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55 Summary - U.5. assistance to Tunisia

The »lb progran in Tunisia is concentrated on agriculture and rural
development, helping Tunisia to provide basic human needs for more
than one quarter of its rural population now living below the
poverty lines This aid will help Tunisia implement.reforms needed
during its fifth development plan, (1%74-1%61) to achieve the four
primary plan goals of higher standards of living, net food self-
sufficiency, full employment, anc =ocial stability. To build e
meture relationship between Tunisia and the U.S. that will continue
to grow after larye obligations of concessional assistance stop,

it will be uanaged through host country contracts, a.l.l. Title &Il
mechanisms, and similar measures suitable to mature middle incoume
countries which build understandings, contacts and professional
linkages that survive concessional funding. The beience and
Technology and agricultural Technology Transfer projects in
particular are building such a base for collaboration in ways
appropriate to uicdle income developing countrieé such as
reinbursable aid and the kxecutive bService vorps. The Voluntary
a_cncies will be represented in Tunisia after 1Yole Wwe are
continuing to work with reace Corps/Tunisia to identify opportunities
for the use of Feace Corps Vélunteers as a complement to our proyraus.

The Housing Guaranty program is laying a foundation for fuller




Tunisian participation in International Financial aarkets.

World Bank has followed with programs similar to ours in the

housing field, and we have becn advised by WwT that they have

The

asked the Bank to support an integrated rural development program

patternec on the Central Tunisia prograum.

The .1 feels that

there is now Bank interest in such a prograue.
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Short Pro.ram Statement--Tunisia--FY 7Y

Uverview of U.sS. agsistance to Tunisia Luring fifth Flan

e U.S. l'.‘OSit]’.()I\

Luring the uUctcober 1470 Joint Commission meetings, Tunisia
requested and we agreed to provide a large measure of support
during implenentation of the ambitious 1%%,-148l Five Year Plan
(FYP). & total of ¢b7.4 willion in loans, graats, PL 48U and
Housin; wuaranty (Hu) resources have been comitted during

FY 1$77 anc itJb. vur contribution has been significant--about
2U.. of the wWTI?s own 1476 estimate of external public resources
required to meet ilan investment targets during that period. The
United States is once again among Tunisia’s top ten donors, and
will likely remain in that category for the renainder of the
rlan.

In its aide uemoire for the 1YY Joint Coummission, the GWT has
requested for the next three years of the rlan: project aid of
$75 million (centered on the Central Tunisia Rural wevelopment
progran), increased but not fully specified amounts of food
aid, and 4G of $6U million. (lhe Aide wmemoire also requests
conmodity aid and local currency loans, items which have been

dropped from the azenca as non-starters.)



Currently, we project commitments of roughly $150 million in (i) LA
(450 million), (ii) rL 46U (23U willion) and (iii) Ho (580 million)
from £Y 7% thr#ugh kY dl. although not the level desired by the
LT, a resource commitment of this order of magnitude--assuming it

can be attained--uwust be considered responsive to Tunisia’s needs.

We may assume that the WwT will focus iatensely on the size of

the Ueds coumitment of funds (the "enveloppe") for LTRU. dccording
to our internal programming, 44 resources of ¢«6 nillion will be
coumitted to this effort, with parallel projramming of most

Title L counterpart availabilities. The $46 million planning figure
hes not been communicatéd to the oI, although they are aware that
cur programming is in that range. we should reaffimm our

intention of supporting VIRD with significant resources subject to
availability, and subject to rapid wul action in making the Central
Tunisia Ucevelcpuent authority fully operationél. Yrogress in

obligation of «¥ 7% funds and planning for iYou and i%bl is directly

dependent on having the Uluia as a functiconing counterpart organization.

Be Review of saccomplishuents

a-number of projects have been approved since the last Joint
vomuission and are now under impleaentation in fields of health,

fanily plannin_, agriculture credit, potable water supply, science
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anc technolozy, and agricultural technoliogy transfer. In addition,
the foundations have been laid for the rural development program in
Central Tunisia to be funded 1474 -14%bl with disbursements and

implementation carrying over at least until 1%83.

&although we have continued to address Tunisian development problems
on a national scale through Title II, the Fanily ilanning project
and the more recently approved Science and Technology (S&T) and
agricultural Technolepgy Transfer (ATT) projects, the bulk of AID
resources have been and will renain targeted on very poor Tunisians
inhabiting disadvantaged interior provinces. The GUT is fully in

accord with this emphasis, as again reflected in the Aide viemoire.

