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T u n r s r a  I S  e n e r p l n p  a s  t h e  most dynamic  c o u n t r y  r n  t h e  ?4ahgrch.  
P r e s r d e n t  E c n  Air's p e a c e f u l  r c c e s s ~ a n  t o  poher o n  N o v c ~ b t r  7, 1987 
r e s o l v e d  t n c  s u c c e s s i o n  c r r s i s  and  paved  t h e  w a y  t o  r n c r c a s c a  
p o l r t r c a 1  f r e e d o n  and p l u r a l r s 8 .  C e s p ~ t e  d r o u g h t ,  l o c u s t s ,  and t h e  
other c h a l l e n g e s  f a c e d  by t h e  new g o v e r n m e n t ,  T u n i s i a  h a s  s t u c k  t o  
i t s  f a r  r e r c n r n g  e c o n o ~ i c  ad  j u s t a e n t  y r a g r a E  (SAP) ,  i n r  t i r t e d  i n  
IS86 when r t  was a t  t h e  b r i n k  o f  I n s o l v e n c y .  

S r n c e  t n t n  t u n r s r a ' s  e conomic  p e r f o r m a n c e  h a s  been  v e r y  i m p r e s s r v c ,  
r e s u l t i n g  i n  s l g n i f i c r n t  improvement  i n  p u b l i c  f r n a n c e s  and  
e x p o r t s .  hluch r e m a l n s  t o  he done  t o  i a p l e r e n t  t h e  rreforms and t o  
s u s t a r n  p r o v t h  I n  t h e  p o s t - p e t r o l e u m  economy. The a C j u s t m e n t  
p rog ram w l  r J n o t  be f r n ~ s h e d  by 1991, I t  will e n t e r  8 s e c o n d  and  
more d i f f ~ c u l t  P h a s e  o f  economic  t r a n s f o r m a t i o n .  

S t r u c t u r a l  a d j u s t n e n t  I S  a  i r a g l  Jc p r o c e s s  d u r i n g  w h i c h  t h e  n e u  
Government ~ I I J  he v u l n e r a b l e ,  a t  l e a s t  u n t r l  t h e  economrc b e n e f i t s  
n e g r n  t o  o u t p a c e  t h e  s o c r a l  c o s t s  o f  r e fo rm.  Employment is  t h e  
f ~ r e n o s t  c h a l l e n g e  f a c r n g  t h e  c o u n t r y  i n  t h e  coming decaCr .  Jobs 
u l l l  be tne  a l t o s u r e  o f  e c o n o n r c  s u c c e s s  f o r  most Tun1 s i a n s .  

Tbe g o v e r n m e n t ' s  s t r a t e g y  I S  t o  t r a n s f o r m  t h e  economy I n t o  a  dynamic  
m a r k e t - d r r v e n ,  e x p o r t - o r i e n t e d  economy a b l e  t o  p r o r i d *  j o h s  a t  home 
and  c o m p e t e  t f f e c t r v c l y  a b r o r d ,  b o t h  v i t b t n  a  F!ahgreo economic  u n i o n  
and  v r s - a - v r s  a n  i n t e g r a t e d  EEC a f t e r  1992. S h l f t l n g  f rom a  
s t a t e - c o n t r o l ~ e d ,  i n p o r t - s u b s t r t u t i n g  economy t o  a  p r i v a t e - l e d ,  
o u t u a r d - l o o e r n g  one  w r J l  c a l l  f o r  new a p p r o a c h e s ,  new s k i  11s .  new 
c a p a c r t l e s ,  nev t e c h n o l o g i e s ,  new I n s t i t c t l o n s ,  a l o n g  v l t n  s t e p p e d  
up  p r r v a t e  i n v e s t m e n t .  Whr le T u n i s i a  r a n k s  a s  a  n i d d , t  income 
d e v e l o p i n g  c o u n t r y  i n  terms of p e r  e a p i t a  income,  I t  c a n  o n l y  a s p i r e  
t o  b e c o a r n g  a n  advanced  d e v t l o p r n g  c o u n t r y  w h i l e  t h e s e  & a p s  r e a r i n .  

U.S. a s s i s t a n c e  c a n  c o n t i n u e  t o  p l a y  a  v i t a l  r o l e  rn t h i s  
t r r n s f o r a 8 t r o ~  p r o c e s s .  I n d e e d  t h e  U.S. h a s  a s t r o n g  i n t e r e s t  i n  
seeing T u n i s i a  s u c c e e d .  A s t a b l e ,  d e m o c r a t i c ,  dynamic  T u n j s i a  on 
t h e  s o u t h e r n  f ~ a n k  of NATO c a n  s e r v e  a s  a model and  c e n s t t u c t i v e  
f o r ce  i n  t h e  r e n r o n .  

S j n c e  1986 USAID h a s  implemented 8 t r a n s i t i o n  r t r r t e t y  d l t e c t l y  
s u p p o r t j n g  t h e  SAP. About  n l n e t y m f i v e  p e r c e n t  of our rrsoutces h a v e  
b e e n  q u i c k  d i s b u r s l n 8  (PL 180 T i t l e  I ,  8 CIP and t h e  T e c h n o l o g y  
T r a n s f e r  P r o j e c t )  t h a t  h a v e  h e l p e d  meet s h o r t  term f o r e r # n  e x c h a n g e  
needs a n d  f i n a n c e  ( t b r o u # h  local c u r r e n c y )  t e m p o r a r y  j o b s  u n d e r  a 
r u r a l  p u b l i c  works proaram. Ue bare a l so  re8ponded  t o  e m r r t e n c y  
d r o u g h t  a n d  locust  n e e d s .  



A t  t h e  same t ime ,  we have r e a l i g n e d  o u r  p o r t f o l i o  and p o s i t i o n e d  
o u r s t  I r e s  through t n e  APIP, P r i  v a t e  . S e c t o r ,  Computer Technologv, H G  
anc F a m ~ l y  P l a n n ~ n g  p r o j e c t s  t o  a d d r e s s  t h e  medium and longer  term 
neecs  a s  t he . econosy  s t r @ ~ I ~ r e s .  Tnus from FY 89 through FY 91 ue 
v l l l  s h i f t  our  enphas r s  from filling f o r e i g n  exchange s h o r t a g e s  t o  
suppor t i ng  r m p l e ~ e n t a t ~ o n  of s e c t o r a l  p o l i c y  reforms and p r i v a t e  

* s e c t o r  expansion.  Local cu r r ency  gene ra t ed  from cont inued  CIPs a n d  
Title I w r l l  become i n c r e a s r n g l y  Important  a s  a  r e s o u r c e  in suppor t  
of t h e s t  a c t r v l t l e s .  A more d j r e c t e d  Technology T r a n s f e r  p r o j e c t  
u l  l l prov ide  t r a r E r n g  i n  d l  s c i p l ~ n e s  needed t o  f u r t h e r  economic 
t r a n s f o r m a t ~ o n .  

Tne b!~ss ron  proposes  a  new as s1  s t a n c e  s t r a t e g y  f o r  1S92-1996 ainted 
a t  s u s t r r n a b l e  growth and employment. In  the a e d ~ u n  term, t h i s  
means s u p p o r t ~ n g  t h e  emergence of a  more m a r k e t - d r ~ v e ~ ,  e x p o r t  
o r r e ~ t e d  economy. The o u t l l n e s  o f  t h e  proposed s t r a t c p y  look l i k e  
t h l  S: 

SUPPOftT FOR 
biARKET LED 

EXPORT1 NG ECONONY 

AND EXPANSION 

PROCESSING AND 

IMPROVED MTCH OF 
LABOR SUPPS* AND SKILLS 

WITH HARKIT DEMAND 



- Tne proposce s t r a t e g y  c a r r i e s  forward t h e  nlgn l eve ragc  e lements  i n  
our  c u r r e n t  proeram such a s  p o l i c y  a n q l y s i s  and p r i v a t r z a t i o ~  v r t n  - s l g n r f   cant s n l f t s  i n  emphases and rnnova t r ans  jn progran  a c t l r l  t ~ t s  
and m o d a l i t ~ e s  phased i n  over  t h e  s t r a t e t y  pe r iod .  

Set. Emphases 

I n  g e n e r a l ,  ue W I I J  pursu? a  more e x p l i c r t  f ocus  on employbent,  
e x p o r t s ,  and c n t e r p r r s e .  

I n  i~gr lc l J1  t u r e  ue  propose  t o  c o n c e n t r a t e  i n c r e a s i  ng a t t e n t  ion on 
higher value c r o p s  and ag ro -bus ines s ,  i n c l u d i n g  d r s t r i h u t i o n ,  
p roces s rng  and marke t ing ,  i n  I r n e  w i t h  f u n r s r a 8 s  s t a g e  of 
a g r r c u l t u r a i  d tvelcpmcnt .  

I n  t h e  p r r v a t c  s e c t o r  a r e a ,  ue  propose  t o  i n c l u d e  key a g r i c u l t u r a l  
p a r a s t a t a l s  (e.8.  O f f l c e  d e  C e r e a l t s )  I n  our p r i v a t i z a t i o a  
assistance e f f o r t s  and t o  e x p l o r e  vays  t o  promote p r r v a t t  
l nves twen t ,  p a r t r c u l a r l g  U.S.-Tunisran j o i n t  ven tu re s .  Ue a r e  a l s o  
p repared  t o   loo^ a t  e x p o r t  expansnon r c t ~ v i t r e s .  

Y ~ t n  regard t o  l a b o r  s k ~ l l s  and tnployrntnt ,  t h e  main i nnova t ion  is 
an e x p l l c r t  e f f o r t  t o  n e l p  t h e  government d e v i s e  and implement 
b e t t e r  enp loyn tn t  and t r r l n r n g  p o l i c i e s  and programs recogniz rnp  t h e  
government 's  s h o r t - t e r m  v u r n e r a n r l r t y  t o  l r h o r  d ~ s p l r c e d  by t h e  
s t r u c t u r a l  ad jus tment  p roces s .  

We s t e  t n e  t . !~ssron 's  r o l e  i n  rmplesrent rng t h r s  st r a t epy  i n c r e a s i n g l y  
a s  t h a t  of a  c a t a l y s t  and f a c l l r t r t o r ,  u s rng  o u r  s c a r c e  r e s o u r c e s  In  
d e f ~ n e d  n rcnes  t o  remove b o t t l e n e c k s  o r  t a k e  r d v a n t r g c  of 
o p p o r t u n ~ t r e s  t o  l e v e r  t h e  t r a n s f o t n 8 t f o n  p roces s  a long and t o  buf ld  
l a s t r n g  t r a d e ,  rnvestmtent, t e c h n o l o g i c a l  or j n s t ~ t u t l o n r l  l l n k s  
between Puni s l r  and t h e  U n i t e d  S t a t e s .  

Assuarng funding and s t a f f r n g  a t  more or  l e s s  c u r r e n t  l e v e l s ,  uc 
propose  r l e an  p o r t f o l i o  of 4 - 5  umbre l la  p r o j e c t s  p r o v i d i n l  f l e x i b l e  
r e s o u r c e s  t o  respond s e j c c t i v e j y  t o  t h e  predefined s u h - a r e a s  of t h e  
s t r a t e g y .  P o l i c y  dialogue, tecnnology  a p p l ~ c r t i o n ,  t r a j n l n g ,  and 
i n s t i t u t i o n a l  networking would t e r r i n  t h e  .#instay of our assistance 
t o o l s .  

18  w i l l  e x p l o r e  t h e  feasibility of 8 program # r a n t  t o  h e l p  l r p o r t  
c o ~ m o d j t i t s  needed by t h e  p r i v a t e  s e c t o r  and t o  g e n e r a t e  locrl 
c u r r e n c y  fo? s t r a t e g y  a c t l v l t i e s .  We rlll c o n t i n u e  t o  rely on PL 
180 Tttle I fo r  most o f  o u r  local t u r t o n c y  # @ n e t a t '  9s. Local  
c u r r e n c y  w i l l  be used for i n r t i t u t j o n a l  # r a n t s ,  c o n t r a c t s  w i t h  l o c a l  
c o n s u l t i n #  f i r m s ,  l i n e s  of c r e d i t  t h r o u s h  l o c a l  banks rod o t h e r  
l o c a l l y  funded a c t i v i t i e s  t o  suppor t  the s t r r t e # y .  



In carrying out this strategy uc u11J continue bujldinp a pore - c o ~ ~ a o o r a t r v e  partnersr,Ip rt~ationshlp; tnus r o v ~ n g  beyond the 
' traait~onal donor-rectp~ent relrtionshjp wnlch nas existed in the 

past. Ue b e l ~ e v e  a neu, more ~ a t u r e  ald relationship 15 des~ranle 
and possiole. t e  and tne Tunlsrans will hove to work out t h e  
modal I t ~ e s ,  develop new capacl tres, ad just our procedures, and air 
our signts h~gher. Tnis urll take time. We nope the organrtrtional 
and procedural innovat~ons we are able to evolve can serve as a 
model for the Agency In relatinp to mote advanced developing 
countries. 

Tne E!~ssion has thougnt nard on future dr rections and 
relationships. This paper outlines our conclusions and proposed 
emphases. The next step w i l l  be to develop a dctrilec 
i~plementatlon plan based on further analyses and dfscussions vltn 
our Tun1 slab counterparts. . 



A. Cverview of Econonic P e r f o r ~ a n c e  - 
1 

f u n r s r a  I S  a smal l  count ry  of n e a r i y  8 a ~ l l i o n  people  u i t h  p e r  
c a p r t o  lncone b-f aoout $1140.  I t  has soce  a g r i c u l t u r a 3  p o t e n t i a l ,  
h u t  no major n a t u r a l  r e s o u r c e s  beyond s t e a d ~ l y  d e c l l n r n g  o i l  
r e s e r v e s  and low g rade  phosphates .  

