1985/86 1986/87 1987/88 

Hard wheat 534,000 1,069,000 378,000 650,000 700,000 

Soft wneat 127,000 311,000 96,000 200,000 225,000 

Barley 312,000 686,000 1 ,000 300,000 225,000 

E ize N/A N/A 5,000 5,000 5,000 

*/.kl1 figures were obtained from the Cc, Dec, '86 
- February, '87.
 
A poor barley and forage crop in Central Tunisia will increase

barley and maize import requirements.
 



ANNEX D
 

USAID/Tunisla
 

WRICULMRAL SECTOR STRATEdY STATEMNT 

EMMI~VE SMtARY 

M tr iz.s'AP-icd t '"ltecCJ~2y. Sector Strategy St at.. is a cre . ...It details AIDr fiding for tQ dicet uo- tive r"' to the fv '.by - the TmiproJetS and cmlCamd'tY IM=t PrCp8n (CI) ntr Wtivils to be ficed ider aand with local curreny proeeds fr= the cmzyagricltual s=rrlme FL 4cM pWdm De propcsedis fbctwses on agricultura policy aalysis and reformiencies in at use and L 4lemmat io, icr!ovand, all th~s ti efficin erimeter opratios, reformed tr1 creit d"ic h cc al be-.s,
areas, uazh greater private sector paier ticn inasset oanerstup ax! mterpise nmagsrat jrjagriultue. 

After a deca
deteriorated Over 

of study growth ard weccrc aqwmcn inthe last 970s, the .Oil p the driving eccaxic force in the 37, 
six Yers. da~xtirm, a~ = -e of-e Tuaiain ecoormy haswidth the declining price trend pe barrel, ~cort rrdmins have been cut dwrpy. 

has stagnated and, 
recet copi years have deprssd agrilal ProL ivjts duing several 
to Plague the Oxhieate and CMMi 

outpots and agrt -irAsial 7prcticn. ie~cainxlutries; and tourism and am-ts of 
probra-cait=n.e

mti~ad goods wee adversely affectedby the recessi inEwqx, high domer es cots, ard a 4a-i s the cwrrTies of mot trade 
sb3lov . ae.. WeD~i.petitor cmtie ,as ueU as agin.t te U.S. dolLar. 

m ditar vi&-

Oor the Sixth Eca icPlan paicid (181-1986), the Guverr-,to the decelerating rate of gr~t t of Tiia was slow in-LtTIn the ecaxcy. Ccntr-ary to -d±e Plan's mcrecaxc v da-tic demrrate reained high rardx than declining. the invsait
 
Increases and genealize sqdis 

anid damtic ccarxtim emqided rapidly, ELoled L), warp '.F;e anid w
 an food and tke ccmpticn goods.liberal crviit policies, resulted indoible..digit infilatimi rates, D e sm drj.=a =rked *sra- ...re. sctwred cin by
of the balance of jarmts, and an acute 

- of tiaaurwm ac~ ceficit
 
Ing margin. tage of forin e
Die govenait's ovez-all bidget deficit ge as i cs # a7-ts 'y3n m r-rsatpnditures for hihe increased ovr.- the perL-4 raactzi nr~'reu
public invesrnents. 

veges and w2aries; hiw asi±dy PEI)Mts to hcxids a-d p4- mitacp-.s; and 1z&
 

Faced in 1984 with clear evidence of eccradc dteicz atia I1dih ad rot be a ~ cm,alt d --- the (:;n~Tunisia started belatedly to iplet, a p-ge f poL y mthesem sstms imroved a air d.-at . a eresolved. the lzmitate situatim, div wuidrly ±g ti e 
* ' 

4-nzAt the srtn of 1M, thefore, aLrder ccidi=L.r wax6,, re,"X., to bethe govare faeda tee major ewcmdc cf a res~i.v PwvIrw. b.- -1 ix'rproblsie, cne imwdiate and -: 7nli-,tw rr-aCa k wPrbe -, the h±i and pmmsstent deficit in Ze iAste
cmitent aid rapid increase In &ie cotitry Is foreg 

the baLance cf psy--mts accx-. Md halJs led to a cajdebt.the prcgressive Die tw later term, but ci7Idecline in net hylrcarbui apor-ts, reizrig. the rapid 
IUT~ proble-:s are

revvijm raid Import sAiistituticn,, as well as dern of d &-sm- of m-rxrtthe highm s-d grmewng uwarloymt aiddanger of ai evn warse z-ates - and t:hetrend given the high rate of grcwth in th e xzji'- y actve Ipop±!a1 at aoeral wxe c~ growth. t=.ofr w 

In fmmlating its present eccu adjus e st~t~or sector foam cmild the vrrint realimd diet ro sizle policy instrrtdeal effectively
Ianaxed and ftased 

with all t!Zif hs rolia~sW-kage of Integrated policy msw~ 
~±a !s :eeoped a carefulIlyvtc th 
 Dad the 22FWhiich it expets to inpleit over the reauirnder of this 

hee ar~ed to s~poz-t andd~.This
Uuiee iuJercmmideratia. caprw-adve plicy pkage is liesed ci7hes are: 

1. A ret=~ to an eport-driven grcuth strategy; 
2. A =jar lepromt in the effic.4emy of rewmu use uid alocation; &aId 



3. A reamantationn of eccximc develop t tad njd =re labor- e,.mve tefrolgies.
Implawtati o cf dds overall M cardc reform proga - as detailed in Section II ofreTdze m iq vemrts in peforf .e for the d 

the Statemct - will 
governmn, the DF,an esectrs of t ea 

-ciltue. Me tl* Isnes of grrt.h" ov. 
y, =rectly Labeled by thethe rxt de - I i,-.- tcuzim, and 

Like my odx m'ddle-incame countries, Tunsia hes eculture in its ecncy over 
ed a relativedeclein eofagrithe psr three decades.
histrically dsable Part of tms relative storal decineand e-l-dcctreted cm be attrihed to thetendency of developing ecamies to mvedepe! nce on agirculal VI away frm an ove ... ly-ct.. 
 for W=-=: goWth.ively reant and Me secaxd fawtor in TunLisia'spectwauar rise in the contriut,- case has b the relatm of oter stors, .efl.y

a thrd is t...ing to the C P fires. And -eroeun,, and mufaturthe atual declir in the -erfar e of the sec: itseIf inthe last 

1kafcrt'iateiY, JLt1he relative izzq 
as CDP figures dh-nge in respcnsetance of any ar to differmntial accalmedsector alan th

is the M"=t d es as otr sec'z-ral growth rates der-I -e 
in setors ovEr t:Lmein dch Tumisia finds itse-.f ard/or stzl7ate. Thisat the zxnt, with- . the drp declane Ju-the pe-lem sector,• nal iqrov t in touwi, ai lxorasi di.ffimati in .as.. 
 that sectr as to frahighly protected movepat to a mom eq omxrte fture. Qie sscqe. 

a 
aiaiturzal sector Perfozrnce is xrw an 

of t-se recant === dwrges is dtircreasgly vitalsetor potenial elment :!n overall eccicicrevolves arond Poisib]-ities Fo4th in Tunisa. Mrefor food =Pmt mbstitutki,camoxdities, gradh ia aqnrts of agriittialand kxmsed damstic eployi:-r 
Mv reduced groth over the past decade in U~agicul±e etrhsr~ztdI .. enhas placed an inreasng stra=an 

f~ p .dd 
pace with the ccity 's helarr~e of perws D~ mireI demd geAerated by a c=ibtatio of rapid popi~atin zmw,,,, 

food pr-dti has FailIed to kespdamstic caiu mrice subsidies. a Hi: rmt of , r-iiatir., a-The ready ailabilty of c;_p food i -.coutries, has dive-ted atta-ftim 
z, odi by -,isia a.r, theecprtin 5h 

about 3.8 percat per fzm the 'underi3/n sectaral ;=Ues.anmi over the period 1977 to k65 and FCCzd ir --s heve- irzyr-se bydeclinbd over the last decade - i.e. for C s 
t1w rate of sel--fi-nv for keL f:td ita-s tasf3 75 to 50 percit. , t1964. If premt cpt acre tm dLZ d f 1--trends ue to caitime uimchcai, m-cat ;nJecti-rs bi Z7:1P 

toTuisa would have a ceral deficit of alzst 1.3 Jllicn tas iia= t.c b'&a r .CCO)r-,a alc de.1t o abou .3O},CO tc peryear, and a met deficit of atou 200,C000 tons per year.
Aptcultural eqrcs, prin pall'y oli'm aI, dates, cis, "wi l-, I-ae a'a srcaatl.d ich Le rest-. tthe prtmrai of simtor irqozts camveda at"