Inplementation status and issues associated with each of the
major prograim components and constituent project activities are

Commission
described in detail in Joint / background papers.

Tunisia’s Jevelopment: voals, Issues and Jerfermance

Tunisia®s overall econoiic performance, particularly in the
seventies, has been gocde Tunisia’s real wJL ;rew at an annual
cowpound rate of 0.6 perceant throujh 1477, notably better than the
cdeveloping nations? world wicde average of slizhtly over 3 perceat.

4 variety of interrelated factors contributed to this good
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performance.  bone were exogenous and fortuitous (e.g. good weather
in the early years, the coincidence of the Tunisia’s olive crop

cycle with poor kuropean harvests), but a series of jood policy

decisions beginning in the sixties has played a key role. First,

funisia wade an early comaitment to a high lével of public
expenditure for literacy and educaticn, and also began to encourage
worker emigration in the sixties. In 1(6% the Government displayed
an unusual and rewarding capacity to wake a wajor shift in

economic policies.. It ébandoned attempts to push farmers into
governaent cooperatives that had severely inhibited agricultural
production, and went on to aopen a wice range of industrial and
other investuent activities to private initiative. EFreviously,
sizeable private investment had been encouraged only in tourism

and petroleun exploration. Investuent emphasis was given a new
export orientation, geared to evident market possibilities in the
pice The apparent success of this export policy was compounded

by fortuitous coincidence with e teaporary shift in foreign

demand for Tunisia’s'agricultural exportse Higher oil prices

from the wicd-i%JV%s and a temporary strengthening of the

phosphate market in the sawe period also bocsted export receiptse.
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The resulting economic growth helped make possible actions that
captured impressive social gains. FPublic health services in the
urban areas were greatly expanded. Primary school enrollment
continued to ‘increase, and has now reached $6 percent of the
relevant age group throughout the country, although in the poorer
areas attendance is much less. A nation-wide family planning
program with strong public support from the highest levels of
government was established. It has been a major factor in the
drop since 1963 of the birth rate, from 43.8 to about 34.8 per
thousand. The overall rate of population growth is estimated to
have dropped to about 4.6 percent in 1977. Unfortunately,
during_the last few years this impressive spurt toward development
has slowed somewhat. Bad weather conditions, weeds and pest
problems cut agricultural production while a decline in foreign
demand for some of Tunisia’s major exports followed the world wide
recession of 1975. The growth of exports to the developed |
economies is increasingly being limited by new trade barriers
particularly as other developing countries with similar production
and export patterns are admitted'wi;hin the EEC, despite Tunisia’s
special EC treatment. Tourist receipts stopped climbing. Some

of these problems may be temporary, but they are accompanied by



other, more fundamental difficulties which seriously threaten
Tunisia’s continued progress. Heanﬁhile the country®s balance of
payments has deteriorated steadily, reducing reserves and increasing
foreign borrowing Substantially.. Tunisia will be borrowing still
more on the international capital markets in the next few years.
This borrowing will involve high interest rates and short repayment
periods, despite the much better credit rating Tunisia has than
most LUCs, simply because of the continued trend of world wide
inflation. Tunisia’s debt service ratio (to current account
receipts) will increase substantially but World Bank staff estimates
- indicate it will remain below the conventional danger point of

‘20 percent. The_summaryApicture is presented below:
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TUNISIA

Summary Balance of Payments
(dillions of U.S. §)

%78

preliminary
Imports -2287
Exporﬁs 1719
Trade Balance (-568)
Workers Remiﬁtances 21V
Gther L/ , -170

. Foreign Investment &6
Debt Service &l | -184
GAR © | | (-626)
Filled by:

. Bank and Supplier Credits 245
Government and IFI Credits 387
Grants ) : 45
Change in Reserves | (51)

1979 1880 1981

projections
-2435  -2660  -2904

1501 2206 4571

(-334) (-454) (-333)

235 266 245
-168 -230C -260
110 146 136
-224 -2%0 -340

(-611) (-53%0) (-508)

246 260 240
363 348 310
4 40 38

(41) (58) (80)

1/ Investment remittances other than interest, transfers, and

miscellaneous factor payments (excluding debt service but

including tourism.) -

2/ Amortization and net interest.

Source: riinistry of Planning, World Bank Staff and USAID

estimates.
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Exports will continue to remain well below imports, but the difference
is expected to begin to narrow considerably in 148U and beyond. 4s a

result, Tunisia’s international reserves will begin edging upward.