Tne s t r u c t u r e  of t h e  economy has evolved c o n s ~ d e r a b l y  s i n c e  
~ n d e y e n d e n c e  In  1956 ,  v l t h  t h e  r o l e s  of a g r i c u l t u r e  and i n d u s t r y  
havrng hcen r t v t r s c d .  Out of GDP of $10 br l l r o n  e ~ u r v 8 l e n t  i n  1988, 
agriculture c o n t r l n u t e d  1 1 t ,  manufact?*ring 16%. ninlmg and 
hydrocarbons g i n  construction and pun l r c  works 81, s e r v ~ c e s  40%,  and 
government 14%. Commerce a l o n e  c o n t r i b u t e d  ove r  h a l f  of  t h e  s e r v i c e  
s e c t o r  GCP. 

P t s p r t e  good p r o g r e s s  i n  Jovcrrng t h e  f t r t l l r t y  r a t ?  over  t h e  l a s t  
t v e n t g  y e a r s ,  Tunrs ra  S ~ I J J  f a c t s  a  hurg ton lnp  p o p u l a t i o n  (2.4% 
g r o h t n )  Increas lng!p concen t r a t ed  arong t n t  c o a s t  and I P  ~ t s  
c l t l e s .  Over 561 of t h t  pOpUJ8t)On 1s urban an3 nearly 5 C t  I S  under  
t h e  age of 2 5 .  Nodera t t ry  r ap rd  popurotron grou tn  an3 u r n s n i t a t l o n  
a r e  expec ted  t o  con t rnuc  over  a t  J e a s t  t h e  next 1 0 - J S  y e a r s .  

P c s p ~ t e  t b o  decades  of r e J a t r v e J y  r a p ~ d  economic j rowth (5 .8%) and 
s r g n r f ~ c a n t  expor t  of l a b o r  ( c a u r v a l e n t  t o  perhaps  1 / 4  of  t h e  a c t u a l  
cork f o r c e ) ,  frrnl s l a t s  endemic employrtent PtOhJtm has worsened i n  
r ecen t  y e a r s ,  b l t h  t h e  d t c l ~ n t  jn economic Rrowtb and t h e  v i r t r ra l  
h a l t  In l a b o r  e m i g r a t ~ o n .  Of t h o s e  c l a s s ~ f ~ e d  a s  w e c p l ~ y e d "  i n  t h e  
1484 census ,  271 were uork lng  l e s s  t han  6 months of t h e  yea r .  Opcn 
unetaFloyment r n  t h a t  same g e a r  b a s  s ea su red  a t  13.11, but  among 
males aged 18-24 r t  was 28.91, compated t o  less t h r n  8% f o r  a l l  
o t h e r s  comb]ntd. women r e p r e s e n t e d  21% of t h e  l a b o r  f o r c e  and I8.St  
of t h e  unemployed. The d a t a  from t h e  1984 census  s u g g e s t s  t h a t  
perhaps  30\ of t h e  I r o o r  f o r c e  was effectively unemployed. A11 of 
t h e s e  r a t e s  a r e  now be l i eved  t o  Be h jgher .  

Economlc growth s l o u t d  s t g n r f 8 c a n t l y  in t h e  f r r s t  h a l f  of  t h e  1980s 
(3.6%) end W I ~ J  p robably  t e a a i n  a t  reduced l e v e l s  th rough  t h e  e a r l y  
1990s (IMF/ICRD p r o j e c t  3 . N  on rve ra#e ) .  t h i s  i s  expec ted  t o  be 
t h e  case even  u i t h  good p r o 8 t e s r  on r t r u c t u r a l  a d j u r t m ~ ~ n t .  

The o l d e r  s o u r c e s  of r a p i d  economic s r o u t h  o f  t h e  1960s and 1970s 
( expor t  of hydn,ocarbons and i m p o r t - s u b r t l t u t i o n  i n d u s t r l r l i t r t i o n )  
have been f u l l y  e x p l o i t e d .  C o n t i n u a t i o n  of i m p o r t - r u b s t i t u t i o n  
i n d u s t r t a l i t r t i o n ,  i n  t h e  absence  of l a r g e  domes t ic  marke t s ,  would 
Qeo8 T u n r s i r  t o  t h e  double  burden of  low a r o u t b  and a u o r s e n i w  
employment s i t u r t t o n .  A t  present t h e  economy is p r o r i d i n 8  tewr 
t h a n  3 jobs f o r  e v e r y  1 beu e n t r a n t s  t o  t b e  l a b o r  force, u b i c h  i, 
growin8 a t  more t h r n  38 per y e r r .  



a 
Grout? and jobs nust depend increasingly on non-tradi t i a n a  J exports. 
In tne absence of exports, agricuJture (source of 27% of cmploy~cnt - rn the econoay) offers little r e ~ r e f  in terms of new johs ene will 
contrnuc to contrrbute a declrnrng snare of GCP [ l41! ,  ( h e - h a l f  o f  
tne  agrrcultural labor force already works jess than 6 montns of the 

7 year accordrng to the 19P4 census and IS na2e up Oisproportiortately 
of wonen). Srmrlarly, the Industrial sector (source of 35% of 
ebploynent In the econoay) vauld offer feb new employment 
opportunitres rf it vere to contrnuc to sta8nate as i t  has in the 
1980s or to grow in cap~tal-jntensrve uays as i t  has up to the 
present. Services, altnough important both in terns of their 
contrrbutron to GDP and employment, tend to b t  r follouing rather 
tban a leaarng sector. 

Export-orrented market liberalizatron f s clearly Tunrsiats best 
optron for addressrng rts growth and tmployment problems. It will 
(1 )  promote greater eff ~crency from existrng ressources, ($I) create 
8 greater hias tovard laoor us?, ( i i i )  teoove the snrll domestic 
market demand constraint from tnt nanufacturr~g sectcr, ( i v )  
increasingly self-f~nance the external rtsourct constrarnt, ( v )  
provrde a much klgher growth prtn potentrrl than the old 
rmport-su~stttutron strategy, and ( v i )  tesult In much greater labor 
use. 

Kevertheless, restructurrng of tne economy will tare considetaole 
time a ~ d  I S  likely to lead to stresses and sttoins. K e g a t i ~ e  impacts 
br 1 1  occur for formerly prctected industries and the 251 of the labor 
force dependent on public sector enployment, as uell 8s on the Pore 
vulnerable groups wr t n  locc: Incomes. In 8ddItion, ski 11s. 
attrtudes, rnstttutional arran@ements, and existrng re~ulations are 
far from martiet-oriented. It rs human nature to resist cnangt. 
Tunlsla thus will need strong pol~tical resolve and t n t t r i ~  donor 
ass]st@nce to stay tne course and help cushion the worst effects of 
ref era:. 

.Tun] srr is engaged rn a clrssrcrl structurrl ad justmcnt program wr th 
tnree essentral components: (I) the Piberalrtrtion of the overrll, 
macro/cross-sectorrl polrcy frareuork, (i i )  tne teatructutSng, 
lrberrlrtation and frnetunrnl of key sectoral palicy ara*s, an4 (Ui) 
tne snrftrng of the balance of economic power and control 
proaressrrsly from the Sovernment and public sector toward the 
private sector. The em basis in on freein8 up incentive ~ y s t e m s  
(prices and re#ulations ! and moving toward an outuord loakin8 
(export-oriented) polacy stance in order to promote efficiency, 
productivity, and employment. 



Em~loyment I S  t o  be promoxed both by t h e  i m p l ~ c l t  nxgner l e v t l s  of ' - ' ~ r o r r n  and 0). t h e  i m p l r c ~ t  I n c r e a s e  i n  t h e  ave rage  l a b o r  l n t e n s l t y  of 
o u t p u t -  The r o l e  of t h e  p r i v a t e  s e c t o r  i n  t n e  economy i s  t o  be 
increased by t n e  f r e e i n g  up of i ncen t  l.ve sys tems ,  r e s t  r a l n l n g  

; government s u b s i d i e s  and t r a n s f e r s  t o  pual  i c  e n t e r p r i s e s ,  d e c r e a s l ~ g  
t h e  s n a r e s  of goverr~ment and p u b l l c  e n t e r p r i s e s  I n  nets i n v t s t m e n t ,  
&nd by p r r v a t r t a 1 1 0 ~ .  The' r e s t r u c t v r i n g  of t h e  e c o ~ o s y  is t o  be 
accoepl  i shed W I  t h l n  a macro f r rmcuorx of p r o g r e s s ]  ve rmprovernent i r  
e x t e r n a l  and i n t e r n a l  ba lance  uh icn  r e o u i r c s  r e s t r a i n t  of consumption 
and i m p l i c r t l y ,  s u b s ~ d l e s ,  u r g e s  and salaries. 

Prog re s s  on t u n i s i r ' s  medium-term s t r u c t u r a l  ad jus tment  program 
(1987-91) bas been encouragxng t o  d a t e .  However, 8 Phase 11 
ad jus tment  program (1992-96) w i l l  ht needed. R e a l i s t i c r l l y ,  i t  v r l l  
r e a u ~ r e  a n o t h e r  8 y e a r s  o r  more t o  complete  and f u l l y  implement 8 
ccmpr@hcnsive ad jus tment  program. The pace and e x t e n t  of p u b l i c  
e n t e r p r ~ s e  reform i s  a major a u o t l o n  r a r r  a t  t h i s  p o i n t  and p r i v a t e  
Investment is a majot  concern a s  a r e  nunrn r e s o u r c e  and technology 
development. 

Tne challenge i s  daunting, but o t h e r  c o u n t r i e s  w i th  l e s s  f r v o r a n l t  
c l  rcumstanccs have  succeeded.  ConpJet i on of t h e  s t r u c t u r a l  
ao jus tment  p roces s  I S  T u n l s ~ a ' s  uey t o  success .  

November 7, 1987 marred r w r t e r s n t d  i n  T u n r s i a ' s  modern h i s t o r y .  
S r n c t  t h e  mld-1980s. T u c l s i a  had  f aced  r s e r i o u s  economic downturn, 
g roc lng  unen4plognent and a Bovernaent r n  p a t 8  l y s r  s. 

The p e r c e f u l  assumption o f  power by t h e  5J  y e a r  o l d  Frrme Y t n i s t t r  
Z ~ n e  El Abldine  Ben A l i  g ene ra t ed  renewed hope. The speed and 
bread th  of h i s  p o l i t i c a l  and economic I i o e r a l ~ z a t i o n  measures have 
sparked excitement and a new dynamism. The record  of h i s  f i r s t  16  
months i n  o f f i c e  has  been commendable from almost  a l l  p e r s p e c t i v e s  
and i s  r e f l e c t e d  i n  c o n t i n u a n t  popu la r  suppor t .  

2. The VI I th  P l an  (1987-91) 

Worsen~ng  ba l ance  of payments and budge ta ry  de f  $ t i  t s  i n  t h e  mid-1980s 
provoked t h e  Bourguibr government t o  t a k e  s t r i n g e n t  measures i n  198s  
and,  t o  respond w i t h  8 comprehensive mrctoeconomic ad jus tment  program 
i n  mad-1986. T h t s  became t h e  b a s i s  of t h e  new V t f t h  Plan and 
provided  t h e  p o l i c y  f rameuor r  f o r  an  IMF Stand-by Arranlement and a n  
IBRD A # r i c u l t u r a l  Sector Adjustment Lorn l a  t b e  F a l l  of 1986. 
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e .Tne VI I tn  F lan  s t r a t e p y  i s  e x p o r t - o r i e n t e d ,  na rkc t  l i b e r a l l z a t r o n  
- u ~ t h r n  a  macro f ramevorr  of i n t e r n a l  and e x t e r n a l  ba lance ,  I t  - 

s t r e s s e s  expansron of p r o d u c t r v i t y ,  e x p o r t s  and employncnt tnrough 
- t n e  p r r v a t e  s e c t a r .  Tne p l an  a c c e p t s  t h e  need t o  c o n t a r n  

consumption,  expand gr i 'va tc  s e c t o r  inves tment ,  improve the e f f i c i e n c y  
of r e s o u r c e  u s e , a n d  al lOCqtlOn, and r e o r i e n t  t h e  economy toward l a h o r  
r n t e n s i  ve tecnno. logies  and expor t  g t o s t h .  ~Iacraeconomic pol  i c y  
adjus tment  c o v e r s  e i g h t  a r e a s :  wages and s a l a r i e s ,  t h e  budget ,  
i n t e r e s t  r a t e s ,  monetary and credi t  p o l i c i e s ,  t h e  exchange r a t e ,  and 

* price, inves tment  and import l l b e r a l l z a t l o n .  

Tne V l I t h  P lan  e n t a i l s  a  comprehensive reform p rck rge  t h a t ,  i f  
s u c c e s s f u l l y  ~mplemented ,  wr 11 r e p r e s e n t  a  fundamental r e s t r u c t u r i n g  
of t h e  Tunr s i an  economy d u r ~ l n g  t h e  1990s and a d d r e s s  t h e  p e r e n n i a l  
problems of p r o d u c t l v r t y  and employment. Tne Plan i s  h i g h l y  
ambi t l ous ,  In  i ts  comm~tcen t  t o  e x p o r t - o r i e n t e d  market 
11 b t r a l  I t a t r o n .  Tne new government, t o  i t s  credi t ,  embraced t h i s  
long-term s t r a t e g y  ( d e s p i t e  i t s  e v i d e n t  sho r t - t e rm  p a l i t ~ c a l  c o s t s )  
and nas  made ~ t s  r s p l e h e n t a t r o n  8 t o p  p r i o r i t y .  