As a result, by setor crt= i-as E-1"$ fran 31 pnthector has awcoumted for a rsing d,..e af the o,all tad 1975 to 49 ;e-.ct In E'O.pecm in195. Based deft - fr 5 pcart in 1976 to 2 
about 185 ,.dinars 

n crmt trwds, witih.t policy ccrrsctim, the i .ltral. per year, ;uld tra-.e dficit, amntly at,c rise to abo, 55 citLim"i dinars Pend of the centry. This wmal (at I"r ,,., terms) by thepret very difftalt problsm for t..7'j....e.c.y rim -tamiim, and amzxTuring sectors if ta petrolu t,
staL wid~ tw perorm atai:n, lv-ever, the projected agricultural. situatich wotu 

tg24 ls. Giv'e tmei callecti. c!ml-r-e an-d/orhe cearly isunstxa=r b iritseffectively wreck oblities for tle scess of the giovm- t's o-zaL eec=a=c st-tev. 
=:.La-=n a 

On the other hOW, Tiisia's agricultural potential isfar fran beiN fully .mrlizd.for yield improvemmu The Lvels of inputs usedcould be imceased substantially--.-ially, e 2n =pre s~L sir~edaesw rainfall "eeds-350 nrifdass.dpd introdm of iZnsi IL'mtm, =Jor *vdxtivityvee farn- teci qm - p ic.larly !rpmerts ere arttamble thrti.a. ad , Increased useIcrtso ofmore 2*8aiveimneputon of co and 
croppvg petterns, ixnluI pal and, in s.= ar-ive-stoc],en -rri-tedIn the and for certain fam sizes,areas,Irm anid certainly prod 

±1. there is also conAerable .ope fcr yieldtIon gro'h through greater in fte onrici the eistq p rumte.-s ar othe r
 



iii.
 
sites. Cxoppirg iTZIaSity in the areas already fully mg'4ed 
 ith Iido icnfrasstrfliwimng averages ally. pecn d~kih public4 m2e it could -a.ly be in mcsagFElte imut of such Mues of 1W0 M,., . N-w the next decde, thecould re~reset the ecrvalalt 'Of a dcuhujxl of th4ahevui in their p t hitgaly Inefficient =tt rie~prato reitly irrited _5~sila r pr arI _t
arable lwan s e. IzPc=MPreto W t-M =5pw fte 

M* Pae Of adewuait of d=i agricjlturaj potial is tieAffected In to the seat utdchdesmitial a taitscan beand sectaral policies.
devkazit.Overaued emhange rates, 

Past recozc liishvehteaicl lstrsszdxidized cosm food costs, lowiFzD~uced food (other than farz!~e Xices for da~.cl~y_ 
hmd it 

careals), restrictions oo i=Ports of agicullzzal inp=t, and de mw~ally heavy p'-I)hi
-veiing in all sector atIvities; have all 
 hixdr prcgrm. In rerrFverT!Hnt has rmemly formilated an exteisive sector reform Prgr 
tjt of euhis situatict, the

and rard the IERD dtatad &4-9tfLrzx:.r! fran the IDf'r- irWL %Jsfinalie in Septm lgff aWi forWil the tasis for d-ethe Seventh Eccric Plan (1987-1991). CaISistsit with the cbec'.ies of irrovi 
gictz-al setiorzs of 

ion I alleviatir% the h4zden ai the taLmce cf pw,,,its sitt-atsovernmnt hxdgetary resoures, the adj- itw ~effici-y and wacmy in th ~ er~ o=irreased p-odxtia of agicultural ccmdltiesfood impm-ts and lead to ix=resir ecpmrts aid h th 
Ths can suitut±e for =rmrwerw role of 2.ivat ernv gozczt~ camrcay-vable setor suport services. 7he adjiusnt prc~1il~seiz~i C a mtof

iditifed oriats over a hive year period and mm to WAie.es itz objet~ves by: 
1. 4mrving t-he prizes and incentives frmmm~k so that Frie and formior linked are ~-2~dereq.2atedto wld frarket prices andi rrentives &,e mae mce effecti4ve.within reaswbk tim 'flts eiff=r imvo'-es adie-d,frazas, of aJigrxt of prvdixarinUv subsdies. 2 e actions are aeed 

;Ics -with wcr4 mrvke-t ;ricas ami immat.~moto r3%at in 1-etter Lz s,-lv r4e-c cse orzs oflivestckc Prodi act-i-tis for uichd Twdisia has a xedm-t-=m ~ ad-,ma~e.v 
2. Rorier the public invmsts, and eferit-L gtrm tc',erds !c, crs, It'h 7i-ity, ;-nckm=projects and prc with low.er hx!getary denrtis, 'tile 3investments; and intmiing a 3rt'-s -Zitnei f aai rs"cre"Pmgram ihin the Svth-Ercx- n to safigla-d cai c-tikey pi ow a zzt e.
3. Strengthirg tasic services in s4tpur.t of falmns, 4wite.'s r'COM~r-ziqllyib1, 3 ---zes '~thareand greatlvr irproV&g C4:St revz .1 tue 
4. Thi1ding ute -wtcr perfo~r rx 1 t - q an4 poi &f t ,us-7 ef 1a~zcu. 
5. 1nqzoving [zDoctz~vity of .12w use ax! =nem of L- cct-j'is Ccrs a iir srz'. wYs~s.
 
FLu details of ttas adpusit pzrogran can be ffcm4 
 in SqECticn IT of the' ESat-,se, 
7he USA'DtrL1s agicuilt-al sector progrm activid~es , as Presetedselected after cecin in Section IVof the Statea-t, efour separate sets of criteria. The-y a: 
1. 'fle activity 'cild directly supzr the agmia1=21 ecor a a,tL aMd-qeint-- he ,Dral

adjus~nmt ]ai and the Seventh Econanic PLan "cor-e" acl-x-.11m ;cgm~. 

2.~~~ nost~ ~ ~ hesi tvt~ ~ ~~cL~f ~~tiaa 41 baEed L'-Seti mUIV.2., -pg IS.- - - -. .. -'. .... &' .' .* .' 
i AID p~olicy gide~me a- cx zaints-D 

I. 7e mnwgeem rquirenents for the activity are ccparible with LSUfl/Tnis Persal caailties and kx6srengths of Ameica, agicultural exeitase. 



iv.
4. le activity dirertI adiesse I&--rt-i-s V -ficP011,7y r-frm agenda in apig ltw-al import substatut

aWr w"=ic policy analysis and Imple-ati - ee- Sti IVA4., prge 17. 
0" agricultural stor prcgra thereore, Car== of the follminx projets and weral actiities to beiwed with thxe prceeds of the CEditY Iapcrt Propr~ (CI) and/or the PL 4M prorw. 
1. 7he Agricultural PoliCy IMlenntati Projet (APIP)
 

LEAID/tris =xdders this project to be the keystari 
 of its aricultural pWgrm ove thesuch, the project desirt, mdium-term. Aswich started in September 186 with AID/ aistare, has beeneed- within the sector adjustrmt progrw. 7he project's aml 
fully rs~pcrsve to the

objetives are: 
a. To provide the governt, thrt

the imRmts of 
the Mnisty of Agr-c.lte, with detailed end qutiatime aralyses of.T~t ed proposed ag icultzal policies on stor efficiecy and pblic fimxes. 

b. To &n*Icp frum die analyses, detaii ledie1taticnlareforms and impxtirN the sector adjuset p 
for f -t Jrg the anti ciated policy 

c" TO bid up the institutional Capacity in the Mnisty of Agriculue to cmdxxm ad breesjrh aalyses and sectr plMMir ov the scpe ofthe Seeith Plan period. 
d. To furth strengtve the b]kage bet, GOT policy fuzilatcrs and dec:ion-krthe traforatiM themby erfatcing theof Policy =taie into implented policy reforms. 