Several dangers exist in these projections. First is the high level
of bank and supplier credits. ILf interest rates continue their upward
climb, and borrowing does proceed at the projected level, debt

service could increase by $45 to 5U million yearly.

A second is the high level of grants and credits from Governments

and IFls anticipated well into the future. While not impossible, the

levels projected are well above the historical trend. Should such

high levels of external assistance not be available, Tunisia is
likely to turn even more to supplier and commercial borrowing. This
would be a feasible course, although one Tunisia would like to

avoid because of its high cost to development. Third is the
possibility of substantial increases in import demand, currently
repressed by a relatively restrictive import regime, which is

nonetheless administered in a liberal manner.

Development Issues
Perhaps the most serious of Tunisia’s underlying problems is the

govermment’s continued reliance on a complex system of administrative
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controls to manage the economy. Ubespite successive and commendable
redﬁctions in these controls in 1%6Y, 1%75, and 1477, they continue,
in the words of the World Bank, to:

“"Hamper domestic and international competition, restrict the
mobilization of resources, entail great cost to the budget,

and tend to foster inefficiencies throughéut the economy."

The problem is particularly serious in its impacts upon (1) domestic
resource mobilization and (4) agriculture. The continued use of
explicit price (including interest) controls seriously limits
domestic resource mobilization and perpetuates excessive reliance
on government budgets for investﬁent funding. Tunisia’s public
(government) savings performaﬁce has been excellent, and it does
considérably better than most developed countries in collectiﬁg
revenues. This has made possible government funding of much
investment in a non-inflationary way. But the controls stymie the
growth of self-sustaining financial intermediaries, including

badly needed specialized agricultural and housing lending
institutions. So long as the price for savings or other investment
funds channeled through financial intermediaries (i.e. the

interest rate paid for borrowed capital) remains below ‘the sum

of the costs of handling the transaction, the opportunity cost of
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the funds, and the depreciation through inflation in the pu;chasing
power of the deposits, the growth of such financial intermediaries
will be largely limited to being a channel for government funds.
They will not become effective mobilizers of private savings, and
their lending of private deposit funds will largely be restricted
to short term uses where substantial non-interest charges (in the
form of countervailing deposits, etc.) can be added to the price.
The issue is directly, unambiguously related to two major AlID
activities in Tunisia: Rural Credit andAHOusing Guarantees. It

is also pervasive in the objectives and goals of the Central

Tunisia Rural Uevelopment Project.

The Tunisian authorities have been studying this issue, but it
reamains a major bottleneck to development. If the goals of the
Fifth Development Flan are to be achieved, it will be necessary
for Tunisia to take corrective action. The World Bank report
states it well: |

"To achieve this increase iih resource mobilizatioil, difficult
but feasible measures will have to be introduced on time to curb
consumption growth and to allow relative price adjustments to
play their role in bringing the economy to a more efficient groﬁth

path" (Wo. <42ul TUW; p. 2v).
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Fifth Plan: Goals and Problems

The principal goals of Tunisia’®s Fifth Development Plan (1%77-1481)
are: - |
i) full employment,
ii) net self sufficiency in foodstuffs
iii) increased standards of living,

iv) social stability.

These goals are all closely related. Social stability, political
stability and increased standards of living are clcsely tied to
progress in income distribution, which in turn is overwhelmingly a

function of employment.

Tunisia’s Fifth bevelopment ¥lan is an ambitious but feasible
undertaking. Yrogress to date has been slow, as the flying start
expected from the mcmentum built up during the previous plan
faltered with the advent of bad weather and worldwide recession.
The growth of investment, employment creation, income and savings
have all lagged behind expectations, although performance has
nonetheless been good when judged from the perspective of worldwide

LUC performance.