C, S t r u c t u r a J  Adjustment P rog re s s  

1. IBRC and I?:F Support  

Tne VI I th  P lan  has  se rved  a s  t h e  f r ~ m e ~ o t k  f o r  t h r e e  s t r u c t u r a l  
ad jus tment  r e l a t e d  l oans  from t h e  IBRP, t u o  from t h e  ADB, and an IKF 
StanCny Arrangement and Extended F inanc ing  F a c r l i t y  t c ; a l l i n g  $925 
n i l l r o n .  I t  w i l l  s e r v e  a s  t h e  framework f a r  f o u r  more sd ju s tmcn t  
r e l a t e d  IBRD l o a n s  through JS9l.  

In t h e  p r o c e s s  of n e g o t r a t r n g  and inplement ing t n e s e  l o a n s ,  t h e  
macroeconomic ad jus tment  program nas  been r e f r n e d  a ~ d  s t r e n g t h e n e d  hy 
conplementary nrcroeconomrc and s e c t o r a l  adjus tment  programs and 
tnrougn c l o s e  monrtorrng by t h e  IBRD and IKF, 

2. P r o g r e s s  S i n c e  1986 

Concensus h o l d s  t h a t  T u n i s i a 9 s  p r o g r e s s  on s t r u c t u r a l  ad jus tment  i a s  
been nood, based on revrew of  nacroeconomic j n d j c a t o r s  and scheduled . 
reform a c t i o n s  and t a r g e t s .  T u n i s i a  ha s  met o r  exceeded i t s  t a r g e t s  
and taken promised a c t i r  rs 8ccord1 na t o  schedu le ,  

The IBRD and t h e  IHF have g i a e n  T u n i s i a  good marks on  t h e  
1mpJementation of its s t r u c t u r a l  ad jus tmen t  program and have made 
b r s b u r s e ~ e n t s  i n  performance-condi t ioned p r o B t r r s  ul t h i n  13-19 months 
of t h e i r  agreements .  

Tne IBRD and t h e  IW n e g o t i a t e d  f u r t h e r  agreements  Ln mid-1988, 
e x p r e s s i n g  s a t i s f a c t i o n  u j t h  p r o a r e s 8  and concur rence  on  the 
soundness  of  t h e  r e v i s e d  medjum-term ad jus tment  pro#tam 1988m9j. 



NO o f f l c i a i  word nas  been recerved  oy t h e  )11rssron on p r o g r e s s  under - t n e  1I;F Extended F ~ n a n c l n g  F a c i l i t y  (7 /88)  o r  t h e  IRRP S t r u c t u r a l  
A d j u s t r e n t  Loan ( 5 / 88 ) .  Never tne l e s s ,  e x p e c t a t i o n s  a r e  t h a t  

- c o n a r t r o n s  f o r  t h e  2nd. (and f i n a l )  t r a n c h e  of t h e  IBRD S t r u c t u r a l  
Adjustment Loan w i l l  be met by mid-Sprfng 1989 and t h a t  p a r t i a l  
drabdown on t h e  IXF Extended Financrng F a c i l i t y  v i l  J t a k e  p l a c e  a s  
scneduled i n  t h e  f r r s t  a u a r t c r  of 198s. 

a. The Macroeconomic Tableau 

lilacroeconomic performance was e x c e p t i o n a l  i n  1987 and good i n  1988 
u r t n l n  t h e  c o n t e x t  of t h e  1987-91 ad jus tment  program n e g o t i a t e d  u ~ t h  
t h e  IMF. Exogenous f a c t o r s ,  p a r t  i c u l a r l  y u e a t h e r ,  tended t o  boos t  
performance i n  1987 and l e s s e n  i t  i n  1988, 

1987 Performance - Performance was a i d e d  by an  unusua l ly  good 
8 g r 1 c u l t u r a J  y e a r ,  a  s t r o n g  rebound i n  tour r sm,  h igne r  pe t ro leum 
p r i c e s ,  and s t r o n g  expor t  p e r f o r a a n c e  i n  t e x t i l e s  and mechanica l /  
e l e c t  t i c a l  e x p o r t s .  

F o ~ l o v r n g  n e g a t i v e  growth rn  1986, caused i n  p a r t ,  by s e v e r t  drought  
and terms of t r a d e  d e t e r i o r a t r o n ,  t h e  economy rccovcrcd i n  1987. 
S t rong  performance i n  agriculture, t o u r i s m ,  and r n c r e a s i i : ~  ex o r t s  
noor ted r e a l  GDF g r o v t n  t o  3.8%. ( co rpa red  W I  t b  -1.6f& i n  I PI6P and 
tne IGF progran t a r g e t  of 5.01. I n e  c u r r e n t  account  d e f i c i t  dropped 
t o  1.41 of GDP (IMF program t a r g e t s  were 5.81 rn 1987 and 8.01 I n  
19861. Tne governaent  budgetary s:f i c i  t was s rgnr  f i c a n t l y  reduced 
from 3  - 7 1  of GDF rn J 986 t o  3.61 i n  ~ 9 8 7  cooipared t o  t h e  IP!F program 
t a r g e t  of 4 . 2 8 .  I n f l a t r o n  i nc rea sed  from 5.8: I n  1986 t o  6.21 i n  
1987, and bas  s l i g h t l y  h i g h e r  t han  t h e  8.OI program t a r g e t .  O f f i c l a l  
r e s t r v e s  i n c r e a s e d  from 1.3 months of i n p o r t s  i n  1986 t o  2.0 months 
an 1987, compared t o  a  program t a r g e t  o f  1.8 months. Altough t n e  
e x t e r n a l  p u b l i c  debt/CCP r a t i o  i n c r e a s e d  from 56.11 t o  37.8% i n  1987, 
i t  remarried below t h e  p rogran  t a r g e t  of  60.81. F i n a l l v ,  t h e  d e b t  
s e r v r c e  r a t i o  f e l l  from 27.98 t o  26.2: i n  1987, compared t o  a  program 
t a r g e t  of 27.Q1. 

Although some s h o r t f a l l s  occur red  i n  t h e  program t a r g e t s  f o r  growth 
i n  budgetary  revenues ,  use  of domes t ic  c r e d r t  by government, momey 
supply  g rou th ,  and s h a r e  of  # t o s s  c a p i t a l  fo rmat ion  i n  GDP, 1987 
performance exceeded IMF program expectations. St i  11 t h e  l a r g e r  t h a n  
a n t i c i p a t e d  d e c l i n e  i n  domes t ic  demand, brought  on in p a r t  by l r 8 g i n g  
inves tment ,  n e g a t i v e l y  a f f e c t e d  a c t i v i t y  i n  t h o s e  sectors nea red  
toward t h e  domes t ic  economy. 
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- 
O v e r a l l  e c o n o a r c  growtP l e s s e n e d  s i g n r f ~ c a n t l y .  Tne c u r r e n t  a c c o u n t  

- d e f i c i t  r n s r e a s e d  m o d e r a t e l y .  Tne b u d g e t a r y  d e f r c r  t r n c r e a s e d  
s l r g h t l y  and i n f r n t l o n  i p p a r e n t l y  a b a t e d .  I n  r e l a t i o r ,  t o  1WF program 
t a r g e t s ,  pe r fo rmance  ranged from f a i r  t o  goad.  I n  c o n t r a s t  t o  l Q I ? ,  
wllere exogeneous '  f a c t o r s  sucn  a s  w e a t h e r  ana t e rms  of  t r a d e  t ended  t o  
f a v o r  t h e  ad j u s t a e n t  p r o c e s s ,  1988 e x p e r i e n c e d  t h e  r e v e r s e .  S e v e r e  
d r o u g h t  Caused 8 241 decline i n  r e a l  a g r r c u l t u r a l  o u t p u t  and c r e a t e d  
s e r i o u s  rnocbe  and emproyhent p r e s s u r e s  f o r  a  s e c t o r  employing o v e r  a 
a u a r t e r  o f  t h e  n a t r o n ' s  l a b o r  f o r c e .  T n i s  c r e a t e d  t h e  d r l emea  o f  
mee t ing  b u d g e t a r y  t a r g e t s  w h i l e  r e s p o n d i n g  r e s p o n s i b l y  t o  t h e  
crrsis .  I n  v r e v  of  t h e  u n a n t r c r p a t e d  burden posed by t h e  d r o u g h t  on 
t h e  budget  and r e l a t e d  ~ n d i c a t o r s ,  o v e r a l l  1988  pe r fo rmance  p r o b a b l y  
w ~ l l  be judged n r x e d ,  b u t  good on  b a l a n c e .  

Real  GDF g r o u t n  f e l l  d r a m a t i c a l l y  t o  0.91 r n  1988,  though s t i l l  i n  
l r n e  vr t n  t n c  program t a r g e t .  K e v e r t n e l e s s ,  e x c l u d i n g  the 
a g r r c u l t u r e  and f l s h t r y  sector ,  r e a l  g r o u t h  was 5.21, up from 4.0% i n  
1987,  d e m o n s t r a t r n g  a f a v o r a b l e  r e s p o n s e  t o  the s t r u c t u r a l  a d j u s t m e n t  
p r o c e s s .  Tne c u r r e n t  a c c o u n t  d e f i c r t  i n c t e a s e d  m o d e r a t e l y  t o  2.3% of  
GCP, b u t  below t h e  3.88 program t a r g e t .  A s  a  conseaucnce  of  t h e  
mrxcd p e r f o r m a n c e ,  t h e  b u d g e t a r y  d e f i c r t  i n c r e a s e d  to  4.41 c f  GDP. 
s l i g h t l y  above  t n c  program t a r g e t  of 4.11. 

Inflation fe l l  from 8.21 to  s l r g h t l y  below t h e  program t a r g e t  of 
6.55. Tne r a t r o  of e x t e r n a l  d e b t  t o  CDP i n c r e a s e d  s l r g h t l y  t o  60.18, 
bu t  was s t ]  J J below t h e  program t a r e e t  of 60.68. Debt s e r v i c e  
d e c r e a s e d  t o  24.31, o e l o u  t h e  program t a r g e t  o f  26.48. F i n a l l y ,  
o f f ~ c r a )  r e s e r v e s  may have ~ n c r t a s e d  s i g n r f  i c a n t l y  ( p o s s i b l y  ZOO+ 
mil:ron SCRs). 

On t n t  p o s r t ~ v t  s r d e ,  S t  uouJd a p p e a r  t h a t  p e r ~ o r a a n c e  was b e t t e r  
t h a n  programmed f o r  growth  r n  e x p o r t s ,  government  r e v e n u e s ,  c u r r e n t  
b u d g e t a r y  e x p e n d i t u r e s  and d0IneStSC c r e d i t ,  and t h e  g r o s s  n a t i o n a l  
s a v l n g s  r a t e .  On t h e  n e g a t i v e  s j d t ,  i t  would a p p e a r  t h t t  pe r fo rmance  
was worse  t h a n  programmed f o r  S r o v t h  i n  i m p o r t s ,  b u d l t t a r y  c a p r t a l  
e x p e n d i t u r e  and n e t  l e n d i n g ,  t o t a l  b u d g e t a r y  e x p e n d i t u r e s  and n e t  
l e n d i n g ,  government  d o n e r t r c  c r e d i t  and e r p a n s i o n  of  t h e  money 
s u p p l y ,  and t h e  ra te  of gross c a p i t a l  f o r m a t i o n .  

1/ O f f t c i a l  s t a t i s t i c s  are n o t  y e t  i n  and the IHF and IbRb b a r e  not  
D 

r e l e a s e d  t h e m  i n i t i a l  e v a l u a t i o n s .  Houever,  p r e l i m i n a r y  a s s e s s m e n t  
o f  p e r f o r m a n c e  c a n  be made for  most key i n d i c a t o r s  on t h e  b a s i s  of 
GOT e s t t m a t e s  i n  t h e  B u d s e t  Economiaus 1989 u h i c h  uere based  on 9 t o  
10 months o f  d a t a .  



. *On the basis of this rev re^, the aiacroeconomic and structural 
- adjustment program tnrough 1988 remains on target with good progress 
overall. External performance, in particular, has been very good, 
although led to date almost entrrely by tne extraordrnary tuTnatOund 

- rn tourrsm and, to a lesser extent, by .the performance of textile ana 
mecnanrca~/engrnrerrng exports. Kevertheress, there appear to he 
uorrrsorne signs .relating to excesssrve budgetary expenditures 
(partrcularly c a p ~ t a ~  expenditures and consumer subsides), low 
private sector investment rates, and excessrve expansion of liauidity. 

6 .  P o l ~ c y  Reform Highlrghts 1986-88 

-80% of agrrcultural producer prices decontrol led; remaining 
prices raised significantly 1986-87. 

-Subsidized agricurtural input p r ~ c e s  raised in 1986/87 and 
1987/88 crop seasons; fertl~iter retail margins liberalized 8/87 
and full cost cnargrng for mecnanrzatron servrces achieved. 

-60% of value of manufactured goods producer prices decantrolled 
ny mrd-lS8e; controls on most remainrgg items rtlaxed. 

20% of distrrbution aargrns decontrolled 1/89. 

-Certarn publrc tariffs and petroleum prices rarsed in 1988. 

-Snore of consumer subsrdres in oudget dropped from 3.58 to 3 t  In 
r 987. P 

2. Rest ructurrnn of Puolic Ente~rises 

-State control lrni ted to enterprrses WI tn 50% government 
Fartrcrpatron, up from 31t .  

-Legislation proaulgated to permrt gradual sale of Bovernnent 
share of public enterprises to private sector and process has 
been initrrted. 

-Systemrtic revieu underway vith view to imptorin8 financial 
viability of those enteprises remrinina in public sector. 

3. Import Libetrli tation 

-Quantitative testrictions on irpotrs of rru arterials. 
semi -finjshed goods. and investment eoods removed (wi t b  minot 
exceptioas) by 1/88; vrlue of freely imported aoods S3\ in 1988. 