2. The Irrigtion Btasificatign and Waterager ez Project 

perfoManice.We Frxse to demLg this project 3n umd-l9872* s6sectr to ast the gverL i ~ir.ris cearly fut=nna at nxh less hmi r i pw- q iai su--toan cpe.Il rate ofthat very m.gifi= inceses in Pztd tfciay ard ue believe.VitY can be ohieved over the ifodit-tem oU-tm- c=abe mounted qickly to reform adst qeai Ua.. po ean ax a..,,.s xmi of the mcsdng perete s. 
ge ,tr m- i the 

made F,.er, .-- e -L d...,substantial in 
be S.. the - has aL drae.esstydisinict 3dvantage of wkir% large

,,,,
Pins 

the -, 
3n opati!'al 

-ts irriti 
wi.c-±s "x 

"n,
prcdu.cti

a . a kize at ths,"r"OLn. s thewith a==us up-frcnt invesmets cos for ir"Erastzi-e. Firally, i.e 
'-itut hevingi a -roject sai1--

Wetev. =-at t!=shighest potential fr SIificand sls bot.h Lbex stable Incrasepotent:Ia in food prai- in I di ic~liUS 3n =A~ r " rapidly to tl~ &,,e a 
- 4 th %.est c~ iti .i thlIavir bee the major recipia=t of public =mvstment, assista 

sea adk prtgr..
chevy InterVention by gO~vmmet zreragers, tl~farars oni 

in s'-L ±i- eatwardx ct.Ie fr r prices, a-rdtidr present aeitses to irrted La-rd will Iave to0 k.eadapt to r eonam= xctns.ve .adjissts inalriedy prodces a verY 
prize, meaetirg and PaLicy sigrals.osiderable proportin of Tausia's a=I.c.ltL, 

Given that the su%-,t= r 
vue and export cops - facilitatia pdtx - and pextirulaly of its dghof tis sub-ecto r-form is eairal to th- su asaljustmrnt ogr ard the 

of th- overall secrorsovernm t's maroeccroc strate-. 
Our project wxld be desigred to dovetail with the acititvines urtaIMMromnt Project with the foU.ing 

in the ID's Irrigation l-_a.genmto rieitatur-s: 

a. To provide 1zfmicral ecpetiee In;4rov4M t x t~aicent cops unide irrigation. This assistance would 
effiiades of an-arm iete mm for differbe available to fanars in both private and public 

b. To pv4* cprtiw in the testirg and evluaticn of aleraritve irri .ticn Mth: -C"ortheir applIcabil

http:xctns.ve


V. 

ity to Tunrisin tec-dcal, ecmdc and sixal cc :ticns. 
c. 	To assist L f i--te trfifer of pibul permeters to private ac sdp/mmiaget as 	part of theso I21t's !alcy cf d-estin it-sef of these entities. 
d. 	 To fcstr grete pwtici of te private stor in sqpplyjrg agricultuJfarmes 	 Irpsts and services forn iriged Pretem and in rzazetj agrzicgal prdaLe from these areas. 
e. 	To tram Tunsians in dw mxxcic d socio-a tn al aspects of m irripdct pertetes uLEdrcanditiais of Miicant private participato in opratas and maint-mnceccqratives, and 	 user asscciatic z,i types of rgsmizatian.
 

Finally, ue ocale 
c = xy proceeds uid- t-he CIP and PL 4M prom (Sections 106 and 10) bng usedLn prt in sort of ta fo/k g-ricul=ml'sector activities: 

I.Imal c2,ir-y s--,w= for the APIP to be used: 
a. To 	 i-pezent pilot recm activities e= -atngfrm policy st ies and dhereby providing the basis for the
evenal adoptn of tested poliy refacr. 

b. 	 To execate studes "d rrseah ar:ivities; and 
c. 	To fird taTamy w-rmxc policy aralysis staff ndsial opm.nisme 	 a me q forA&-njltre's 	 of.gricul=tal -mannirg,Statistics, and Eca c Azsa Divisian (AE) the life ofove
the project. 

2. 	 Lccal cxrrey szp-ort for thSe Irpitin Btamftcttion an W t Project in 1n8 ed ynd for 
necessa.-I Ical ccsts of staff support, opearaz expf-.ses, and pot activities to ircrease private sectortMM in peit- mng-ntve 	 arA service support. 

3. 	 An agricata-l brane facility t1hm tI1 cmmr-i.al hcing systam with Ice widcs for: 
a. 	Agricultzal c-edit stW= proga for diret pSOdL and Miimn-tem tu.pmt/f.ility lcc-s toprivate sevice cxperatives and farmrs; 
b. 	 Widedng the rizate dis-i~hion systsm for agrlIcu=z-l ipn

cides, aid cetiied seed - thr 
s - i.e. fer'ti± s, pscides, hErbicredit fcr intr -s.ply centz-s, inventry stocks,for irnp distributitn/cU±t service cperaticns.	 

and rolling s-ock 

c. 	Pritixn Tmisan agricultural xrrts 'for cperatir-al and Ies cedit to Lx-zs dIiing in grading,
peckng, p rw "d/cr sipping ecprt cwodities. 

4. 	 AFL 480 Secticn 416 progr "safety net" Pr-ogm to assist the G r in retari cxzum food assdstr tot~hose Mcst adversely affect ed mitrituia.y by the cc ai adj mtsmt prcpw. 

http:cmmr-i.al


ANNEX E
 

The main elements of the sector adjustment program were developed

by the GOT in collaboration with the IBRD in
1986. late 1985 and early
The program was finalized and approved in September 1986

and forms the basis for the agricultural sections of the Seventh
Plan (1967-1991). Consistent with the objectives of improving the
balance of payments situation an clleviating the burden on 
GOT
budgetary resources. The adjustment program promotes greater
efficiency and economy in the increased production of agricultural
products. 
These can substitute for increasing food imports and
lead to increasing exports and enhancing the role of the priva'te
sector in the provision of commercially-viable sector support
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. Improvino the prices and 
incentives framework 
so that
prices and formation mechanisms are 
further deregulated or linked
 
to world marLet prices and incentives made more effective. This
effort involves achievement, within a 
reasonable time frame, of
alignment of producer prices with world market prices and
elimination of input subsidies. 
These actions are expect-d t.-result in better farmer supply response for those crops and
livestock production activities for which Tunisia has a m-
dium
term - comparative advantage.
 

b. Reorienting the public 
investment a-j expenditure

program towards 
low cost, high priority? quic.C maturing proje-tS
and programs with lower budgetary demands, while asauring adequat;_

funding for maintenance of past investmentS.
 

c. Strengthening basic service= in sup=ort of farmers,while privatizing those government services which 
are comnmerciAlly

viable, and greatly improving cost recovery in the cthers.
 

d. Building up the sector 
performance n,:rTtorinc alpolicy analysis capabilities of the Ministry cf A'r. 
ultu,-..
e. 
 Improving productivity of l_--
 use a-d  -

the country's forest and fisheries re:cur,-=
 

Z-. Tre Pri:es and Ince=7tivEs A. - tti.-r.ir :,t 
A] thc,..t zr; e=ti_=te-1 7 p-,'c:ent of d:m=-tc- 1cJu tC--,=_ 

JU t 

prooucticr, is now sCild freely under, dzmestic n,aret conditions 

c(
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and/or exported, these markets are heavily influenced by
government policies in the control of the eAchange rate, tradepractices, and input/output prices and subsidies. 
 Past policies
in these areas have generally not favored efficient agriculturalproduction 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 themselvez are systematically subsidized in 
their countries of origin.
Moreover, in order to achieve low consumer prices for food without
fiscal burdens for the GOT, these commodity imports have been
allowed to enter Tunisia free of tariffs.
production in By contrast, industrialthe country has been protected against the exchange
rate overvaluation by high tariffs and quantitative restrictions. 
Production of cereals has been discouraged by controls on consumer
prices and establishment of administered producers prices, which
are often out of alignment with world prices (even at the officialexchange rate). 
 Inaddition, producer price manipulations have
introduced unnece-sary market distortions between commoditieswithin the sectoi as, for example, the pricing of durum wheat forwhich Tunisia has a distinct comparative advantage near the samelevel 
of bread wheat, despite of 30 to 40 
percent premium for
durum wheat on 
world markets. 
 Further, by narrowing the margin to
the processing industries, consumer price controls on milk andbeef have moved these industries to prefer imports 
to proce=sins
 
local production.
 