Lg]
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dith worldwide ecénomic recovery, it is possiblé that Tunisia’s
growth pace will be able to make up the time lost in the last two
years. MHajor steps have been taken in line with the plan; notably
the establishment of the Fund for kromotion of and Decentralization
of Industry (FUPRULI), the Central Tunisia Development Authofity,
and increased public housing expenditures. Steps are being
implemented to find new markets for Tunisian exports where increases
are blocked in traditional markets. The major iiiskar gas
development project has been delayed but will probably move forward

in late 1474,

wn the other hand, two years into the plan period a third of the
planned investment has not yet been identified. Siippages in
investment implementation were common in the fourth plan, and have
not yet been made up, although some other new investments,
previously unanticipated, have materialized. It is likely that at
the end of the period all planned investments, initistives and
cfforts will be uncerway, but their completion will be delayed

two to three years. This would not be a disaster--it would still
represent a commendable economic performance. But the crucial
variables, the policy decisions and measures needed, are not

yet firme It therefore is too early to make a final or even

fully informed judgement.
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The vovernment of Tunisia, the World Bank, and other analysts all
agree that "the single most important problem facing the Tunisian
economy is widespread open and hidden unemployment.' With
agriculture and related activities providing nearly half of all
Tunisian employment, increased agricultural productivity is basic

to all four of the declared principal goals of Tunisia’s current

five year plan.

Unfortunately agriculture remains the achilles heed of Tunisia’s
economy. The use of fertilizer, high yield varieties and other
facets of modern agricultural technology are far below their

potential.

An over-centralized, over-controlled, and resultingly underdeveloped
farmm marketing system (both inputs and outputs) is a major culprit.

The underlying difficulty is the government’s continued preference

for administrative controls. The progress that has been made

toward a wider reliance on free markets in wmany fields is significant,
and demonstrates that specific individual corrective steps are
politically feasible, but much more remains to be done. PFarticularly
pernicious are controls that unintentionally, but nonetheless certainly,
restrict small farmers® access to fertilizer and other modern inputs,

and keep the terms of trade between agriculture, especially small
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Zarmers, and the urban population such that the private incentive
Zfor increased farm investment and production is significantly

rreducede.

vur influence on the Tunisian development process is obviously
greatest where our resources bear directly on a problem. Uur
assistance in agricultural credit and livestock technology are
helping Tunisia make some progress. Uur continued help in rural
c¢evelopment and funding of PL 485G Title I concessional sales

cffer further opportunities.

It is essential that we do all we can to help Tunisia eliminate the
agricultural warketing bottleneck. Unless viable, self-sustaining
lending institutions evolvg that can provide continuing funding
for small farmer investments in productive inputs, the goals of
our agricultural Uredit and our Rural levelcpment ¥Frojects will
be compromised. bur interest in Tunisia®s stability and success
in our efforts to help Tunisia alleviate poverty depend heavily
upon a breakthrough in agriculture. In the words of the World
Bank staff’s most recent report:

"Without agriculture assuming a more important share in
Cevelopment, there is little prospect of reducing the poverty

of a substantial number of people in specific regions where

poverty is highest."
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In fact, Tunisia’s own stated goal of net food self-sufficiency is

likely to be frustrated without major improvements in agricultural

marketing.

We are not limited to project activities in helping Tunisia with
this problem. The Congress has made clear in the Bellmon amendment
and other recent legislation on PL 4bL that we must make Title 1
resources more useful as development tools. The law is explicit
that we avoid the use of FPL 48U to shore up ultimately untenablg
distortions of market systems that reduce farmer incentives to

adopt known new technologies. We intend to avoid this mistake.

Rationale for AlU Frogram

The basic rationale for US assistance was set forth in last year’s
uwsS, and remains valide The present ALD and PL 4bU program must
be seen in the context of 4i years of US cconomic assistance to
Tunisia. #&s the Tunisian economy has evolved since independence,
U5 help has been adapted tu meet needs at each successive stage:
first supporting assistance, then broad-gaugcd infrastructure and

institution-building and now helping meet basic liuman needs of

the poorest.
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a5 a result of a successful development process, Tunisia has entered :

the ranks of the middle-income LDC*s. . accordingly, we have also
recognized Tunisia’s need to continue the rapid modernization of
its economy throupgh greater access to advanced US science and

technology, and to prepare for the next round of development

problems.

vur influence on the Tunisian development process is greatest where
our resources bear directly on a problem in a.project or prograi
ccntext. Thus we-expect to make an impact cn Tunisian policy with
regard to health manpower utilization in rural areas through the
fural Community Health project. We have obtained elimination of
minimum acreage restrictions on eligibility for sméll farmer
credit in connection with our agricultural credit project with the
leverage of $ld million;‘also in the context of the latter
project, the GUT has agreed to review overall interest rate
policy.. Une purpose of the CTRD.program is to influencé GUT
regional planning toward US concepts which stress measurement of
trade-offs between alternative investments. Another policy

thrust of CTRU is to help the WT realise that the investment
models which have served better-endowed coastal regions cannot all

be cost-effective for the impoverished interior. Lastly, shared
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policy goals of the 5&T and ATT projects are to provide Tunisia with
conceptual tools, software, and technical manpower needed to address
looming problems of the environment: soil erosion, desertification,

and industrial pollution.