. -Companies t x p o r t r n g  more t h a n  15% of ou tpu t  r f l o v e d  t o  f r e e l y  
import needed i n p u t s .  - 
-Kaximun t a r i f f  r a t e  reduced from 236: t o  41%; minimian t a r i f f  

- r a r s e d  t o  15%. 

- O t h e r  t a r i f f  r a t e s  betueen 268 and 55: were reduced by 6 
pe rcen t age  p o r n t s  1/87 and 9 p e r c e n t a g e  p o r n t s  1 /88 ,  s u b j e c t  t a  a 
mlnrmun i a r r f f  of 17:. 

Exchange Rate ,  Exchange System and Ex te rna l  Debt - 
-Fljoating r a t e  exchange r a t e  system adopted 10/85. 

-9% d e v a l u a t i o n  of nominal e f f e c t i v e  exchange r a t e  8/86. 

-21.50 d e p r e c i a t i o n  of r e a l  e f f e c t i v e  exchange r a t e  d u r i n g  1986 
w r t h  f u r t h e r  d e p r e c i a t i o n  of 4 -58  i n  1987. 

-Real e f f e c t r v e  exchange r a t e  main t r rned  i n  1988 w j t h  f u r t h e r  
nomrnar d e p r c c r r t r o n  of 28. 

-El rmrnat I on of government S U D S I ~ I  zed exchange r a t e  g u a r a n t e e  
. sys tem 8/88 and replacement w i t n  temporary a l t e r n a t i v e  government 

gua r a n t c e  system. 

-11-;F program 1 irni t s  on non-concess ional  e x t e r n a l  deb t  1987-88 
observed.  

- E s t a b l i s h e d  monizorrng unr t t o  c e n t r r l i z e  d a t a  on e x t e r n a l  deb t  
s t r u c t u r e  I n  1988 f o r  purposes  of managing e x t e r n a l  d c b t ,  
i nc lud rng  a t t e n d a n t  exchange r i s k .  

3. T ~ I  Reform - 
-Value ac'ded t a x  system in t roduced  7/88 and extended t o  who le sa l e  
t r a d e  1/89,  r ep l aced  t h r e e  t u r n o v e r  t a x e s .  

- N e w  pe r sona l  jncome t a x  system w i t h  s i r p l i f ~ e d  s t r u c t u t e  and 
maximum r a t e  reduced t o  SOB i n t r o d u c e d  1/89. 

-Corporate  t a x  system reform under  p r e p a r a t i o n .  

6. C r e d i t  and Monetary P o l i t i e s  

- P r i o r  app rova l  of new. c r e d i t  and r e f i n r n c i n a  by C e n t r a l  Bank 
e l i m i n a t e d  1/88. 

-Reserve loss p r o v i s i o n s  of bankina sys tem s t r e n g t h e n e d  1/88. 



-Monty market  System s t r eng thened  by a u t h o r i z a t i o n  of ~ n t e r b a n k  
t t r o n s a c t l o n s  and p a r t i c l p a t i o n  of nonbrnk financial i n s t i t u t l o n s  

and c e r t a i n  enterprises; c e r t i f ~ c a t e s  of  d e p o s i t s  of  t h e s e  
i n s t ~ t u t i o n s  n o s  f r e e l y  t r a d e d .  - 
-Cost of c r e d l t  t f f e c t . i v e l y  reduced by 1.1% by r educ t ion  on 
s e r v l c e  t a x  on ~ n t e r e s t  c h a r g e s  from 1 4 t  t o  6% on 11/87. 

- I n t e r e s t  r a t e  c o n t r o l s  on l oans  and d e p o s i t s  l e s s e n e d ;  d e p o s i t  - r a t e s  e s s e n t i a l l y  d e r e g u l a t e d  and c e ~ l i n g  on l end lng  r a t e s  
r ep l aced  by bank spread of 3% above money markec r a t e .  

-Money market r a t e  r a i s e d  t o  about  9 . 5 t ;  t r e a s u r y  bond r a t e s  
r a i s e d  from 5.50 t o  6.51. 

- P r e f e r e n t i a l  i n t e r e s t  r a t e s  l i m i t e d  t o  a g r j c u l  t u r e ,  e x p o r t s  and 
SGES, and a r t i s a n 8 1  and c r a f t  i n d u s t r i e s .  

-F loor  on p r e f e r e n t r a l  i n t e r e s t  r a t e s  t o  be e f f e c t i v e l y  r a i s e d  t o  
7% 1/8S. 

-Offsnore  banks permr t ted  t o  a c c e p t  d e p o s i t s  and aake  l o a n s  i n  
l o c a l  c u r r e n c y ,  t n u s  increasing domes t ic  compet i t ion .  

-Mechanisms a v a i l a n l e  t o  Cen t r a l  Bank f o r  i n t e r v e r i n g  i n  money 
market d ~ v e r s ~ f  i ed .  

-1988 s t u d y  conducted i n  p r e p a r a t r  on f o r  I n t roduc t r  on of t r e a s u r y  
b 1 1 l S .  

7. Investment L r  be r a l  I za:ion 

-implementation of new investment  codes  wi th  no advance 
a p p l ~ c a t ~ o n  neces sa ry  u n l e s s  s p e c i a l  i n c e n t i v e s  r eoues t ed  i n  1987. 

-Tax r a t e s  on investment  e a r n i n g s  reduced by i n t r o d u c t i o n  of t a x  
c r e d i t  concep t .  

Government i s  c o n s c i o u s l y  c o n s t r a i n 1  ng p u b l i c  e n t e p r i  se and 
government u s e  of  domes t ic  c r e d i t  i n  o r d e r  t o  make g r e a t e r  
p r o p o r t i o n  o f  c r e d i t  f a c i l i t i e s  a v a i l a b l e  t o  p r i v a t e  s e c t o r .  

I n  sum, o v e r a l l  p r o g r e s s  on  T u n i s i a ' s  s t r u c t u r 8 1  ad jus tmen t  1986-88 -- 
must be judged v e r y  good bo th  on t h e  b a s i s  o f  programmed 
macroeconomic i n d i c a t o r s  and reform s t e p s  t aken  to  d a t e .  The econoay 
h a s  made a  good, s t r o n g  s t r r t  an the f i r s t  two and o n e e b r l f  y e w s  of 
i t s  medium-term ad jus tmen t  p r o  tam. S u b s t a n t i a l  p r o g r e s s  h a s  been 
made tova rd  s b i f t i n l  r e l a t i v e  f a c t o r  p r i c e s  i n  f a v o r  of  ~ r e a t e r  l a b o r  
u s e ,  skev ing  i n c e n t i v e  sys tems  t o v a r d  t r a d e a b l e  goods,  and aeducdn# 
t h e  role  o f  government and p u b l i c  e n t e p r i s e s  i n  t h e  economy 9w f a v o r  
o f  t h e  p r i v a t e  sector. Meanwhile good p r o g r e s s  has  been made toward 



- attaining l n t e r n a l  and e x t e r n a l  ba l ance ,  u n i l e  ma in t a in ing  c o n d i t i o n s  
of r e l a t i v e  p r ~ c e  s t a b i l  i t y  and r ca sonao le  g r o u t n  ( d i s c o u n t i n g  f o r  - t h e  1987/88 drought ) .  Much remains t o  b e  done both i n  t h e  t h r e e  

'1 reff iaining y e a r s  af t h e  ' c u r r e n t  ad j u s t r e n t  program and i n  t h e  program 
% h a t  w i l l  fo l i0 .6  i n  t h e  V l I I t n  Plan 1SSt-96. 

D. Cna l lengcs  and P r o s p e c t s  

1. Cha l lenges  

a.  Managing t h e  PoJl:icol R i s k s  of Reform 

The s t r u c t u r a l  ad jus tment  program i s  a  h lgh ly  complex and 
i n t e r - r e l a t e d  s e t  of macro and s e c t o r a l  r e f o r n s  t h a t  s h i f t  t h e  
ba lance  of economic pover and c o n t r o l  p r ~ g r t ~ s i v e l y  t o  t h e  p r i v a t e  
s e c t o r .  

I t  r e o u ~ r e s  c a r e f u l  phasing i n  o r d e r  t o  avo id  undue j o l t s  t o  t h e  
economy. Cons iderab le  t i n e  u ~ l l  be needed f o r  implementat ion and f o r  
the economy t o  suoseauentJy  a d j u s t .  In t h e  i n t e r i m ,  t h e r e  w i l l  be 
b e l t  tightening, people  a d v e r s e l y  a f f e c t e d  and,  In  some c a s e s ,  
significant changes i n  s o c i a l  and economic s t a t u s .  

Managing s t r u c t u r a l  ad jusr.ment vi J 1  reou i  r e  an a c u t e  s e n s e  of 
p o l ~ t ~ c a l  economy, a s  well a s  t e c h n ~ c i l  s k i l l .  The p roces s  i s  
c t ~ u l l e n g i n g  b u t  t h e  rewards can o u t ~ e i g h t  t h e  risks i f  t h e  government 
ho lds  f i rm  t o  t h e  p r e s e n t  c o u r s e  s e t .  

b. F ~ n i s h l  ng the Medlu~-Term Adjustment Progaam 

The most important  s t r a t e g r c  t a s k  f a c r n g  T u n i s i ?  i s  t h e  s u c c e s s f u l  
complet ion of t h e  1987-91 aedaua- term s t r u c t u r a l  ad jus tment  program. 

Key Reu~aining Ac t ions  - Looking anead o v e r  r n e  ptr iod.1989-91,  
Z u n i s i a  has  pledged t o  comple te ly  e l i m i n a t e  r t m a ~ n i n g  a g r i c u l t u r a l  
Input  s u b s i d i e s ,  a l ~ g n  most a g r i c u l t u r a l  producer  p r l c e s  w i t h  
i n t e r n a t i o n a l  l e v t d s ,  t n c r e a s t  t h e  pe rcen t age  of  d t c o n t r o l l e d  
manufactured goods producer  p r i c e s  ( i n  v a l u e  terms from t h e  p r e s e n t  
558 t o  75%).  and i n c r e a s e  l l b e r a l r r e d  d i s t r i b u t i o n  margins  from t h e  
p r e s e n t  2O\ t o  SO\. The government h8S p l e d l e d  ( d e t a i l s  and 
s c h e d u l e s  a r e  p r e s e n t l y  be ing  n e g o t i a t e d  wjtb t h e  IBRD) to  
r e s t r u c t u r e  c e r t a r n  p u b l i c  e n t e r  rises, p r i v a t i t e  o t h e r s ,  and t o  ! improve o p e r a t i o n a l  e f f i c i e n c y  o t h o s e  v h i t b  remain pub l i c .  

T u n i s i a  has committed i t s e l f  t o  l i b e r v l i r e  impor t s  and remove 
q u a n t i t a t i v e  r e s t r i c t i o n s  from 80% of a11 s o o d s  (up from SSt )  and 
a c h i e v e  an  ave ra8e  e f f e c t i v e  p ro tme t ion  ra te  of 2SB, w i t h i n  a  r a n g e  
of 1st t o  SSt (doun from p r e s e n t  4 1 t  martmum). T u n i s i a  bas p l e d l e d  
t o  ma in t a in  tne real e f f e c t i v e  exchanae r a t e  of end-I987 and t o  l i m i t  
addin# neu n o n - c o n c e s s ~ o n a l  d e b t ,  ?be 8overnment b a s  made 



-1 5 -  . 
- cone l tmen t s  t o  l i m i t  t n e  budgetary  P e f ~ c l t  tt 2.5% cf Grr hy l S S l  

(doun from 4 . 4 %  I n  1988) and t o  s t e a d i l y  reduce consumer s u b s ~ d ~ e s ,  
- and t r a n s f e r s  and s u b s i d i e s  t o  p u b l i c  e n t e r p r i s e s .  I t  has  pledged t o  

reform c o r p o r a t e  t a x a t i o n .  F l n a ~  l g ,  t h e  government nas  agreed t o  
e l  1n11nate t n e  ' ~ n t e r e s t  r a t e  d 1 f f e r e n : i a l  between p r e f e r t n t i a l  c r e d ~  t s  
and money mar re t  r a t e s  by 1991 and t o  introduce a  m a r K e t  f o r  t r e a s u r y  
bonds a s  well o s  t o  r a i s e  t h e i r  r a t f ? s .  

Tne Toughest Q u e s t ~ o n s  The p r i v a t i z a t i o n  and r e s t r u c t u r i n g  of  
e n t t p r l s t s  and r educ t ron  of consumer s u ~ s i d i e s  on bread and edible 
011 i l l l  be t n e  t oughes t  reforms t o  c a r r y  o u t .  Celay on t n e  s u b s i d y  
~ s s u e  whi le  trouDlesome, u i l l  no t  o v e r l y  t h r e a t e n  t h e  s t r u c t u r a l  
ad jus tment  p r o c e s s  g lven  t h e  p r e s e n t  s r z e  of btrdgets and t h e  r e l a t i v e  
d l s c l p l r n e  achieved t h u s  f a r .  In f a c t ,  ~t map be neces sa ry  t o  
cusnron the  e f f e c t s  of  s t r u c t u r a l  ad jus tment  on rne more v u l n e r a b l e  
groups .  B e t t e r  t a r g e t e d  s u b s ~ d e s  may be t h e  best i n t e r i m  s o l u ~ i o n .  