Through input subsidies on irrigation water, animalfertilizer and other inputs as 
feed,

well as investments, ths GOT ha=tried to 
offset the adverse effects of its output price pclicoe--,
but the sector remains seriously taxed 
on a net basis and finds
itself heavily encumbered by 
a whole series of inefficient andcostly government subsidy schemes. 
 Best available estimates ;I
present show effective protection levels of 5 toabout 25- pe-enrtfor agriculture, as opposed to 75 percent for industr . Thisarray of iradequate incentives for investments in tne agricul t-ralsector shoW u= in the failure 
to attract sufficient private
investment in sectorthe under the Sixth Plan (31 pe-zent ve--uPlr proj..tioncs of 50 percent) and in the need for the govermentt- partic:=at= 
entire rare 

directly in sector investments, subs=Ct= 7 7of private in-'estments, and absorb the ef c es.le-es fr4 wh,±hle cimberwtMn system. 

s-z.tsubs e- have ilso n ris-- to furthe-' m---,di-tortions -d uneq-, l re z t e incen7tive- fc. f r- z2,-d _..anc produrtio-: syster. R.1infed crops, like cereals anc Cjlive=Ishow a relati-e underprotection compared to irrioated crops, Whilefe-d cor.certrz-te-based livestock production is over pr-Dtecte.compared tc nr feId forage sy:-,te- for whimh the lc-c-.1 condit:c.-,.

i 
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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 which again has a
distinct comparative advantage, has suffered from an official

producer price which was 20 percent below world prices in 
19E5.
Fertilizer and seed subsidies have enable cereal producers to
benefit from their use, but, because they have only been available

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
accessible rainfed areas do not 

less
 
yet have assured access 
to modern
 

inputs.
 

Government input subsidy policies also continue to weigh heavily

on public resources. 
The Caisse Geierale de Compensation, the
principal GOT agency adninisterino 
the subsidy programs, paid out

16.S dinars 
($ 22.8 million at official exchange rates) 
in
fertilizer subsidies and 20.1 million dinars (F 27.8 million) 
in
animal feed subsidies alone in 
198S. Subsidies on irrigation
water, affecting less than 5 percent of the arable land, 
are

estimated at 23.0 million dinars 
($ 32.0 millicn) annually,
consisting of about 2/3 capital and 
1/3 operatinc and maintenance
subsidies. 
Subsidies to consumers for food products in 
19E6 are
expected to be abnut 2S0 million dinars 
(S 345 million), about 2/3
of this for dururm and bread wheats. To reduce the high fiscal
cost and improve the effectiveness of its pricins policies, the
GOT has already taken 
some 
important adjustment steps, includino
raising producer prices for cereals and milk faster than 
che rateof inflation, instituting a price premium for durum wheat 
comaeed
to bread wheat, introducing a consumer 
price inrease for fresh
as opposed to reconstituted milk, reducing input subsidies, 

-) 

increasing irrigation water charges, and increasing consumer
prices for beef by about 20 
percent. More recertly, the
government has developed a ten 
year program for the full 
reccvery

of operatir and maintenance costs of irrigatic7 water.
 

While these 
initial actions are encouraging and iricative of teGOT's will tc imclement reforms, much more remaj-.s to bs done.Specific ares-- for further action the re:l,m -. :e , in 

incentives a-justm.nt are: 

(1i D=.._o-. et, and implementatior, o' =r EiFi -t ,pr. du.-r p,- -_- stra . wh-ich gives i rce ti,._. '
 p'c.ductior, c,7 crop- for which TLuri=j. h.ar c-z-a t and which leads anto improverent in the sector trade bala-:(taking into account world market price trends, mcvement inexchange rate-, theand trade policies of major com, etitinexporters). The stratev will involve r.':.- =r.ce
 

http:a-justm.nt


-4

liberalization for those commodities where government subsidy

intervention is not essential and improvement in the system of
administrative pricing for essential commodities. 
Immediate
steps will 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 for the period of the Seventh Plan. 
 Market liberalization
will be accompanied by measures to protect against temporaryexport 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 determination of 
administered prices in 
the cases of cereals.
 

(2) Ir..lementation of a program for the phase-out of inputsubsidies 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 measure 
will be aimed at shifting
protectionist patterns within the sector in favor of efficient
rainfed production systems. The oftiming specific subsidyreductions will be 
 coordinated with adjustments in 
output prices

and other macroeconomic variables 
- i.e. exchange rates andindustrial tariffs so to- as gradually reduce the differencs inrelative incentives within agriculture and between the sector and

other sectors, particularly industry. 

(3) Development and implementation of an 
effective
strategy for the promotion of sector exports to 
achieve a gr-".rate of 4 percent over the Seventh Plan period, in line with thpemphasis in the macroeconomic adjustment prcgram theon
development of exports in general. This strategy would include
commodity and market-specific measures 
to diversify exports of
traditional and crops,new given tne limitations of qrcwth in theEEC market. This alsowould involve the systematic efaluat:_ cincentives, removal of administrative bottlenecks, refocus=inc

research and develcp,ment efforts, 

of
 
and a revieu. of the role cf

parastatals in market development. 

b. The Rationalization of Public Expenditurs Init--


During the 1S70s, 
the allocation of public, 
as well as piri.=e,re=ou-:.csE ir agriculture was decl.inir.. as ct:-. CtCF.r.,
;articu!E yr.petroleum and tcurisr. :-inc1e-. T e r s P:.r zThe expen'ri..e .caEttern within the se--tor z s hicg;]y cias "int_-;iv=_Y s- = ofocin w, on ,
cultivat i cr t -ro-,_.2h irri g tior, deve . :m;rt c- .msr e-- .of . The in ree-tz l capital ouput r.a': i.n theE 5sCtc- 11Fmuch hih:er than in manufacturing. Since ESOU -S w E,plentiful, public expenditures carried the burder, of most ne,-;inve_=tments; in fact? the share of p-ivate investment in thEsector de-:lj d frcui 38 percent in lC10 tc: 31 pe7::ent n 1 q-

Ck)
 

http:ro-,_.2h


compared to a Sixth Plan projection of SO 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
percent of the total during this same period. 

18
 
Meanwhile, the


allocations of available resources made tc agricultural research,extension services, and conservation of natural 
resources were
 
reduced.
 

Recent adverse developments in external markets indicate that the 
resource base for public expendit-ures under the Seventh Plan willbe seriously constrained. Even the Plan thein Sixth period,
actual expenditures in the sector will only be about 90 percent ofthe original allocations, and the proportion of the sector 
in the

total, about 16 
percent, compared to original expectations of 19

percent. The GOT's sector adjustment program involvesimplementation of an 
investment strategy which re:oqnizes the
 
overall constrai'nts on budgetary resources as well 
as taking into
account the 
increasing importance of agricultural development in
the post-petroleum thatera Tunisia is now entering. This
translates into ensuring that all 
investment activities in the
 
sector are consistent with sectoral and subsectoral investmentstrategies and 
rigorous project selection criteria. Within a
sectoral planning figure of 22 percent of total Seventh Plan

investments, the sector expenditure 
strategy would focus on

increased efficiency 
in the use of resources by maximizing return=on past investments; promotion cereals,of meat, milk, fish andforestry 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 investmert
incentives: and privatization of commercially viable secto
support activities.
 

Sub-sector expenditure priorities consistent thiswith stratesy 
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 ado:ted: 

(1) In irrigatir,, the objectives will be to fi.nish
downstream ir've-tments in onoing projects -,fien cormp1et4or. c4, areevaluat:-.-f thara ia. lit ; to f:Cr,=- 3 t.. 4atnma ir.tenance i-, the exi St ing procJe-ts; a n t: PtI ,i rimprove -. 

-?-. ._- tiora. effi ie-,,ci - at bcth the re-:.-r. 
field level.

( I -r,ve -tc,,-k , e~mz-h.-:, - i , i I ] t-,e ,- r r_1:c .''E m .
private seztor investment in services ard pro"u-ton; imp risupport sarvices in cross-breedirs to improve the gene'tr qual ity
of the iccal herd; strengthening livestock rese-rTuh extensionancservice-: a-d achie,,ino better cost recovery in animal he,] th and 

V ec~(NIT, 



and pr7rit r!saari x~erg~rpc

*erc neren.fed 
 exeni
assocb~,i t ~oin e t , 9, maon~ r 'ain e ric'opeiga ets.
 