krofile of the Poor

The general description of Tuniéia’s poor presented in the LDSS
(January 1%78) is still largely valid. bince that succint
narrative was prepared, USall has gained substantial additional
insights and statistical date through the work of Ur. snnette

Binnendijk (Binnendijk: Trip Report: Base Line Data Requirements

for Central Tunisia Rural Uevelopment June 7, 1478) and

br. Nicholas 5. Hopkins (Hopkins: Elements for a Social Soundness

snalysis of the agricultural Interventions, Central Tunisia, July 1478).

The poverty line defined by the Government of Tunisia is relatively
low ($1¢1 per capita at 1%75 prices), but over a quarter of the rural
popuiation lies below this line. In the urban areas the situation

is significantly better, with somewhat less than 8 percent of the
population falling below the line. These data may in fact

understate the difference because of the much greater availability
of goverﬁment social services to the urban population. Such

public services are a direct transfer of real income, and the
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Binnendijk research clearly indicates that access to them in the
rural areas, especially in the poor areas of Northwest and Central

Tunisia, is very limited despite growing government efforts to

extend it.

Most basic statistics of income distribution are based on the
1975 survey of household expenditures (Republique Tunisienne,
sinistere du rlan, Institut ilational de la Statistique: Enquéte
Nationale sur le Budget de la Consommation des hénagés). Since
then the relative distribution of income has turned even more in
favor of the urban population. The percentage of the nation’s
product (exclusive of direct transfers) received by various
oczcupational groups (in the form of wages, salaries, profits and
earnings from owned assets) has increased for govérnment and
business eumplovees and those engaged in trade, the liberal

professions, construction and manufacturing, at the expense of

farmers.

The population of the disadvantaged areas of Tunisia are
predominantly farmers. Few are coumpletely lancless, but what

land they hold wmay be held "in a state of extreme indivision".
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The nutritional status for these rural poor is inadequate, although
their caloric and protein intake is generally higher than for

urban families at the same income level. Potable water is a
serious problem for the rural poor and among other basic needs, the
access of the female members of their families to education and

literacy is sharply less than that of their urban counterparts.

Underemployment and unemployment are widespread (over 45 percent
nationwide; sonie analysts estimate under and unemployment together
affect 454 of the labor force in the poor rural areas). Unly ZU
percent of the farms in the Central Tunisia project area, and in
some case less, (Hopkins has estimated only 4 to 4 percent of the
farms in the Central Tunisian area he studied), are now operated
in a way that enables the operating families to earn enough to
generate any self-sustaining investment for increased output and

income.

Completion of Concessional Economic Assistance in FY 1481

Prime ltiinister Nouira’s visit has strengthened the GUT’s perception
that United States assistance will eventually come to an end. A4s
AlD administrator Lilligan noted in his discussion with the

Prime Minister, commercial capital flows, direct investment by

US firms, and other technology transfer mechanisms will be more

»
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appropriate sources of development resources for Tunisia in the
years ahead as its economy continues to grow in sophistication and

wealth.

The forthcoming meeting of the US-Tunisia Joint Commission is an
appropriate forum to underline our concern that trade and
investment issues should begin to take up a larger share of our
bilateral dialogue particularly with regard to actions needed to

reduce barriers to increased US direct investment in Tunisia.

The present structure of the all program provides a good basis on
which to bring US concessional aid to a conclusion after 1481,

The CTRD program is designed to facilitate progressively smaller

direct USAID nission management inputs. #Most other AID inputs

will?ihgnnelled through the CTRU authority and US Volags. Technical
assistance for CTRD will be provided in part through host-country
contfacting. Local administrative requirements including US
ajvisor support will be provided by the GUT and/or through a
contracting arrangement, thus eiiminating the USAID Mission’s
logistic‘support role. Similarly, the ATT project will be
implemented through a host country contract with a consortiun

of US universities. #lission responsibilities for the implementation
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of that project, once underway, should be liimited to oversight and
evaluation. A major element of the second phase of the S&T program
will be reimbursable programs. Although they would be launched in
the context of a grant Ta project, reimbursable programs will
hopefully become the mainstay of a growing application of US
expertise by Tunisian public and private sector entities after

the grant S&T project is fully disbursed.