- F o ~ l u r e  t o  s u b s t a n t l a J l y  reform t h e  pub11c s e c t o r  e n t e r p r r s e s ,  
however, would s u b s t a n t ~ a l l y  undermine the  u l t i m a t e  p o t e n t i a l  of 
s t r u c t u r a J  ,;djustment. P u b l ~ c  enterprises loom s o  l r r g c  and a r e  s o  
l n t e d r a l  t o  t h e  economy t h a t  f r ~ l u r e  t o  a d d r e s s  t h e i r  g r o s s  
~ n c f f l c l e n c i e s  dourd l eave  an ~ c p o s s i b l e  burden f o r  tne r e s t  of t n e  
economy t o  c a r r y .  P u ~ l i c  e n t e p r ~ s e s  by t n e  e a r l y  1980s accounted f o r  
2 5 %  of CDP v a l u e  added, 24% of emproyment, 4 0 1  of i nves tmen t ,  7 5 1  of 
e x p o r t s  and 4 5 1  of i n p o r t s .  Surveys  of i n d i v i d u a l  p u b l i c  e n t e p r l s t s  
have a lmost  i n v a r r o n l y  found p r o f l t a b l l r t y  t o  he n i l  o r  n e p a t l v e ,  
n e c e s s r t a t l n g  con t inuous  d i r e c t  budgetary  s u b s i d i e s  and t r a n s f e r s  
p l u s  use of s u o s t a n t ~ a l  domes t lc  c r e d i t .  

Wnether t n e  p r l v a t e  s e c t o r  u r l l  r d e o u r t e l y  respond (8 s  assumed i n  
r d j u s t n t n t  s c e n o r r o s )  i f  government f o l j o w s  through on t h e  reforms 
and i n c e n t r v e s  a s  promrsed is r major a u e s t i o n .  If government 
reduces  t h e  s n a r e  of c e n t  r a  J government and pub1 r c  e n t e r p r i s e s  
investment  from 139 of CCP i n  1987 t o  t h e  t a r g e t e d  98 i n  1991, w i l l  
t h e  p r i v a t e  s e c t o r  expand r t s  s n a r e  from 91 t o  131 8s e n v i s i o n e d ?  
P r i v a t e  investment  levels c u r r e n t l y  a r e  lagging behind e a r l i e r  
p r o j e c t i o n s .  T n i s  r s  n o t  c r u s e  f o r  a larm y e t ,  g iven  t h e  p o l i t i c a l  
t r a n s r t i o n  an l a t e  1987, but i t  u i l l  be an i n c r e a s i n g  s o u r c e  of 
concern  r f  p r i v a t e  s e c t o r  does  no t  respond o v e r  t h e  nex t  two t o  t h r e e  
yea r s .  

c. Wovrng t o  Pbase  I1 o f  S t r u c t u r a l  Adjustment 

Althouah n o t  y e t  announced, i t  is clear  t h a t  t h e  GOT must c o n t i n u e  
t h e  s t r u c t u r a l  ad jus tmen t  reform p r o c e s s  i n t o  t h e  V I I l t L  P l an  
(1992-96) i f  i t  u r n t s  t o  comple te  what a t  s t a r t e d  i n  1986. 
I m p l t ~ e n t a t i o n  of publac e n t e r p r i s e  reforms w i l l  need t o  be con t inued  
well l n t o  t h e  nex t  P lan  pe r iod .  B u t  t h e r e  a t8  o t h e r  l i k e l y  items on 
t h e  agenda i f  T u n i s i a  w i she r  t o  succsed  i n  its e r p o r t - o r i c n t e d  market  
I i b e r a l i t a t i o n  s t r a t e g y .  A n t i c i p t t i n g  t h a t  V I I t h  Plan taracts  are 



. s e t ,  t n e s e  v o u l d  l n c l u d e  f u r t h e r  l i b e r a l r t a t i o z  of t n e  r e m a ~ n ~ n e  20% 
of  c o n t r o l l e d  a g r l c u l  t u r a l  p r o d u c e r  p r r  ces, t h e  remaining 2 S I  of  

- c o n t r o l  l e d  manufacturing p r r c e s ,  and  t h e  r ~ i n a i n r n g  501 of c o n t r o l  l e d  
d l S t r l D u t  ron  p r i c e s .  P h a s e  11 S ~ O U J U  alira c o n s l d e r  m a t l n g  f u r t h e r  

- p r o g r e s s  on removing  t n t  20% o f  I m p o r t s ,  t h a t  bill s t 1 1  be u n d e r  
w a n t  I t a t  l v e  c o n t r o l s  and reducing tne anticipated a r e r a g v  25% 
e f f e c t ~ v e  tariff. r a t e  f u r t h e r .  L i h e r a l l z a t ~ o n  I n  c r c d l t  and  
1 1 n a n c i a l  msrrrt P O I I C I C S  u l l l  r e m l n  i n  order. Undou>z~2!y ,  there  
w 1 1 J  be o t h e r  u n f i n i s h e d  t a s k s  from the  V l I t h  p l a n  us well a s  s e c o n d  
round s e c t o r a l  r e f o r m  t a r g e t s ,  t o  be  added  t o  the agenda .  

2. P r o s p e c t s  

T u n l s ~ a ' s  e c o n o m c  p r o s p e c t s  a r e  e n c o u r a g i n g  g i v e n  i t s  comoi tment  t o  
an e x p o r t - l e d  g r o u t h  s t r a t e g y .  

Tunisia's p o s r t r o n  t o d a y  I S  i n  many r e s p e c t s  h i s t o r i c a l l y  a n a l a g o u s  
t o  certain s t h e r  s m a l l  c o u n t r r e s  (Ta iwan ,  S i n g a p o r e ,  Hang Kong, 
k o r c a ,  J a p a n )  wnl c n  a d o p t e a  a n  o u t w a r d  l o o k l n g  deve lopmen t  s t r a t e g y  
b e c a u s e  o f  tne l r  l ac t i  o f  r e s o u r c e s  a n 3  small r n t e r n a l  m a r k e t s  and 
s u c c e e d e d  a g a l n s f  tne c o n v e n t r o n a l  wrsbom of t h e  day.  

Tne l a c k  o f  empJoynent  o p p o r t u n t t i c s  v r t h  good wages I S  t h e  c e n t r a l  
r s s u e  confronting t n e  T u n l s r a n  Government t o d a y .  P o o l u t i o n  o f  t h a t  
p rob l em would r n v r r i a o l y  improve  tne p o l i t r c a l  s r t u a t i o n  and  v o u l d  
d ~ r e c t r y  a t t a c k  many o f  the S O C I O - C C O ~ O P ~ C  i s s u e s  f t  c o n f r o n t s .  I t  
would a l s o  t e n d  t o  make T u n r s r a  more i m p e r v r o u s  t o  e x t e r n a l  s h o c k s .  

T u n ~ s r a ' s  s u c c e s s  i n  a c n l e v r n g  e a u r t a b l e  g r o w t n  ~ l l J  d epend  on  t h e  
s k l l l  and Juck  w ~ t b  which s t r u c t u r a 1  a d j u s t m e n t  1s i m p l e m e n t e d ,  
f a v o r a b l e  r n t t r n a t r o n a l  e c o n o m ~ c  t r e n d s ,  r a i n ,  and ~ t s  a b ~ l l t )  t o  
capltolize on r t s  a s L e t s  and overcome rss l i r b r l r t i t s .  L e t ' s  r e v r e w  
b h a t  T u n i s ~ a ' s  a s s e t s  and  J l a o l r l t l o  a r e .  

ASSETS 

- T u n i s ] &  i s  a d v a n t r g e o u s l y  l o c a t e d  l e s s  t h a n  a d a y ' s  s a i l  from 
s o u t n e r n  Europe  and u i t n r n  2.5 f l y r n g  h o u r s  f rom most m a j o r  Eu ropean  
c a p i t a i s .  I t  I S  t h e  k e y s t o n e  o f  t h e  Mrghreb  a n d  is  reforgin8 close 
economic  r e l a t r o n s  with i ts  fellow Nortn A f r i c a n  n r t f o n s .  D e s p r t t  
t h e  S a h a r a ,  i t  i s  c l o s e l y  t i e d  to  f r r n c o p h o n e  Africa and  bas been 
i n c r e a s i n g  r t s  t r a d e  i n  t b i s  d i r e c t i o n .  

- R e l a t i v e  t o  p o p u l a t i o n ,  T u n i s i a  bas  a n  r d e a u a t e  supply of a r a b l e  
a n d  p r o d u c t i v e  a g r i c u l t u r a l  I and .  > v e t  200,080 h e c t a r e s  are 
i r r r g a t e d .  A l t h o u g h  t b i s  area r e p r e s e n t s  only 8I of  the arab le  I a n d ,  
i t  p r o d u c e s  4OI of a s r l c u l t u r a l  GDP. 



-A functronrng network of pnyslcal rnfrastructure IS In place- 
9Benefrttrng from ~ t s  small srte and good petroleuut based income I n  
- the past, Tunrsra instalied roads, power, telecomaun~cat~ons and - 

i rr~gatlon systehs. The rnfrast ructure needs upgradr ng and 
,modernization to permrt aurcker econom'rc expansion. 

-A relatively well educated labor fort: exrsts witn a 678 
lrttracg rate and 90% of school age cnildren attending school. 

-Tunrsla enjoys a relatively high per capita income of $1140 and 
relatrvtly eaurtaDle tncoce distrrbution with respectable auality of 
11fe rndlcators. 

-Nnr l e  the socrety does not bubble ~ i t n  entrepreneurial spirit as 
does Hong Kong or Taiwan, Tunisrans are mobile and ready to adjust 
tnemseives to market realrtles, which grves them a drstinct advantage 
over many cospetrng economres. 

-Tnc econoarc adjustment program is an indigenous initiative, 
fornulated and managed oy Tunrs:ans aware of the nation's strengtns 
and 11mrts. Tne architects of the yrogram are presently in control 
of Tunrs~a's economrc and frnanciol policies. 

-Tne ~ o v e m b e r  7, 1967 change gave Tunisrr r relatrvely stable 
pol I trcal system vhrch promrces more accountrbr lrty to tnt pub1 ic. 
Tnrs aovement urll contlnue vrtn tne elccrions scneduled for Aprrl 
1S89.  Tne polrtrcal m a l a ~ s e  and uncertsrnty of tnt mld 80's was an 
amportant dr s~ncenttve to ~ncreased prr vate sector activr ty. 

LIABILITIES 

-Tunlsla wtll become a net importer of oil in the early 90's an4 
tne prrce of pnosphates is not expected to improve. There are 
roughly 400,000 Tunrsirns working offshore who provide remittances 
which are Important to sustained econoaic growth. A I I  of these were 

.r~portant factors in tne 70's ana 8 0 ' s  but they can no longer be 
cons, dered engj nes of trout n. Indeed, should uorktrs return, 
phosphates become less compttr tr re and or 1 prices reraln IOU, Tuni sir 
could well suffer another economic crisis similrr to that experjenceb 
tn 1986. 

-Labor is still too expensive, food is too cberp and tbe cost of 
money does not reflect market risk and expected return. The concept 
that economic balance can be achieved by administerin# the cost of 
the factors of production still persists. 



-Tae technologrcal envrronnent in Tunrsia has been defined as at  
-*the "rslands of modernirat~on" stage in a recent report. ' 1  Thus. 
it 1s at the level of Kenya and Sri Lanka and well belov that of 

,lifalaysia, Singapore or Thailand. Tne tecnnologrcal rnfrastructure 1s 
presently not suf f ~ciently developed PO. ef fectrvely support a 
competr tr ve expqrt economy.. 

-TunrsraVs education and banrrng systems are also ill-suited to 
the demands of a market economy. 

-Tne aualrty of production in Tunrsia is generally low. 
Foodstuffs are ungraded and often of poor curlity. Manufactured 
products are roughly finlshed and function unevenly, designs are not 
attractive to target markets, packaging is inappropriate and 
unattractive and services are uneven 8hd uarelrable. Islands of 
excellence exrst uhicn demonstrate potential extant in Tunisia, but 
tnese frrms are few. 

-Altnougn the adjustment process nas begun to work its wry 
through, the economy contrnues to suffer from over regulation'and 
control wnicn stifles both investment ana productrvity. Erratic 
rntrrpretatlon of import regulrtrons and agreements heighten risks 
assoclatea b-1 th Investment. Conditions of eo~loyaent remain highly 
C O ~ ~ * ~ O J  led maklng the relatrve cost of labor high. 

- A  relatrvely high rate of populatron growth and nearly 308 open 
unen~ployment among youtn threaten the GOT'S abrlity to assure 
contrnued pravtn and to take difficult economic decrsions. Bread 
riots in 1984 left lastrng scars on pol~tical decision ~ r k e r s  who 
remirn cautious vnen making decisions whrch u i l l  impact young people, 
The eu~ergence of popular democracy will rncrease the rlsks from t h ~ s  
source durrng the pian perlod. Tunisians virl be testrng therr new 
freedom and frndlng that the prevrously tree lunch era now has r 
prlce tag just at the time when some of the more painful unravelling 
of the drrrgist tconomy is being put an place. 

Tne ueighrng of these factors has been a strong determinant in the 
cnolces of vhicn dirtctrons to follow in our developaental 
interventions between 1992-96. 

A /  Werss, Scientific and T~chnolo#ical Constraints to Sconomtc 
kvelopment. 