(4~)and frit redvlo et h
iIn~iyet. 


in vetmieqsuj be" ir~eleain 
ivetnsi
rse
.''aAvlprior & 
~4ores~sbac~ i ,tor7dxpor, o e cei g g ivat 

fe"'o ags'ra fin cc c infor.tetx.ree d totd 
 ac
 

s on -'rent nas p i oe ts--_ 

,~~ toimpnhn re cdt e rUive es, uk~ a 
bje tiIrs fiwir
i 1'1eebeY4.I' nnt cpct
 

.,,roo 
 11veiatr o vne fe"nrtqb irgntere2t iF re a s
9' exiti ba -i t o tin -s k p u do'61rmot 
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c. 	The Strengthening of Agricultural Support Services
 
Initiative
 

Despite the sizeable expenditures made in 
the 	past on 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,

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 executina priority
agricultural research, and research 
institutes have suffered frm
high 
turnover of trained and experienced personnel 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 -eak
 
by most observers.
 

There have been serious problems with a whole gamut of other
government-sponsored agricultural services. 
Farm machinery

services have tuffered from the recent monopoly of the

locally-manufactured Mateur tractor which has led to poor
after-sales service, and from the presence of the public 
sa=r
 
tractor hire agency, SONAM, in many areas and 
types of serviCs=
which has tended to dis-ourage private sector 
initiative and
investment. 
Farmers, Particularly in 
less accessible ralnfe:
cropping areas, do not have assured ac-ces. 
to fertilizer=s and
seeds because of the predominance of the government para-tat1,

Office des Cereales, which by its policies has tended to
discourage private sector participation 
in input distributio-.
This parastatal doe- reasonably good job of sin-.ing
a 
 the
farmers and those close to 	

l 
its 	regional sale centers. Hc,-e.


low 	and controlled margins for priva.-te traders, and 
a priciformula wizh leaves 
PotEntial private sector 
-,

dis.af artage, affects th afail 	 of nut-nilitv to ml--1-
rne, -,m-=aI faTrr. r,.S I -,mn ,rainfe,d ar- s. 
E 'en thc:u- tre tot l v .u,e of a n:ricu]tu -, cr -::t h. -.- --- over 5QC e- a--t-. s ir-e IS',c and rot s.l fa "mer.S Cl.-:o7 S Cgranted credit, only 10 to 20 percent of Tunisian farr,'ers re-_.iZ-
short-term institut-ional credit,
medium-t,--,, investment 	

and 85 percent of the pro,.ztiv;_7credit is dependent on the budgetar =external resources of the gcovernment. Aithouh the overall .a

(~
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recovery rate 70is percent, the recovery rate underpreferential agricultural the
loan fund, FOSDA,all for the 95 Percent offarmers classified as "small- or medium-farmers", is less50 percent making large annual 

than 
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 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. 
Cogni=ant of the
need to reform agricultural 
research and extens:on services and
programs related to farm mechanization, the governmentcommissioned master plan studies 
in these areas with funding from
the IBRD. 

the 

These master plans have been completed and will formbasis for key policy decisions Somein the near-term.features cf the IBRD's "Training and Visit"also being tried extension system areon the pilot basis in 
four gbvernorates under 
the
IBRD-financed Northwest Agricultural ProductionFertilizer resale margins for the private sector 
Project. 
have been
increased in 
the past two 
years and other actions have been taken
as first steps for increasing competition in the agriculturalinput distribution system. 
 Interest rates for acricultural loans,
including those for the preferential agricultural loan funds(FOSDA and FOSEP) have been raised 
to levels which are now mcstly
positive, at about 1 Percent over the rate of inflation. These
increases, however, still do not provide sufficient incentives tofinancial institutions. Financial institutions have made little
effort to actively seek out 
farmers for 
lending candfidates. expandagricultural lending for other clients, or raise additionaldeposits and toapply these agricultural lending. 

The government, under the sector adjustment pros-am, intend_ totake the following actionE in the area of agriclzltural support
services:
 

(1) For agricultural research, a forme review cf t-erecently completed master plan will
five-year propra-
lead to the adoption of a
to strengthen the research ret''rk, includi=or.i=2t-- and networ Lresea-oh pnro. ar,i.J re-trucIur n1-, de iniar, ".--. orcC T wTha.Fi.r,. .=,,tiors t: imprcve t . 2 r-:. 

of re-ercrer st.f 
st u-, 

and detm-.ninati,=,n of lon--r t-rm rt,.--t 
rese --ih .'r - iti ,. 

(E) For a7ricut-rl eytension, a or,-n." rev':.a cf -=.parallel raster plan for agricultural extensJ-,leading to acoption of a restructured 
,will be corc -ct-d 

program t_ establish a"Training and Visit" unified e.tensicr system -ticnwide durinothe Seventh 
,,- , 
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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 theland is leased. 
 Present land lease legislation provides for only
short-term leases of one 
to three years, and needs strengthening
in relaticn 
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 makingefforts to improve the management of other areaspreparaticn of through theintegrated development plans supported by credit 
facilities. 

ThE government's sector adjustment program envisages the
continuation of the transfer of collective lands privateparties and to
other efforts to improveestablishment their management and theof a legislative framework which encourages
consolidation in rainfed areas. This 

land 
would involve the extensionof the current land consolidation 
legislation in
to irrigated areasrainfed areas after suitable modifications, as well asreorganization of the role of the government agencies involvedland regulation to achieve this task without ma ,or personnel 

in 
expansion. Land titling, and while this is pending, issuance ofcertificates of possession,
actions such as 

is being accelerated. Necessaryaerial photography, improved mapping,
speed up the National Cadastre will also be taken. 
etc. tc
 

Measures to
increase security tenureof including providins for lonoer leases- i.e. 6 to 9 years - would be established by new legislation andimplemented. 

The nation's forestry resource remains underdevelopd.
potential is unexploited and its surface area 

Its
 
is probably
regression primarily as result 

ir 
of overrazinc andcutting of trees for fuel. 

a 
A 

illeal 
new forest inventzryrequired to identify forest losses will be

accurately,
easily amcunt or two 

but they couldto one percent (9,000 to I=,000 hectarr ,year. 
 The sector adjustment Pros-ram
available for 

aims tc in:rease re-o,:forest development 
and protection by brin=iinc
expenditures more closely into line with producti-cn P tentiato safeaurd thd anfon est while incneain.c grod"it-selection rese Teration areas 
ior b',-. r.fon more effectiv= mna~c,-en.
modest investmer-:t equiernnZ, trainir.c, adin '.riat---p,'tic-l] co.:.double Pre=*nt "'zod
proccuL40,
the a ,ver- MrC-7t is PT=-r-.2. in a major 

J. . r-
f-re -in, . r :- 7wi th the a - . t .. e o f F AO'.'. 

Fishery rescurces are nearly fully exploited as far as high va.luedemnersa! spe-ies are concerned.
pel;ic The present exploitatio, of s-m_11bh.uF,ish. however, onlyis at about 30 percent of it
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To : Regional Environmental Officer, S. Lintner
 

Thru : Mission Environmental Officer, M. l..rn
 s
 
From : Mission Director, C.F. Weden
 

Subject: 
 TEE Negative Determination for FY 07 CIP (664-I0-602', 

PT'-r arr : For the FY 15e7 Commodity in-ort Program, a 
determination must be mats on 
0.-ather 
an initial
environment.al examination i0 raquired.
 

Discussion: 
 Based on 
the terms of Sectir 
06.2 (c)(i), whtch 
state "The action does not have an effect on
natural theor physical envircnmmnt". 
 The FY 1-P7 CIOshould be granted 
a nesative dets-'mination.
the CP, r Un.erbalance of payment. support will be prcyidedin the form of foreign e: - fnnfor th, ,,.rchs-- ofsoya. Soya, 
in the form of Pvl~ets, will be imported
to Tunisia from the U.S. 
as a ccnpcnent in nrim,&
feeds. The animal feed - are 
used for poultry .qd
dairy operations. 
 The soya willsupplement
requirements that would neod to be imported
regardless of whether U.S. CIP assistance !available or not. 
 As. cnsumable animal fee,
will have P,- impact on 

- ya

the Tunisian environr"--h.
 