Une key to orderly completion will be to décline inevitable requests
for extension of on-going projects. This will require imagination
in helping to find alternative ways of being helpful. We must

take pains to assure the GUT that cessation of new obligations

after 1481 does not mean an abrupt end to the alU presence in
Tunisia, or an end to continuing cooperation in a number of fields

formerly dominated by the assistance program.

The USAID uission in Tunisia has traditionally had an unusually
competent staff of foreign national employees. To permit reduction
of american staff consistent with fulfillment of all’s program
management responsibilities, a core of Tunisian professionals
should be developed through training, protected from adverse

personnel actions, and encouraged to remain with the lMission into

the 1Y61-1955 period.
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A continuing Relgtionship after 1481 on Jevelopmental matters:

of concern to the GUT.

We need to make a distinction between the 1Y52-1483 period andt
subsequent years. at least up to 1Y83 and in some cases
beyond, partlcipan;s will be returning, obligations incurred
in prior years will be disbursed, and an AID office will be
active in monitoring implementation. We foresee a gradual
transition from that period into the true "post phase-out"
period. It is premature to speculate too closely about the

situation as it will be about 1985, but we can make certain

assumptions about the way in which this transition will occur..

For example, the flow of returning participants from the ATIT
and S&T projects will serve to as a continual stimulus to
US-Tunisian dialogue on development matters, such as the
environment and renewable energy, which are of real concern
to both parties. United States voluntary agencies will
continue to be represented in Tunisia; they likewise will be
concerned with implementation of programs begun in prior
years, and may continue to provide a channel for cooperation
that would not draw on All for funding support. The Hu
program addresses one of Tunisia’s wost fundamental needs--

housing for urban poor.. aAs the percentage of the population
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living in urban areas--already more than half the totai--continues
to expand, shelter issues and solutions will become increasingly
important in the national economic picture. llowever, it is
premature to project HG resources beyond the presént scenario of

two tranches of $45 million authorized over 147Y-btl.

e e il
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Iaternational Financial Institutions in Tunisie

Suumary:

Active, concessional IFI's in Tunisia consist of the World bank
(IBRD), the african Vevelopment Bank (alb), the arab Fund for
Lconomic and wocial Jevelopment (akibu), the arab Investment
mpany (alIl), and the lslamic Levelopment vompany (ILC). The
Bk is far and away the wmost important of these cdoncrs having
oblijated ¢&%.3 nillion in 1874, mostly in agriculture (irrisation
and credit), anc¢ health (potable water), plus soucthin; for power
seneration, all with reasonably firm disbursement schedules.

ihe wWorld vank program might be characterizeéd as 'basic human
neceds infrastructure with euphasis on agriculturc'. The other
LFl*s including those without any USu input obligated $4l.4
nillion all togethers wnost of this is for industry and
infrastructure, forming a prozram nuch less oriented to basic
huiman needs or to the kincds of objectives the U.5. Congress has
set for alo znd U.b. supperted Ifls than the eid of either the

world Bank wroup cr bilateral wal donors.

The IBKU and the other IFl’s are expected to maintain their

respective general prograu directions for at least the next

few years.




The world Bank group’s project eaphasis on basic human needs and

in
apriculture has cvolved in Tunisia only/the last few years, anc
is not yet fully reflected in its analytical reports. Those
reports have to some extent stressed industrial investment for
employment creation. OBut this stress has not been reflected in the
Bank?’s portfoliuv in part because of the WwWT’s past preferepnce for
capital intensive, "more modern" industrial investment. The ouT
is now beginning to shift somewhat. Those reports do however, give
sfrung s;pport to the activities of the other IFI’s who continue
to assist Tuﬁisian industry and infrastructurec. also, the Bank
portfolio’s emphasis on the agricultural sector follows naturally
from the sectoi’s inportance. about half the work force are
enployed in agriculture and related activitics. but unenployment
and underenplovaent are particularly high in Tunisia’s rural
arcas. agricultural productivity is stagnante. Ffertilizer useage
is low and adoption of high yield varieties has been disappointing.l/
The factors coatributing to this situation incluce inadequate
agricultural pelicies and probleas that will require close

couperation among the donors and the vovernuent of Tunisia.