. 
111. REVIEW OF CURREKT U.S. ASSISTAKCt - 

A. OVERVI El: OF TRANSITIOS STRATEGY 

USAI?/Tunrsla I S  c u r r e n t l y  i n  t h e  second yea r  of jmplementrng a  
program i n  accordance  v r t n  t h e  a s s i s t a n c e  s t r a t e g y  which was r e v i s e d  
and approved i n  A I D / %  i n  e a r l y  1987. From a  t r a d r t f o n a l  
j n f  r a s t r u c t u r e  rnd  i n s t t  t u t i o n a l  development t y p e  program up t o  t h a t  
t rme,  tne r e v i s e d  s t r a t e g y  s h r f t e d  empnasrs t o  one of suppor t rng  
economic reform f o r  reneved growth. The s t r a t e g y  a l a s  t h e  b u l k  of 
USAID'S r e s o u r c e s  a t  suppor t  f o r  t h e  Government of  T u n i s r a ' s  
comprenenslve SAP adopted i n  l a t e  1986. ?ne r e v i s e d  a s s i s t a n c e  
s t r a t e g y  was Intended to  be a  s h o r t - t e r m ,  t r a n s i t i o n a l  one ,  r e l e v a n t  
t o  ' i u n i s l a ' s  macroeconomic s t a b i l ~ t a t i o n  r e a u r r e h e n t s  through t h e  
r n r z r a l  p t r aod  of t h e  SAP (1.e. t o  1991). I t  was a l s o  in tended  t o  
a l l o w  t n e  ANE Bureau and t h e  h:rssron t o  gauge t n s  COT'S commitment t o  
reform and t o  s e e  t h e  a c t u a l  2 i r e c t i o n  and pace o f  t h e  reform p r o c e s s  
a s  a  o a s r s  f o r  l onge r  term a s s i s t a n c e  prannrng.  To d a t e  t h e  GOT nas  
c l e a r l y  demons t ra ted  a t  has t h e  p o l i t r c a l  w i l l  and t h e  economic 
a r n a g e r r a l  c a p a c r t y  t o  c a r r y  o u t  a  comprehensrve reform p r o s s s s .  

- - S r p n i f r c a n t  p r o g r e s s  has been made i n  s t a b r l i t r n g  t h e  macroeconomy 
and l ay rng  t h e  founda t ions  f o r  f a s t e r ,  more s u s t a i n a b l e  g r o u t h  i n  tne 
medrum term. 

1 

Tne USAlD program under t h e  t r a n s l t r o n a l  s t r a t e g y  h r s  made, and 
continues t o  make, s i g n i f i c a n t  c o n t r t b u t i o n s  t o  t h e  o r e t a l l  economic 
reform p r o c e s s  and t h e  accomplishments a t t a i n e d  t o  d a t e .  Under t h e  
s t r a t e g y  neb USAID a s s i s t a n c e ,  both  p r o j e c t  and non -p ro j ec t ,  (ESF and 
food a r d )  .nave been programmed i n  accordance w i t h  t w o  main 
o b j e c t r v e s :  a )  p rov id ing  f o r e i g n  exchange f o r  s h o r t  term baJance of 
payments r e l r e f ,  wn i l e  sup  o r t i n g  a  " s a f e t y  ne t"  l a b o r  i n t e n s i v e  
pub l r c  worrs  program and ti ! a s s i s t i n g  jn p repa r ing  t h e  way f o r  
reneued g r o u t n  o v e r  t h e  medium te rm,  througn a g r l c u l t u r r l  s e c t o t  
o p t i m i z a t r o n ,  p r i v a t e  s e c t o r  d ~ v e l o p ~ e n t ,  h e a l t h / f a n i l y  p lann ing  and 
technology t r a n s f e r .  A c t i v r t i e s  which were onaorna a t  t h e  trme of 
I n i t i a t i o n  of t h e  transitional s t r a t e g y  b a r e  e i t h e r  been phased o u t  
( C e n t r r r  Tun i s r a  Rural  Development p r o j e c t  and t h e  A g t i c u l t u r a l  
Research p r o j e c t )  or r o # r e s s t v e l y  modjf ied  or r e f i n e d  t o  b e t t e r  f t t  
t h e  r e v i s e d  s t r a t e g y  P r i v a t e  S e c t o r  Development p r o j e c t  @ad 
Technology T r a n s f e r  p r o j e c t ) .  

B MSIWC THE SHORT-TERM EFFECTS OF STRUCTURAL ADJUSTMENT 

To belp c a r r y  o u t  t h e  S t r u c t u r a l  Adjustment ?ro#trm, T u a i s i r  a r r a n g e d  
tne  b e f o r e  mentioned Aorns and s t a n d b y  from t b e  IBRD and 1Mt i n  l a t e  
1 9 6  The IWF noted  a t  t h e  tame t b a t  t h e s e  r e s o u r c e s  a l o n e  vould ro t  
p rov ide  a l l  t h e  f o r e i a a  exchan&e needed f a t  implement r t lon  of  reforms 
proposed under  t h e  S U ,  Heavy t e l i a n c e  on t b e  donor  c o m m u ~ i t y  t o  
help  f r l l  t h e  gap  vrs  f o r e s e e n  rs a n e c e s s i t y ,  



: ? u n ~ s ~ a  a l s o  r e c o g n ~ z e d  t h a t  t h e  numan c o s t s  of pursurng t h e  
adjustment program were p o t e n t i a l l y  a u r t e  h i g h  and ~f not addressed 

,could d e r a i l  t h e  reform e f f o r t s .  The Government was e s p e c i a l l y  
concerned w i t h  t h e  negat ive  e f f e c t s  of reform on the more 
d~sadvan taged  and v u l n e r l b l c  groups, p a r t i c u l a r l y  t h e  unemployed. 

USAID's t r a n s ]  t i o n a i  s t r a t e g y  provlded f o r  resources t o  address  both 
~mmedrate needs,  balance of payments r e l i e f  and "safety net"  
a s s l s t b n c t  rn o rde r  t o  b e t t e r  a s s u r e  t h e  economic and s o c i a l  
s t a b i l i t y  t o  undertake planned reforms. 

1. Balance of Payments Relref 

S u b s t a n t i a l  support  f o r  balance of payments r e l i e f  has been p r o v ~ d e d  
t o  d a t e  through non-project  a s s i s t a n c e ,  i.e., food 8 r d  under t h e  
T i t l e  I program and ESF g ran t  funded Commodity Import Programs 
(CIPs). T r t l e  I  concessional  food s a l e s  and the  C I P s  helped t o  save 
s c a r c e  forergn  excnange a s  well a s  reduce t h e  revenue gap r e s u l t i n g  
from c e r t a r n  s t r u c t u r a l  reforms, such a s  reduct ion of t a r l f f s .  To 
d a t e ,  s ince  FY-87 and r n l t r a t i o n  of t n e  t r a n s ~ t r o n a l  s t r a t e g y ,  a  
t o t a l  of $65 mrl l lon  rn T i t l e  I  concession81 c r e d r t s  and $16 a i l l r o n  
under t h r e e  CIP's have been committed. W n r l e  t he  HG Program i s  not 
s p e c l f ~ c a l ~ y  ~ n t e n o e d  a s  balance of payments r e l i e f ,  because of r t s  
un t l ed  fo re ign  exchange f e a t u r e ,  r t  has ,  i n  f a c t ,  cont r rbuted  $21 
Q l l J l O n  since A u g u s t ,  1986; The approximate $5 mil l ion  from t h e  EST 
budget programmed f o r  t h e  Technology Trans fe r  p r o j e c t  (664 -031 5 )  each 
year  provldes f u r t n e r  or lance  of payments r e l r e f  rn t h a t ,  l ~ r e  t h e  
CIFs, funas a r e  d isoursed  v l t n i n  one yea r  of obl rga t ron .  CIPs and 
a i ro tments  f o r  t h e  Technology Tran9fer  p r o j e c t  together  have 
c o n s t r t u t e d  upwards of 75 percent  of t h e  ESF budget annual ly  s r n c e  
FY-87. A l l  t o l d ,  USAID's forergn  exchange con t r rou t ion  ( T i t l e  1, 
CIFs and T t c h n o l o ~ y  Transfer  p r o j e c t )  amounted t o  $91 m i l l  ran over 
t n e  FY-87/FY-88 p t r rod .  Tht COT'S c u r r e n t  account d e f i c r t  over  the  
same p e r ~ o d  was tne  e a u ~ v a l e n t  of $364 mi l l ron .  Tnerefote ,  USAID'S 
$91 mi l l ion  contribution, whire r e l a t i v e l y  modest, uas  of s i 8 n i f r c a n t  
o e n e f r t  t o  t h e  COT vnrcn g r e a t l y  apprec ia ted  our rapadhy d i sburs ing ,  
o s e n t r a l l y  f r e e  f o r e r t n  excnan8e a s s r s t a n c e .  

2. "Safety Net*' Assrs t rnce  

The response t o  s h o r t  term b818nte of payments r e l j e f  a l s o  r e s u l t e d  
t n  t e n e r a t i o n  of cons ide rab le  l o c a l  cur rency roceeds. Under t h e  
t r a n s i t i o n a l  s t r a t s t y ,  mane t i t a t ion  of T i t l e  1 and CIP a s s i s t a n c e  bas 
~ e n e r a t e d  approximately $7f million i n  l o c a l  currency. To b a t e ,  
@pproximately $47 m i l l i o n  of t h i s  amount, from T i t l e  I roceeds,  have 
been pro8rrmred to  &be GOT% labor  i n t e n s i v e  Work Relie 1 Prearam 
(Chant iers Re8ionaux) under ub jcb  t h e  GOT provides product ive  Work 
f o r  unemployed persons. - l / 

I /  The remainder has  been pro8rammed f o r  Sec t ion  108, l o c u s t  control 
0 

and p o l i c y  chanae suppor t  under CI?. Once t b e  FY 1989 cormodi t ies  
a t r a v e  a p p r o x t r a t e l y  $9 million u i l 1  remain t o  be programmed. 



-21 - 
-Tne  cohprenensrve  SAP zeg i r t i a t ed  between GOT and IBRC drd  n o t  make 

d r  r e c t  p r o v i s i o n  f o r  Tun1 s r a ' s  s e r i o u s  unemploystnt  problems,  and 
,many even have l e d  t o  a  worsening.  T rx l e  I suppor t  f c r  t h e  C n a n t r e r s  

Reglonaux program aims -a t  p rov idrng  jobs  f o r  35,OGO unemployed 
u o r k e r s ,  t ne reby  c o n t r i  bu t ing  s r g n i f  r c r n t l y  t o  a  r e a l  " s a f e t y  ne t "  
unde r t ak ing  in tended  t o  b e t t e r  a s s u r e  economic and s o c i a l  s t a b i l i t y  
t h a t  w r l r  a l l ow  t h e  GOT t o  pursue  f u r t h e r  needed, i f  not  popu la r ,  
reform measures. An e v a l u r t i o n  of t h e  C h a n t i e r s  Regionaux program, 
conducted by an o u t s i d e  c o n t r a c t o r  i n  May 1988, r evea l ed  t h a t  t h e  
program u a s  proceedrng well and measurably e a s r n g  t h e  unemployment 
SI  t u a t i o n .  

In  response  t o  tne l987/88 d rough t ,  t h e  worst  rn  T u n i s i a ' s  r e c e n t  
h r s t o r y ,  an Emergency S e c t r o n  416 Program uas  provided i n  l a t e  1988. 
Tne 60,000 MT of f e e d g r a r n  fu-rnrshed under t h e  program w r l l  be s o l d  
rnd a r e  expec ted  t o  g e n e r a t e  approxrmately  $6 m i l l i o n  i n  I o c ~ J  
c u r r t n c y .  Tnese p roceeds ,  l i k e  T r t J e  I g e n e r a t i o n s ,  a r e  being 
programmed t o  p r o v l d t  r u r a l  employment a p p o r t u n i t i e s ,  p a r t r c u l a r i y  
f o r  t h o s e  most a d v e r s e l y  a f f e c t e d  by t h e  d rought  In  t h e  p o l i t i c a l l y  
rmportant  c e n t r a l  Tunrsra  r eg ion ,  Where t h e  v r o l e n t  bread r i o t s  of 
Decesoer 1584 oegan. 

4.  Locust  Cont ro l  ASS] s t a n c e  

Locust rnvosrons  begun rn  1988 and f o r e c a s t  t o  con t rnue  f o r  s e v e r a l  
more y e a r s ,  have posed an a d d i t r o n a l  un fo r seen  t n r e a t  t o  Tunis ran  
a g r r c u l t u r e  and  economrc reforms.  USAIC has  helped l u n r s i a  t o  
p r e p a r e  f o r  b e t t e r  c o n t r o l  of l o c u s t  i n v a s r o n s  through OFPA funded TA 
and commodrties and under t h e  FY-89 Commodity Import Program which I S  
p rov id ing  3 s p r a y  p l anes .  Bloreovtr,  t h e  FY-89 CIP Agreement 
s t r p u l a t e s  t h a t  t h e  GOT w i l l  d e p o s r t  i n t o  a  s p e c r a l  account  t h e  d i n a r  
e a u r v a l e n t  of t h e  U.S. s p r a y  p l a n e s  (approx imate ly  $1 .3  m i l l i o n  d i n a r  
e q u r v a l e n t ) ,  s a i d  funds  t o  be used f o r  l o c u s t  c o n t r o l  e f f o r t s .  

C. FACILITATING IMPLEHENTATIOX OF POLICY REFOW 

1. P o l i c y  Dralopue 

P o l i c y  dia108ue is a n  impor t an t  e lement  of t h e  Miss ion ' s  t r a n s i t i o n a l  
s t r a t e g y .  The p o l i c y  d i r l o 8 u e  agenda t h e  CDSS Preamble and t h e  Marcn 
1987 Ac t ion  P l an  i nc luded  t b e  f o l l a u i n g  major items u h i c h  b a r e  s i n c e  
been s u b j e c t s  of d i s c u s s i o n  and n e g o t i a t i o n  between GOT and USAID: 

(i) A 8 r i c u l t u r e  Sector Op t imiza t ion :  
( i i )  Promotion o f  t h e  concep t  and role o f  p t i v r t i r a t $ o n  t o  
d e v e l o p  a h e r l t h y  economy 
( i i i )  Adoption of s t r o n g  f a m i l y  p l ann in8  p o l i c i e s ,  i n c l u d i n g  

t tomot ion o f  t h e  p r i v a t e  sector f o r  c o n t r a c e p t i v e  d e l i v e r y .  
1V) R a t i o n s l i t a t i o n  o f  s h e l t e r  f i n a n c e  and p roduc t ion  and 

c r e a t i o n  of  8 ~ u ~ t a l n a b l e  sys tem f o r  f u t u r e  p roduc t ion ,  l e d  by 
t h e  p r i v a t e  s e c t o r .  