Recommenndation: 
 That you approv,. a ne, 
.tiv.- d,:.terj'in?-, -.-
 o or Lhe
initial Environmental Examination reqluired, und rthe Tunisia FY 197 cir. 

approved 
 ..
 

disappr-oved:
 

http:environment.al
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1. COUntry Chacklihst 
2. 
 Standard Item Checklist
3. Non-Project -- sistanc.e Checklist 



.5C(I)--'CUNTRY CHECKLIST 

Listed below are statutory criteria
 
applicable genetally to FA/% funds, and
 
criteria applicable to individual fund
 
sources: Development Assistance and
 
Economic Support Fund.
 

A. GENLMUL CRITERIA FOR COUNTRY
 
ELIGIBMLITY
 

1. 	FAA Sec. 481(h211); FY 1985 Continuing No.
 
Resolution Section 52&. 
Has 	it been
 
decermined or cert1iied to the Congress

by the President that the government of
 
the recipient country has failed to take
 
adequate measures or steps to prevent
 
narcotic and psychotropic drugs or
 
other controlled substances (as listed
 
in the schedules in sectioh 202 of the
 
Comprehensive Drug Abuse and Prevention
 
Control Act of 1971) which are
 
cultivated, produced or processed

illicitly, in whole or in part, in such
 
country, or transported through sdch
 
country, from being sold illegally

within the jurisdiction of
 
such country to U.S. Government
 
personnel or their dependents or from
 
entering the U.S. unlawfully?
 

2. 	FAA Sec. 481(h)(4). Has the President No. 
determined that the recipient country
has not taken adequate stepa to prevent
(a) tt'e processing, in whole or in part,

in such country of narcotic and psycho
tropic drugs or other controlled sub
stances, (b) the transportation through

such country of narcotic and psychotropic

drugs or other controlled substaLces, and
 
(c) the use of such country as a refuge

for illegal drug traffickers?
 

3. 	FAA Sec. 620(c). If assistance is No.
 
to a government, is the government
 
liable as debtor or unconditional
 
guarantor on any debt to a U.S. citizen
 
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 goverrnment?
 



4. FAA Sec. 620(e)(1). If assistance 
is to a government, has it (including
government agencies or subdivisions)
taken any action which has the effect of
nationalizing, expropriating, or 
othervi3e seizing ownership. or control 
of property of U.S. citizens or entities 
beneficially owin.d by them without 
taking steps to discharge its 
obligations toward such citizens or 
entities? 

No. 

5. FAA Sec. 6 20(a), 620(f), 620(D); FY 
1985 Ccntinuing Resolution Sec. 512
and 513. Is recipient country a 

om~unlist country? (If so, has the 
President determined that assistance 
to the country is important to the
national in!erests of the United States?
Will assistance be provided to Angola,
Cambodia, Cuba, Laos, Syria, Vietnam,
Libya, or South Yemen? Will 
assistance be provided 
to Afghanistan or Mozambique
without a waiver. 

No. 

6. FAA Sec. 620(j) Has the country
pTermattd, or failed to take 
adequate measures to prevent, the 
damage or destruction by mob action 
of U.S. property? 

7. FAA Sec 620l1. 
failed to enter 
with OPIC? 

Has 
into 

the country 
an agreement 

No. 

8. FAA Sec. 620(o), Fishermen's 
Protective Act or 1967, as 
amended- Sec. 5. (a) Has the 
councry seized, or imposed any
penalty or sanction against, any
U.S. fishing activities in 
international waters? 

No. 

(b) If so, has any deduction 
required by the Fishermen's 
Protective Act been made? 

9. FAA Sec. 620(q), FY 1985 Continuing
Resolution Sec. 518. (a) Has the 
government of tfhe recipient country
been in default for more than six
months on interest or principal of 

.......... .............. . . .. ,., 

No. 



any A.I.D. loan to the country? (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?
 

10. FAA Sec. 620(s). If contemplated Yes.
asscanceis develoment Taken into accountloan or 
 by the Administrator at
from Economic Support Fund, hasthe.Administrator taken into 
account the amount of foreign 
exchange or other resources which
the country has spent on military
equipment? (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
Administrator of the Operational
Year Budget can be the basis for 
an affirmative answer during the 
fiscal year unless significant 
changes in circumstances occur.) 

the time of 
Agency OYBf 
A 

approval of 

11. FAA Sec. 620(t . Has the country
severed dip omatic relations with
the United States? If so, have
they been resumed and have newbilateral assistance agreements
been negotiated and entered 

No. 

into since such resumption? 
12. FY Sec. 6 2 0(u). What is the. 

payment status of the country's 
U.N. obligations? If the country
is in arrears, were such arrearages
taken 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.) 

Tunisia is current 
its payments. 

in 

13. FAA Sec, 620A; FY 1985 bntinuing 
Resolution Sec. 51. Has the
President dete'.-rined that the 

No. 

country (a) grants sanctuary from
prosecution to any individual or 

... gro.up which has r.ommitted an 4ct. 



of international terrorism, or (b)
otherwise supports international 
terrorism? Has the government 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? 

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

No. 

15. 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 economic development programs 
under the FAA? 

No. 

16. FAA Sec. 669, 670. Has the 
country, atter August 3, 1977,
delivered or received nuclear 
enrichment or reprocessing
equipment, materials, or 
technology, without specified
arrangements 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. 620E" 
permits a special waiver of Sec. 669 
for Pakistan.) 

No. 

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

No. 



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

18. 	 ISDCA of 1981 Sec. 720. 
Was the 
 No.
 
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 into Consideration
 
memo.)
 

19. 
 FY 1985 Continuina Resolution. 
 Assistance is from the
It assistance is from the " ESF account.

population functional account,

does 	 the country (or organization)
include as part 	of its population
planning programs involuntary
 
abortion?
 

20. 	 FY 1985 Continuing Resolution Sec. 

530. Has tne recipient country	 

No.
 

een determined by the President
 
to have engaged in a consistent
 
pattern of opposition to the
 
foreign policy of the United
 
States?
 

B. 	 FUNDING SOURCE CRITERIA FOR 
COUNTRY ELIGIBILITY 

1. 	 Develovment Assistance Country
 
Criteria 

FAA Sec. 116. Has the Department of Not applicable.

State determined that this government

has engaged in a consistent pattern of
 
gross violations of internationally
recognized human rights? so,If 
can it be demonstrated that
 
contemplated assistance will

directly benefit the needy? 



2. Economic Support Fund Country criteria 

FAA Sec. 502B. Has it been determined
that the country has engaged in a 

No. 

consistent pattern of gross violations
of internationally recognized humanrights? If so, has the country made
such significant improvements in its
human rights record that

furnishing such assistance is in 
the national interest?
 



5C(3) - STANDARD ITEM 	CHECKLIST 

Listed below are the statutory items
 
which normally vii 
be covered

routinely in those provisions of an
assistance agreement dealing with its
implementation, or covered in the
 
agreement by imposing limits on

certain uses of funds. 

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

A. 	 Procurement
 

1. 
 FAA Sec. 602. 
Are there
arrangements to permit U.S. small
business to participate equitably

in the furnishing of commodities 
and services financed? 

2. 	 FAA Sec. 6 0 4(a). Will all 
procurement be from the.U.S. 
except as 
otherwise determined by
the President or under delegation
 
from him?
 

3. 	 FAA Sec. 604(d). If the 

cooperating country discriminates 

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 company?
 

4. 	 FAA Sec. 6 04 (e); ISDC.A of1980 
Sec. 705(a). ifr ofishorcprocurement of an agricultural 

commodity or product is to befinanced, is there provision

against such procurement when the
domestic price of such commodity
is less than parity? (Exception

where ccmmodity financed. could not
reasonably be procured in U.S.) 

5. 	 FAA 6 0 4Sec. (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 procure=ent is 

p
 

Construction and/or

engineering services
 
will no 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 compete for
construction or engineering services 
financed from assistance programs of 
these countries? 

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

No. 