1/ See IBRU Report woe 153%-TUJd p. 34,



The poor synchronization between the Bank's projegt opérations as
reflected in the projects approved, and its more geaeral analyticel
activities as represented in the Country Economic wemoranda
prepared for nsultative vroups has not caused bad projects. But
the'resulting projects and their implementation and design
particularly in agriculture, have nét attacked Tunisia’s underlying
pelicy problems as sharply as they might have. A more activist
role by the dank with regarc to the crucial policy issues would
provide needed_leadcrship to other donurs in the Jonsultative

vroup. End Swamarye.

Tte current luaisian Five-Year Flan éites four principal goals:

i) full eaployaent;

éi self-sufficiency (net) in foodstuffs;

3) increased stamdard of living;

4) sociel stability.

Tte IFls anc the bilateral donors have acconmodated themselves to

the last two jcals with‘no apparent problems. uuch of the assistance
received by Tunisia has helped its ucvernment to increase the standard
of living of its urban populaﬁiﬁn by providing for basic human needs

divectlys besigning and implementing assistance toward the goals




T

vf full employment and seli-sufliciency in vasic feoustuffs, however,

have proven mecre difficult.

The IBRU country analysis unequivocally supports the prinéipal
position given cuployment in the Tunisian Plan:
“The single most important preblem faéing the Tunisian
economy is widespread open and hidden unemployment". L1/
Statistics presonted to support thie conclusion include:
a) lé4s of the labor force outright unumployed in 15 5;
b) 4Le agricultural labor undereaployuent;
c) 4ius non-agricultural uncaployuent.
The IBRU analysis :ces on to concur with Tunisian emphasis on industry,
particularly maaufacturing, to achicve Lross Lonmestic froduct targets
and emploviment objectives:
"The 7.0 percent tar;et set for the average annual real
srowth ¢f Gur in the draft Plan is well in linc with the
possidilities of the Tunisian cconomy. rrogress in
agriculture is slow and depends wmuch oa weather conditionse.
Thercfore, wmaor emphasis has rightly been placed on
industry, especially manufacturinge Since the possibilities

of labor absorpticn by the agricultural sector are limited,

1/ Tunisia: BEconomic Position and Approach of Tunisia; Review of
the Fifth bevelopment flan, 1477-148l. wo. i53Y-TUuw dated

gy 4, 4¥i37. rage 1lD.

»



most of the umplbyman seneration is expected to cowe from the
industrial sector. This strategy is consistent with the
enployment objectives and alsoaims at increasing the value
added content of Tunisian exports. <&/"
Vespite the support for manufacturing and industrial employment in
the World dank analvsis, recent 18R obligations are largely in
the areas of ajriculture and health (basic human nceds). Uf the
four new loans the Ldkw has approved, the largest ($4<4 million) is
for irrigation; the scecond (<1 million) is for potable water;
there is alsv a %14 million suall farmer credit activitye The
oniy new preject in the portfolio that would nol iinmediately conform
to a_riculturce ou.bnsic-human-neecs criteria is a $14.5 aillion loan
focr gas turbines in Sfax. Apong Bank projects nou being consicdered,
the $45 million urban developuent loan projected for mid-'79 is for
siun upgrading, primary infrastructure,_schools, cispenseries,
wmarkets and core housing, building materials lcans and traffic
ijmprovewcent - a mix of getivities wuch in gpreement with a4l
priorities ian the housiag scclore.
The latest Lbdo transportatics project (€3< willion) is fo: rural
roads justificd by their impact on the agricuitural systen, and

conbined with an agricultural credit activityv.

&/ 1bid; page iii.




This hunan needs eciiphasis in the Bank?’s activities has evolved over
the last few years. srevieus Iisds road prejects financed highways,
not famm-to-mnarket roacs. Lther nmainstays cf thc‘program were
tourism, industry, a damn, and urban water an. sewage - in short,

a "traditicnal" bank programe

The other I¥ls have not presented their analysis of Tunisia’s

developuaent problems so publicly or so clearly as the World 3ank.

Jot being cast in the role of guru to vonsultative urcups of

Loncrs, as thz World Jank is, they have no aeec to do so. They

are alsc smaller plavers. Their recent activitics demonstrate

far less conformity with basic human needs and all. prioritics

than do the world oank?s:

arab Investment woupany - §5 nillion for the Tunisian
Financial and Tourist
Cnpany (WFIT);

african vevelopment bank _ - 84,65 willion for ffeight
cars tu transport phosphate
mincrals;
$6.i mi.lion for kotable
wWater in thc Sahel.