To d a t e  a combrnation of jawbonrng by >irssron s t a f f  and v i s i t r n g  - e x p e r t s ,  a s  w e l l  a s  re in forcement  b l t n  USAIC f rnanced  technical 
s t u d r e s  and s o m e t i s e s  t h e  u s e  of food a s s i s t d n c e  and l o c a l  cu r r ency  . r e s o u r c e s  a s  addeG l eve rage ,  have advanced cons ide rab ly  t h e  d ~ a l o g u e  
I n  suppor t  of c o n c r e t e  pol i c y  reforms. .  

Tne W ~ s s r o n ' s  ~ommodi ty  1mport Program (K-602, K-603 and It-603A). 
c u r r e n t l y  amounting t o  $16.1 m r l l i o n  i n  ESF o b l i g a t l ~ n ~ ,  u a s  
e x p l r c r t l y  des rgned  t o  suppor t  t h e  o v e r a l l  t r a n s ~ t i o n a l  program 
s t r a t e g y .  Under t n e  terms of t h e  C I P  agreements ,  l o c a l  c u r r e n c i e s  
genera ted  from s a l e  of CIP comnodi taes  are programmed t o  suppor t  
economic re form,  wrth  p a r t r c u l a r  emphasis  on p r i v a t e  s e c t o r  promotion 
and I tprovement of t n e  a g r r c u l t u r e  s e c t o r .  To d a t e  t h e  d i n a r  
e a u r v r l e n t  of $10.5 m i l l i o n  have been g e n e r a t e d ,  wr th  $5.1 e a u i v a l e n t  
aJready programmed. Tnese r e s o u r c e s  have proven t o  be  r v a l u r b l e  
mechanism t o  f a c i l  i t r t e  t h e  ongorng bl iss ion p o l i c y  d i a l o g u e  
a s s o c i a t e d  w i t h  t h e  economic reform s t r a t e g y  o b j e c t i v e .  

2. A g r ~ c u l t u r e  S e c t o r  O p t i n r r a t i a n  

Tuenty-seven pe rcen t  of T u n i s i a ' s  l a b o r  f o r c e  I S  involved i n  
a g r r c u l t u r e .  K h i l e  food s e l f - s u f f i c i e n c y  i s  not  a  r e a l i s t i c  goal  f o r  
Tunr s r a ,  t n e r e  I S  considerable p o t e n t  j a r  f o r  g r e a t e r  e f f r c r e n c y  i n  
t h e  a r r c u l t u r e  s e c t o r .  The COT and t h e  World Bank have made t h i s  
goal  t i - e . ,  r ap ro renen t  of a p r r c u l t u r a l  s e c t o r  p e r t o r l a n c e )  a major 
element of t h e  S t r u c t u r a l  Adjustment Program. Based l a r g e l y  on World 
Ban~lG0T agreed-on reform needs  f o r  t h e  s e c t o r ,  t h e  USAID i n  ats CDSS 
r d e n t r f r e o  c e r t a i n  major a r e a s  where c o n s t r a i n t s  t o  a g r i c u l t u r a l  
groKtn exlst  ana wnere USAID e f f o r t s  would be t a r g e t t e d ,  w i t h i n  i t s  
s t a f f  a n d  f  ~ n a n c i a l  r e sou rce  a v a r l a b r l r  t i c s .  These i n c l u d e d ,  i n t e r  - 
a J l P :  - 

- e l l a i n a t r o n  of animal f eed  s u b s i d i e s  
- p r o g r e s s i v e  i n c r e a s e  i n  i n t e r e s t  r a t e s  on ag. l e n d i n g  
-pnase down and then  ou t  s u o s r d ~ e s  on o t h e r  r g .  i n p u t s  
-phase aobn and tnen  o u t  of p r i c e  c o n t r o l s  on ag. p roduc t ion  t o  
a l r g n  them u i t n  e x t e r n a l  mar r e t  p r i c e s  

Under t h e  FY 87 CIP T u n i s i a  agreed  t o ,  and subseauen t ly  dad,  
eAiminate animal  f eed  s u b s r d i e s ,  But t h e n  a l i m i t e d  deg ree  of 
s u e s i d i r r t i o n  was r e i n s t a t e d  a s  8 r e s u l t  o f  t h e  c r i p p l i n g  drought  of  
1 9 8 7 8 8  T n i s  was 8 short term expedren t  i n  r e a c t i o n  to  8 t b r e r t  t o  
t h e  n a t i o n a l  herd .  

Recen t ly ,  USAID h a s  used CIP roceeds  t o  n f a c i l i t r t e w  GOT p o l i c y  
changes  govern ing  i ts AtblANE ! uad, t h e  l e a d i n #  s u p e r v i s e d  
a ~ r r c u l t u r a l  c r e d i t  f und ,  which h a s  been s t e a d i l y  d e c a p i t r l i t i n g  
because  o f  poor  p o l i c i e s .  USAID d e f i n e d  f o u r  major  p o l i c y  cban#es  
needed t o  restore A P W E  t o  f a n r a c i a l  h e a l t h  and committed i t s e l f  t o  
p rov ide  CIP proceeds  far  each  c h r n l e  made ( f o u r  s e p a r a t e  t r r n c h e s ,  
t o t a l l i n g  approx imate ly  GS.2 e a u r v r l e n t ) .  T h i s  i n  t u r n  provided 
needed l e v e r r # e  t o  t h e  M i n i s t r i e s  o f  A g r i c u l t u r e  and P lan  i n  t h e  f a c e  
of  t h e  banking sys tem which was b e n e f i t t i n g  from some of these poor 



- 
-policies. Two pol icy changcs have a1 ready been made: ~ u b s i d r  zed' 
lendrng t o  the  p o l r t r c a l l y  rnf lue~t ra ! .cnea t  farmers has been reduced 

' i n  favor of more d ivers r f  red, sus ta inable  lend] ng ; a n d ,  uncollected 
loans over t h ree  years old a re  being purged from the books. The GOT 
present ly  I S  acfrvcl  y pursul ng t h e  o tner  tuo USAID recommended 
reforms, i ,e., reductron of edministratrve banking charges and 
estaollsh8Ient of a  co l l ec t ion  system which be t t e r  motivates 
co l lec t ing .  T e c h n ~ c r l  r s s i s t r n c e  has been provided under APIP t o  
a s s r s t  r n  t h i s  e f f o r t .  

A cornerstone of the  Mission's program under the  t ransr t rona l  
s t ra tegy  i s  the Agricultural  Policy Implementation Project (APIP) 
(664-0343).  m e  prlmary purpose of tne  project  and the major 
progress rndrcator  for  the Ag Sector ,  a s  per our current  Action Plan, 
i s  the provrslon of reourred analyses and monrtorrng of t h e  
ag r i cu l tu ra l  sec tor  i n  support of policy reforms under the SAP. The 
APlP, operational srnce J988, grea t ly  re inforces  the Missron's 
dralogue f o r  Agrrculture Sector  optimization. 

Under tne AFlP pro jec t ,  USAIC h a s  col laborr ted c losely  with I B R D  
teaus lrqrenentrng t n e i t  roans. APIP nas supported GOT decrsion 
makrng  IJnJeJ these leans ~g provldrng s t u d ~ e s  of Tunrs i r ' s  major 
export crops and the  Impact of subsrdies on the economy, among 
o t n t r s .  Tnrs has herpcd ttic GOT t o  make decisrons regrrdrng polrcy 
cnanges covenanted under tne IBRC ag r i cu l tu ra l  loans, f o r  whrch 
rnsuffrcrent  e v ~ d c n c e  exis ted t o  pern t t  the changes t o  be made. A s  
well ,  r t  has helped focus tne a t t e n t i o n  of t he  GOT and IBRD on the  
most  important areas .  I n  preparatron f o r  the second tranche of the  
I B R D  agr rcu l tu ra l  roan U S A I C  I S  p rov~drng  the needed ana lys i s  t o  
a s s i s t  tne GOT rn nou t o  I r b e r a l r t e  the  sec to r  and r n  definrng a  
residual  ro le  fo r  the  p a r a s t a t a l s ,  p resen t ly  heavily Involved i n  
a r r r e t l n g  most of Tunisra ' s  ag r i cu l tu ra l  productron. 

'Under t he  FY-87, FY-88 and FY-89 T i t l e  I Agreements USAID 
successful ly  negot la t td  c e r t r r n  se l f -he lp  measures, includrnp: 

-isprove p r iva t e  s ec to r  f e r t i l i z e r  d i s t r i bu t ion  margins; 
-8nalysi s of opening up t h e  export market of o l rve  or1 
t o  t he  p r iva t e  s ec to r ;  

-analys is  preliminary t o  formulating f o r  8 drousht s t r a t egy ;  
-desagn of improved crop forecast ing methods; 
-examination of a l t e r n a t i v e  uses of land present ly  i n  c e r e a l s  
crops t o  p ro tec t  f r a g i l e  r o i l s  and cushion intomes aga ins t  
adverse impacts of drought, 

These se l f -he lp  measurer provide pos i t i ve  reinforcement f o r  our 
s t r a t e a y  ob jec t ives ,  both f o t  rg s e c t o r  optimization and p r iva t e  
s ec to r  promotion, 
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3. Prr v a t e  S e c t o r  Promotion 

'In e a r l y  1987 t n e  USAID. Actron Plan r d k n t r f l e d  t h e  p r r v a t e  s e c t o r  a s  
a p r r o r l  t y  a r e a  f o r  a s s r s t a n c e  under t h e  t r a n s r t r o n a l  s t r a t e g y .  Thrs  
f o c u s  b a s  developed I n  r e c o g n l t r o n  of t h e  heavy burden Imposed by t h e  
c o u n t r y ' s  500 p a r a s t a t a l r  and t h e  a l l  p e r v a s i v e  government c o n t r o l s  
and r e g u i a t r o n s  on t h e  econGmy and p r r v a t e  i n r t r a t i r e .  O b j e c t i v e s  
and p r o g r e s s  ~ n d r c a t o r s  f o r  t h e  p r i v a t e  s e c t o r  were t e n t a t i v e l y  
d e f i n e d  and l e f t  t o  f u r t h e r  r e f r n e a e n t .  The Missron used i ts  p r i v a t e  
s e c t o r  p r o j e c t  u r t n  f l e x i b l e  r e s o u r c e s  t o  respond t o  needs and 
o p p o r t u n r t r e s .  Tne USAID'S P r r v a t e  S e c t o r  S t r a t e g y  completed i n  l a t e  
1988 f u r t h e r  de f  rned a  three-pronged approach emphrsi 21 ng t r a d e  
l r b e r a l ~ z a t l o n  and promotron, development of f ~ n a n c r a J  
i n t c r m e d r a t r o n ,  and p r i v a t l t a t r o n .  

Notab le  p r o g r e s s  a l r e a d y  has  been a t t a i n e d  i n  t h e  a r e a  of 
p r r v a t i z a t r o 9  under t h e  P r ~ v a t e  S e c t o r  Development p r o j e c t  
(664-0328) .  I n  e a r l y  1987, w p r r v a t ~ z a t ~ o n "  was an unspoken word I n  
Tunrs ra .  One used " r e s t r u c t u r r n g w .  In Aprr l  1987 USAID organ ized  
and funded a  semrnar on "k'hy p r ~ v a t r z a t r o n ? "  and rnv r t ed  e x p e r t s  from 
numerous c o u n t r r e s  t o  p a r t i  c r p a t e .  Tunr sr a ' s  d a ~  l y  nebspape ts  
c o r r r e d  t n e  d e b a t e  t o  t h e  pub l r c .  A second A I C  f inanced  col loaurum 
took p l a c e  In  e a r l y  1988. . I t  focused  on t h e  t o p r c  "HOE t o  p r ~ v a t i z e "  
and nad neavy p a r t l c r p a t z o n  from t h e  p r r v r t e  s e c t o r .  P r i v a t i z a t r o n  
I S  now an accep ted  concept  and i s  a t o p  p r r o r l t y .  Tne GOT i n  
December 1986 nr red  r USAIC-funded a d v r s o r  t o  s ~ t  i n  t h e  o f f r c e  of 
t n e  Prrme M i n ~ s t e r  and a s s i s t  w l t h  rts p r i v a t i z a t i o n  e f f o r t s ;  a m ~ j o r  
breaktnrougn.  Anotn t r  advr s o r  who a r r i v e d  i n  December 1986 works f o r  
t n e  D r r t c t o r  of t h e  nascen t  s t o c k  exchange i n  t r a n s f e r r n g  financial 
~ n t e r m e d r a t r o n  t echn raues .  Three h o t e l s  a r e  scheduled  f o r  imm~nent  
p r r v a t r t a t ~ o n  and a  major t e x t i l e  company has  a l r e a d y  been 
p r l v r t i z e d .  The r s r u e  an Tunr s r a  is  no l o n ~ e r  whether t o  p r r v a t i z e ,  
bu t  w n r t ,  hob and how f a s t .  While USAID cannot  t a k e  a l l  t h e  c r e d r t ,  
o very l a r g e  p a r t  of t n e  p r o g r e s s  made t o  d a r e  i s  t h e  r e s u l t  of o u r  
s k i l l f u l  and t rmely  a s s i s t a n c e ,  our u i l l r n g n e s s  t o  fund t h e  d i a l o g u e  
and our encouragement of t h e  rnvolvemtnt  of Tunrs ian  p o l i c y  makers a t  
e v e r y  t u r n .  