7. FAA Sec. 621. If technical 
assistance is financed, will such 
assistance be furnished by private
enterprise on a contract basis to
the fullest extent practicable?
If the facilities of other Federal
agencies will be utilized, are 
they particularly suitable, not
competitive with private
enterprise, and made available
without undue interference with 
domestic programs? 

No technical assistance 
will be provided under 
this grant. 

8. International Air Transport. Fair 
Coopetitive Practices AC", 9,".
It air transporta-ion of persons
or property is financed on grant
basis, will U.S. carriers be used 
to the extent such service is 
available? 

Yes. 

9. FY 1985 Continuing ResolutionSec. 504. If the U.S. Government 
is a party to a contract for
procurement, does the contract
contain a provision authorizing
termination of such contract for 
the convenience of the United 
States. 

No such cnract iscontemplated. H:wever, 
if a direct ccntract is 
executed, it will contain 
such a provision. 



B. 	 Construction
 

1. 	 FAA Sec. 601(id. If capital 
(e.g.I construction) project,
will U.S. engineering and
 
professional services be used?
 

2. 	 FAA Sec. 611(c). If contracts for 

construction are to be financed,
will they be let on a competitive
basis to maximum extent 
practicable? 

3. 	 FAA Sec. 620(k). If for 

construction of 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)? 

C. 	 Other Restrictions
 

1. 	 FAA Sec. 122(b). If development 
ioan, is interest rate at least 2% 
per annum during grace period and 
at least 3% per annum thereafter? 

2. 	 FAA Sec. 301(d). If fund is 

established solely by U.S.
 
contributions and administered by
an international organization,
does Comptroller General have 
audit rights? 

3. 	 FAA Sec. 620(h). Do arrangements

exist to insure that United States 
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? 

4. 	 Will arrangements preclude use of 
financing: 

a. 	 FAA Sec. 104(f); FY 1985 
Continuing Resolution Sec. 527:
TT) To pay tor perrormance o
abortions as a method of family 

Not applicable.
 

Not applicable. 

Not applicable. 

Program is grant financed
 

Not applicable. 

Yes.
 

Yes.
 



-tanning or to motivate or coerce 
persons to practice abortions; (2)
to pay for performance of
involuntary sterilization as a
method of family planning, or to 
coerce or provide financial 
incentive to any person to undergosterilization; (3) to pay for any
biomedical 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? 

Yes. 

Yes. 

Yes. 

b. FAA Sec. 488. To reimburse persons,
in the forFEof cash payments, whose
illicit drug crops are eradicated? 

Yes. 

c. FAA Sec. 6 2 0(g). To compensate 
owners tor expropriated
nationalized property? 

Yes. 

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

Yes. 

e. FAA Sec. 662. For CIA activities? Yes. 

f. FAA Sec. 636(i). For purchase,
sale, long-cerm lease, exchan3e or
guaranty of the sale of motor
vehicles manufactured outeside
U.S., unless a waiver is obtained? 

Yes. 

g, FY 1985 Continuing Resolution, 
Sec. 503. To pay pensions,
annuities, retirement pay, or
adjusted service compensation for 
military personnel? 

Yes. 

h. FY 1985 Continuing Resolution, 
Sec. 505. To pay U.N. assessments, 
arrearages or dues? 

Yes. 

i. FY 1985 Continuin- Resolution, 
Sec. 5U6. To carry out provisions
o FAA Section 209(d) (Transfer of-FAA funds to multilateral. 
organizations for lending)? 

Yes. 



J. FY 1985 Continuing Resolution, 
Sec. 510. To finance the export
of nuclear equipment, fuel, or 
technology or to train foreign 
nationals in nuclear fields? 

Yes. 

k. FY 1985 Continuing Resolution, 
Sec. 511. 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? 

No. 

1. FY 1985 Continuing Resolution, Yes. 
Sec. Sib. 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 generally to FAA funds,
should be used irrespective of the Program's funding 	
and
 

source. In part B adistinction is made between the criteria applicable to EconcmLc SupportFund 	Assistance and the criteria applicable to Development Assistance.
Selection of the criteria will depend on the funding scurze for the 
program.
 

CROSS REFRENCES: IS COUNTRY CHECKLIST UP TO DATE? 
 IDEY"IFY. -ASSTANDARD ITEM CPIECKLIST BEEN REVIEWED? 

A. 	 GEN_-RL CRITERL FOR NONPROJECT ASSISTANCE 

I. 	 FY 1985 Continuine Resolution Sec. 
523: 	 FAA Sec. 634A 

Describe how authorizing and appropri-

ations comittees of Senate and House

have been or will be notified 

concerning the project assistance, 


2. 	 FAA Sec. 6 11(a)(2). If further 
legislative action is required within 
recipient country, what is basis forreasonable expectation that such 	action
 
aill 	be completed in time to permit
orderly acccmplishment of purpose of the 
assistance?
 

3. 	 FAA Sec. 209. 
 Is assistance more 
efficientlyand effectively given through
regional or multilateral organizations? 0 
If so, why is assistance. not so given?
Information and conclusion whethe " 
assistance will encourage regional

development programs. 


4. 	 FAA Skc. 6 01(a). Information and 
conclusions 'nether assistance 
will encourage efforts of the
country to: (a) increase the flow of
international trade; (b) foster private
initiative and ccmpeti=ton; (.,) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations; discourage monopolistic
practices; 
 (e) improve technical 

efficiency of industry, agriculture
and-.commerce; and strengthen iree labor 

unions, 


An Advice of Program

Change and Act.vity Data 
Sheet will be submitted
 
to Congress.
 

No further le-islative 
action is required.
 

This 	 program is not amen
able 	to axacution as part
 

. a rexicaio anUrlti
lateral pro r s.ist -
ance is not a_--,ected to
 
encourage re'icnal devel
opmsnr cro _.
 

(a) This progran will 
marginally increase the 
flow of internationa! 
trade by providing
foreign exchange for the 

purchase of 
feedgrains; (b) It will
 
foster private initiative 
ind competiticn.in the,.,,
 
in the sale and distri
bution of agricultural

inputs; (c), (d) and (e)
program will have 
some
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5. 	 FAA Sec. 601 (b). Information and To the extent that trade
conclusions on how assistance will patterns between Tunisia
 
encourage U.S. private trade and-	 and the U.S. continue an-."investment abroad and encourage 	 can be expanded, we fore
private U.S. participation in see 	 this program having .
foreign assistance programs positive effect.
 
(including use of privae trade
 
channels and the services of U.S.
 
private enterprise).
 

6. 
 FAA Sec. 612(b), Sec. 636(h)'; FY 	 This program essentially
1965 	Continuing Resolution Sec. 507. provides foreign exchange

Describe steps oaken co 
assure for the purchase of U.S.
 
that, to the maximium extent feedgrains.
 
possible, the country is
 
contributing local currencies to
 
meet 	the cost of contractual and
 
other services, and foreig
currencies owned by the United
 
States are utilized in lieu of
 
dollars.
 

7. 	 FAA Sec. 612(d). Does the United No. 
States own excess foreign currency

of the country and, if so, what
 
arrange ents have been made for its
 
release?
 

8. 	 FAA Sec. 6 01(e). Will the assistance Yes. 
utilize ccmpetitive selection procedures
 
for the awardin of contracts, except

where applicable procureent rules allow
 
otherwise? 

9. 	 FAA 121(d). If assistance is being Not applicable.

furnisned under the Sahel Develsocenc 
Program, has a detarmination been =ade 
that 	the host governzenc has an
adequate system for accounting for and 
controlling rec-' t and elx;enditure of 
A.1.D. funds?
 

10. 	 FY 1985 Continuing Resolution Sec. 536. No. 
Is disbursement o tie assiscance 
conditioned solely on the basis of the 
policies of any multilateral 
institution? 

B. 	 FUNDING CRITERL. FOR NON R OCjET.. .ASSI iz")T SE"1 	 l 

1. 	 Nonprolect Criteria for Economic 
Supoort Fund AssiqnrcPn 



(a) FAA Sec. 531(a). Will this
assistance promote econcmic or 	

it will pro=ote economic 
pqlitical stability? 	 stability by providing

vital foreign exchange, 

To th,. maximum extent feasible, Yes.is this assistance consistent withthe policy directions, purposes,
and programs of part I of the FAA? 

(b) FAA Sec. 531(c). Will assistance No.under this chapter be used for military,
or paramilitary activities?
 