Islamic seveloment bank - $744453 nillicen for the Sfax

fishin port; —



aArab Fund for dcononic
and Social wcevelopment - §24.3 nillion for manufacturing
(Several years? comuitments) and mining industries;
| - $%.4 electrification in
southern Tunisia,
- $1l.4. reinforcenent of general
electrical system,

- $45.4 industrial credits.
The expertise, openness to innovation, and concessional terms of such
donors as ali., lba, Slua and Vius nake them the logical candidates to
engage in hijh-risk, high-pay-off activities directly benefiting the
rural poore analysts have assumed that other donors and capital
supplicers would continue to invest in the wore tracditional and
"hankable" developaent infrastructure. we see in Tunisia howvever,
an.lb&a portfolic weighted significantly ncre to basic-human-nceds
than to industrial development in spite of stated support of a
strategy of industrial development. wvne reason has been & Tunisian
preference for mére capital intensive, less labor using industrial
investmeats, at least where international funding is involved.
Fartly this is a natural result of the lenders’ practice of limiting
their Iinance to foreign cxchange costs. Increasing the capital
intensity of e project has thus been the ecasiest vay to increase

the donor?s participation in the financing.




e

another clear reason for the content of the recent IBRU pdrffolio
is the great and pressing need to advance the relativel& slow ‘
agriculturel sector, and to begin to correct the poor aistribution
cf income and weélth that neccessarily results when the sector

employing V4 of the work force is the least dynamice.

Unfortunately, the funding of project activities in the agricultural
sector has not been accompanied by Tunisian policy initiatives aimed
at correcting underlying distortions and crecating the conditions
nceccessary to pemit the projects te reach their goals and
objectivese The problems are well known, and have been repeatedly,
if politely, stated in IBRW documentse. But the linking of project
funding with Tunisian policy measures intended to assure project
success has not been great. bLasic human needs projects, of course,
arc notoriously weak levers for such major policy changese. But the
Bank?’s noét recent report is unequivocal:

"eeethis projection presuppeses the timely introduction and

the successful execution of neasures to (i) strengthen the

absorptive capacity for investment (ii) improve productivityees

(iv) base economic management on an efficient price systems"
as stated in Luald Tunisia’s 1978 Cuss:

"Weverty also correlates closely with unemplecyment and .

underemployed agricultural laborers and small famm
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operators nake up the bulk of the poor, with construction

workers and artisans constituting most of ‘the balance«"
Looking at the evolution of the IBRU Tunisian program from a capital
intensive, machinery, bricks, and mortar portfolio to its current
emphasis, it is alsoipossible to wonder if Sasic-human-needs
criteria are becoming too donminant in Tunisia’s developﬁent financing.
In the abéence of significant concessiongl aid‘for’industrial
development; Tunisia must borrow heavily on the evér more costly
international capital warket, while squeezing more o&t of domestic
resourﬁes. First, the non-concessional internati§na1 capital market
ié mostly concerned with financingycapital improvements directly
connected with sales of capital goods or services. Its lending
encourages capital intensive investments thdat however éconowically

advantageous to the lenders and financially feasible, do not

neccessarily meet the more general or macro economic needs of LDCs

like Tunisia.

Secondly, both steps must impinge on efforts to raise the standard
of living, and cut into the expansion and perhaps the maintenance
of basic human needs efforts. ilonetheless the IiF, the IBRU, and
the Tunisians themselves feel that increasing demands to finance

industrial expansion largely without concessional aid fall within
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the country’s and the international financial system?’s capacities.
Accepting this conclusion, we can say that the meld of foreign

assistance now projected:

1) concessional aid in agriculture and social services to provide
basic human needs - targeted upon the poorer geographic areas in
the case of Alu and several other major bilateral donors;

4) assistance from the IBRD on agriculture-and health-related
infrastructure; and 3) financing from the arab IFI?s fo; industry -
is consistent with Tunisia’s needs, and with the country’s
continued progress. What is missing is the linking of this aid
to appropriate policy reforﬁs. Particularly needed are steps
that will pennit development of a férﬁ marketing system that will
provide maximum incentives and opportunities, the adoption of new
farm technology, and the growth of self sustaining market
institutions. The World Bank staff has identified excessive
control of agricultural marketing both of inputs and outputs as a
factor holding back agriculture and thus keeping Tunisia from
realizing the full potential of I¥I and bilateral assistance

(including &, I.D.’S). i/

1/ IBRD Report No. 242U1-TUN. pe 243.