(c) FAA Sec. 531(d). Wil 
ESF funds 
 Yes.
made available for-commodity imporprograms or other program assistance
be used to generate local currencies?
If so, will such local currencies be
available to support activities
consistent with the objectives ofFAA sections 103 through 106? 

(d) ISDCA of 1985 Sec. 205. Will ESF Yes, 100%.funds made available zcr ccmcdity
import programs be used for thepurchase of agricultural ccmzodities

of United States-origin? 
 If so, What
percentage of the funds will be so used? 
(e) ISDCA of 1985 Sec. 801. If ES F Vhile i-tr:s will be for
funds will be used to fnance " san African country (under a cocmod i	 

-OZ efby -til 
import y assistance, .zt',,aprogram or sector progra-),
the agreement require 

will genararzicns will be use:hac those ioortsbe used to meet 	 to iorger-ze-.long-Crm 	 ri
needs in 	 U ;-y adjecduuasthose countries in accordance 

with the 	 c

following criteria? 

(i) spare parts and other imports shallbe allocated on 
the basis of evaluations,'by A.I.D., of the ablity ozlikely recipients, to use 
such spare
parts and imports in a maxi-ally
productive, emplcvent generating, andcost effective way; 

(ii) imports shall be coordinated with
investments in aecordance with therecipient country's plans for prcmoting
economic development. A.I.D. shall
assess 
such plans to determine whether
they will effectively prcmote econcmic 



iii) 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 development impact

in terms of economic sectors and
 
geographic regions;
 

(v) in order to maximize the. like
lihood 
that the imports financed by
the U.iited States under the ESF 
chapt -r 
are in addition to imports

which would otherwise occur,

consideration shall be given to

historical patterns of foreign
exchange uses;
 

(vi)(A) seventy-five percent of 
 A Special Account will be
the foreign currencies generated 
 established for local
by the sale of such imports by 
 currency generations
the goverrent of the country shall 
 which will be used in
be deposited in 
a special account 
 accordanc. wih the U.S.
established by that government and, 
 and Goverrz-enc of Tunisia
except as inprovided subparagraph (GOT) agreEen-, and con(B), shall be available only for use sistent with F.Ain accordance with the agreement for 
policy

directions.

econcmic development activities
which are consistent with the policy

directions of section 102 of the
 
FAA and which are the types of

activities 
for which assistance
 
may be provided under sections 103

through 106 of the FAA: 

(B) the agreement shall require

that the governzent of 
the counzry
make available co the United 
States Governzent such portion

of the amount deposited in the

special account as nay be determined 
by the President 
to be necessary

for requirements of the United
 
States Gcvern-nent.
 



(f) ISDCA of 1985 Sec. 207. 
 Will ESF

funds be used to finance the construction
 
of, or the operation or maintenance of,
or the operation or maintenance of, or
the supplying of fuel for, a nuclear
 
facility? 
 If so, has the President

certified that such country is a party
to the Treaty on the Non-Proliferat'ion
 
of Nuclear Weapons or the Treaty for

the Prohibition of Nuclear Weapons in
Latin American (the "Treaty of
 
Tlatelolco"), cooperates fully witfi
the IAZA, and pursues i.-nproliferation

policies consistent with-those of
 
the United States?
 

(g) FAA Sec. 609. If commodities are 

to be granted so 
that 	sale proceeds

will accrue to the recipient country,

have Special Account (counterpart)
 
arrangements been made?
 

2. 	 Nonproject Criteria for Develooment
 
Assistance
 

(a) FAA Sec. 102(a); 111; 113; 281(a).
Extent to which activity Will (a)
effectively involve the poor in

development, by extending access
to economy at local level; increasing
labor-intensive production and the 
use of appropriate technology,
spreading investment out frcm cities 
to small towns ruraland areas,
insuring wide participation 

and 
of the 

poor 	in the benefits of develorment
 
on a sustained basis, using rhe

appropriate U.S. institutiQns; (b)
help develop cooperatives,

especially by technical assistance,

to assist rural and urban pocr to
help themselves toward better life,and other-wise encourage democratic

private and local gover.m-ental

institutions; (c) support the
self-help efforts of developing
countries; (d) promote the partici
pation of 
women in the national

economies of developinG countries

and the improvement of wcmen's status;
and (e) utilize and encourage regional

cooperation by developing countries?
 

No.
 

Yes.
 

Not applicable. 



(b)FAA Sec. 103, 103A, 104, 105, 106

107. s asosIance being mace avajii

eTe:(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 gund 
source.)
 

(1) (103) for agriculture, rural
development or nutrition; if so
(a) extent to which activity is 
specifically designed to increase
productivity and income of rural 
poor; (103A) if for agricultural

research, full account shall be
 
taken of the needs of small 
farmers, and extensive use of field 
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 help improve

nutrition of the people of devel
oping countries through encouragenant

of increased production of crops with
 
greater nutritional value, improve
ment of planning, research, and 
education with respect to nutrition,

particularly with reference to

improvement and expanded use of
 
indigenously produced foodscuffis;

and the undertaking of pilot or
 
demonstration of poor and vulnerable 
people; and (c) extent to whidh 
activity increases nation.al food 
security by improving food policie3

and management and by szr.nLha!n: 
national food resaz¢es, with p:zi
cular concern for the needs of te 
poor, through measures 
domestic production, bu.ldin;

national food rea;rves, e.c~a. .inZ
 
available stora-e facilitias,
 
reducing post har-'est food lo~ss,

and improving food discribution.
 

(2) (104) for pop ulation planning
under sec. 104(b) cr he-alch under 
sec. 104(c); if so, extent to which
activity emphasizes low-cost,

integrated delivery syzt.ma for
 

Not applicable.
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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 community research.
 

(3) (105) for education, public
administration, or human resources 
development; if so, 
(a) extent to
.which activity strengthens nonfor-_al

education, makes formal education 
more relevant, especially for rural

families and urban poor, or 
strengthens management capability ofinstitutions enabling tothe poor

participate in development; and (b)

extent to which assistanca peovidej

advanced education and training of

people in developing countries in

such disc.plines as are required

for planning and impleentation of
public and private development

activities.
 

(4) (106) 
for technical assistance, 
energy, research, reconstruction, and
selected development problems; il.so,
extent activity is: (i)(a) concernead 
with data collection and analysis,

the training of skilled personnel,

research on and develop=ent of suit
able energy sources, and pilot

projects to test new methcds of
 
energy production; and (b) facili
tative of geological and geophysica 
survey work to 
locate potential oil,
natural gas, and coal reser-:es ad t.o
 
encourage exoloration fr potentialoil, natural gas, and coal reds3r'iU'. 

(ii) technical cooperat'icn and deveaI
opment activities, especially with
U.S. private and volunzary, or 
regional and internationai develop
ment, organizations; 

(iii) research into, and evaluatio

of, econcmic davelopmena pro zz-ei 
and techniques; 



(iv) reconstruction after natural
 
or manmade disaster;
 

(v) for special development

problems, and to enable proper

utilization of earlier U.S. infra
structure, etc., assistance;
 

(vi) for special development,

especially small labor-intensive
 
enterprises, marketing systems, and

financial or other institutions to
 
help urban poor participate in
 
economic and social development.
 

(5) (107) is approprLate effort placed

on use .of appropriate technology?

(Relatively smaller, cost-saving,

labor.using technologies that are

generally most appropriate for the

small farms, small businesses, and

small incomes of the.poor.)
 

(c) FAA 118(c) and (d). Does the

assistance comply with the environ
mental procedures set forth in AID

Regulation 16. 
 Does the assistance
 
take into consideration the proble=

of the destruction of tropical

forests?
 

(d) FAA Sec. 281(b). Describe
 
extent to which htne activity reco3 nizes the particular needs, dezires
 
and capacities of the people of the
 
country; utilizes the country's

intellectual resources to encourage

institutional development; -and 
supports civic education and training

in skills required for effective
participaticn in Scvr-_ 2n:al and

political processes esseniia to salf
government.
 
(e)FAA Sec. 122(b) Does the
 
activity give reasonable prcaise 
of contributing to the 'devalopaent
of economic r2sources, or to lhe 
increase of prcdu.tive capacities
and self-sustainin3 eccnc-ac srowth? 
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