Tne March 1987 Actron P lan  g o a l  f o r  t h e  p r i v a t e  sector uas:  
wInc reased  productaon of  aoods  and s e r v i c e s  and i n c r e a s e d  employment 
by a  more dynamrc T u n i s i a n  p r i v a t e  sector.* '  Within  t h i s  c o n t e x t ,  o u r  
s t r a t e g y  and t h e  GOT'S S t r u c t u r a l  Adjustment Program c a l l  f o r  e x p o r t  
enhancement. An impor t an t  tool i n  a c h i e v i n ~  t h a s  goa l  is i n s u r a n c e  
t o  cove r  risks t o  t h e  e x p o r t e r .  T r a d i t j o n a l l y  t b e  T u n i s i a n  i n s u r a n c e  
company COTUNACE, has  p rov ided  t h i s  coverage  b u t  t h e  company has  been 
s e v e r e l y  u n d e r - c a p i t a l i z e d  and d o e s  n o t  p r o v i d e  c o v e r a ~ e  t o  l a r g e  
p a r t s  o f  t h e  world where e x p o r t  o p p o r t u n i t i e s  exist. Ia late 1988 
USAID ag reed  t o  t h e  u s e  o f  CIP p roceeds  t o  i n c r e a s e  t h e  
c a p i t a l i z a t i o n  of  COTUNACE I f  COTUNACE would @ # t e e  t o  t a k e  s t e p s  t o  
i n c r e a s e  i t s  exposure  i n  n o n - t r a d i t i o n a l  bu t  p romis ing  markets .  The 
GOT agreed  t o  g a t h e r  d a t a  and p u t  i n  p l a c e  8 system t o  e v a l u a t e  r i s k  



In h t l n  Amerrca, Sub-Saharan A f r ~ c a  qnd Asia i n  r e t u r n  f o r  t h e  
' c a p l t a l  i n c r e a s e .  USA1.D f u r t h e r  agreed,  t o  cake funds  a v a i l a b l e  f r o n  

t n e  P r l v i r e  S e c t o r  Development p r o j e c t  (662-0328) to  p rov lde  s h o r t  
term fA t o  ass1s.t  I n  t n r s  " e f f o r t  an6 t o  advise on hou t o  keep and 
b u l l d  a  d a t a  base.  Ye expec t  t n a t  COTUNACE w i l l  be p repared  t o  
e v a l u a t e  p o s s ~ b l e  exposure  r n  t h e s e  new markets  w i t h i n  a  y e a r ' s  
t ime. The p o t e n t i a l  f o r  new markets  1s significant and wi thout  our 

- l o c a l  cu r r ency  and P r r v a t t  S e c t o r  p r o j e c t ,  a s  wel l  a s  con t inued  USAIC 
p a l i c y  d i a l o g u e ,  t h r s  would no t  have occur red .  

As p a r t  of  our  p o l ~ c y  d i a l o g u e  on p r i v a t e  s e c t o r  deve lopcen t ,  USAID 
d r r e c t l y  suppor ted  an impor tan t  T u n ~ s i a n  t r a d e  and investment  miss ion  
by f i n a n c i n g  a s s i s t a n c e  i n  i n t e r n a t r o n a l  t r a d e  r?d market ing f o r  t h e  
Tunrs ian  J o i n t  Commission f o r  Trade and Investment  (JCTI), The JCTI, 
comprised marnly of p r r v a t e  s e c t o r  businessmen, vr si t e d  4 U.S. c r  t i e s  
i n  Decemtwr 1988 t o  r a i s e  T u n r s r a ' s  p r o f i l e  a s  a  t r a d ~ n g  and 
~ n v e s t m c n t  p a r t n e r  v ~ t h  t h e  U.S. USAII! worked d i r e c t l y  w i t n  t h e  
Tunrs ion M r n i s t r y  of I n d u s t r y  and Commerce t o  sharpen t n e  JCTI 
program r n  t n e  U.S. and t o  f o c u s  t n e  program on a r e a s  of comparative 
advantage f o r  both c o u n t r i e s .  Tne JCTI was wel l  t e ce rved  In  t h e  
U.S. Kumerous p r ~ v a t e  s e c t o r  c o n t a c t s  were made, some of wnich 
a l reaCv a r e  p roced ing  beyond r n i t i a l  p lann ing .  For example, 
immedrately ~ C J ~ O W I ~ ~  t he ' JCT1  v r s l t ,  a  U.S. 010-tech company 
rnvolved i n  bovrne g e n e t i c s  sent 4 of i ts  o f f i e e r s  t o  Tunis18 t o  
n e g c t r a t e  t e rms  and financing f o r  a  c a t t l e  g e n e t r c s  investment  
p r o j e c t .  O the r  p r o j e c t s  sucn a s  a o u a c u l t u r t  i nves tmen t s  a r e  under 
serious s t u d y .  

F r l  v a t e  s e c t o r  development n a s  been g iven  f u r t h e r  impetus under 
USAID'S S e c t r o n  108 Program, f o r  v h i c n  $5 m i l l i o n  i n  T r t l c  I 
gene ra t ed  l o c a l  c u r r e n c r e s  nave been programmed. Tun i s i a  was t h e  
f r r s t  c o u n t r y  t o  s i g n  a  S e c t i o n  108 Agreement. Our f i r s t  loan  was 
srgned d u r r n g  t h e  week of October 30, 1988 wi th  one of t h e  t h r e e  
p r r v a t t l y  owned banks i n  Tun i s i a .  The USC is r e c e i v r n g  market va lue  
of i n t e r e s t  on t h i s  loan  v n i c k  v i l l  be o n - l e n t  by t h e  r e c i p i e n t  banks 
t o  p r a v a t e  f i r m s  f o r  i n d u s t r i a l  inves tments .  It is p r o j e c t e d  t h a t  
t h e s e  i nves tmen t s  w i l l ,  I n  t u r n ,  c r e a t e  mere jobs. P r i v a t e  S e c t o r ,  
l o c a l  cu r r ency  and employment a s p e c t s  of  ou r  s t r a t e g y  have 811 been 
suppor ted  by t h i s  a c t i o n .  

4. R a t l o n r l i  zed S h e l t e r  P roduc t ion  Systems 

The Miss ion ' s  Housing Guaranty  Program c o n t r i b u t e s  toward meeting o u r  
t r a n s i t i o n a l  s t r a t e g y  o b j e c t i v e s .  A broad s e c t o r a l  agenda b a s  been 
n e g o t i a t e d ,  de s i aned  t o  l l m i t  and c l a r i f y  t h e  role of  tbe p u b l i c  
s e c t o r  i n  hous ing ,  u h i l e  s t i m u l r t i a #  i n c r e a s e d  land  and shelter 
p r o v i s i o n  by p r i v a t e  deve lopers .  The f i r s t  e v i d e n c e  o f  s u c c e s s  h a s  
been t h e  t r a n s f o r m a t i o a  o f  t h e  former housing fund (CNEL) i n t o  8 f u l l  
s e r v i c e .  l a r g e l y  p r i v r t e  Housing Development l a n k  (BDH), which can  
nou f i n a n c e  land  d e v e l o p ~ e n t  and p r o v i d e  c o n s t r u c t i o n  f j n a n c i n g  t o  
p r i v a t e  deve lope r s .  The agenda a l s o  t a r g e t s  i n c r e a s i n g  t h e  supply  of  
land a v r t l a o l e  to  p r i v a t e  d e v e l o p e r s  t o t  s h e l t e r  c o n s t r u c t i o n  and t o  
l o v e r  ancome f a m i l i e s ,  by l i m i t i n g  8 p u b l i c  agency (Am) t o  a  l and  



"uho le sa l e r "  f o r  t h e  p r r v a t t  s e c t o r .  In  a d d i t i o n ,  t h e  agenda - s u p p o r t s :  s t r e a m l i n l r ~ g  t h e  r e g u l a t o i y  env i  ronment ; rmprovrng 
c o o r d i n a t i o n  among pub) i c  and p r i v a t e  ' s ec to r  e n t i  t i e s ;  r e v i s r n g  n o n s  
and s t anda rds ; .  encourag ing  munrcipal  p a r t r c r p a t i o n  i n  s h e l t e r ;  and 
i n s t r  t u t r  ana l  r e s t r u c t u r r n g .  

SETTING THE STAGE FOR MEDIUN TERhi GROKTH 

Kni l e  t n e  f o r e g o i n g  p o l i c y  d i a l o g u e  agenda and accompanying 
s u p p o r t i n g  a c t r v r  t i e s  con t ra  bu te  t o  a  reformed,  r e v i t a l i z e d  economy, 
two major e l emen t s  i n  t h e  p o r t f o l i o  a r c  a imtd a t  g rov th  ove r  t h e  
l onge r  run:  technology t r a n s f e r  and p o p u l a t i o n  development and 
f amr ly  p lann ing .  

1)  Tecnno~ogy  T r a n s f e r  

Througn tecnnology t r a n s f e r  U S A I C  I S  h e ~ p r n g  t o  p repa re  t h e  way f o r  
reneved economrc g r o b t h  In  f u n i s l a ,  both  i n  t h e  nea r  term du r rng  t h e  
per rod  of S t r u c t u r a l  ACjustment, a s  u e l l  a s  over  t h e  medium term. 
Tne Computer Tccnnology p r o j e c t  (664-0334)  I S  a s s i s t i n g  t h e  GOT t o  
deve lop  r ts c a p a c r t y  t o  apply  nrcrocomputer  technology t o  t n e  
n a t l o n a l  educa t ron  s y s t e a  and t o  Undertake r e s e a r c h  t h a t  w i l l  l e ad  t o  
t n e  r n t r o d u c t r o n  of  t h i s  technology i n  o t h e r  p roduc t rve  s e c t o r s  of 
t n e  economy. Tne p r o j e c t  is a l r e a d y  a p p l y i n g  microcomputer 
technology rn  p r a c t r c i l  bays  vhrch b e n e f i t  of T u n r s i r ' s  economy. O n e  
c u r r e n t  a p p l r c a t i o n  i n v o l v e s  tne u s e  of computer tecnnology f o r  
"g reen t s sw  mapplng t o  a s s i s t  i n  l o c u s t  c o n t r o l  and t t r d i c a t r o n .  
P r o j e c t - f i n a n c e d  computer technology I S  u s i n g  s a t e l l i t e  d a t a  t o  
a s s r s t  t e c n n i c r r n s  i n  l o c a t i n g  l o c u s t  hreedrng grounds.  The p r o j e c t  
is a l s o  t r a r n r n g  computer s c r ence  p r o f e s s i o n a l s  i n  t h e  p r e p a r a t i o n  
and r n t e r p r e t a t r o n  of t h i s  advanced aapprng technology.  In a n o t h e r  
e f f o r t ,  t h e  p r o j e c t  r s  worklng on t h e  development of an o p t i c a l  
c n a r a c t e r  r e a d e r  f o r  Arabrc s c r i p t .  IRSIT, t h e  c o u n t e r p a r t  agency,  
p l a n s  t o  p a t e n t  t h e  s o f t w a r e ,  which was developed rn-house ,  and then  
t o  deve lop  a  j o i n t  r e l a t i o n s h i p  w i t h  AT6T f o r  f u t u r e  p roduc t ion  and 
d i s t r i b u t r o n .  

Tne major p o r t r o n  of  t h e  USAID'S technology  t r a n s f e r  a s s i s t a n c e  t o  
Tunr s i a  i s  t h r o u s h  t h e  s c h o l a r s h i p  p r o j r r m  under t h e  Technology 
T r a n s f e r  p r o j e c t  (664-031s). To d a t e ,  t h i s  program has  s e n t  a lmos t  
700 s t u d e n t s  t o  t h e  U.S. f o r  academic d e j r e e  t r a i n i n g .  f b e  program, 
vn i cn  u a s  i n i t i a t e d  by T u n i s i a  w i t h  rts om f u n d s  s e v e r a l  y e r t s  p r i o r  
t o  USAID'S i n i t i a l  p a r t i c i p a t i o n  an 1982 p r o v i d e s  t es t imony to  t h e  
h igh  v a l u e  t h e  GOT a o s r g n s  t o  U.S. b i a b e r  e d u c a t t a n  and technolo#y.  
Over t h e  p a s t  I 8  months t h e  USAID h a s  r e focussed  t b t  T8chnolo#y 
T r a n s f e r  p r o j e c t  t o u a r d s  mee t in s  t h e  needs  of economic ad jus tmen t  by 
emphrs i r i n#  t r a i n l a g  Ln d i s c i p l i n e s  such  a s  b u s i n e s s  a d m i n i s t r a t i o n ,  
economics, and computer  en# inae r in# .  Approximat8fy 4 5  p e r c e n t  of  t h e  
Miss ion ' s  annua l  ESF b u d l e t  is be in#  a p p l l e d  to  t h i s  human r o o u t c e  
development endeavor  uhlch, a s  no t ed  p r e v i o u s l y ,  a l s o  s u p p o r t s  t h e  
ba l ance  of  payments o b j e c t i v 8 .  



-Tne s t r a t e g i c  goa l  f o r  t h i s  s e c t o r ,  a s ' s e t  f o r t h  I n  t h e  c u r r e n t ,  
approved A c t ~ o n  Plan isi  'Reduced popu la t i on  p r e s s u r e s  l e a d i n g  t o  
reduceC econom~c.  p ressures - . "  Key p r o g r e s s  i n d r c a t o r s  e s t a b l i s h e d  
were: 

- I n c r e a s e  c o n t r a c e p t i  ve p r e v a l e n c e  (modern methods) among 
marr ied  women of  r e p r o d u c t i v e  a g e  (Mk'RA) by 9 pe rcen t age  
p o l n t s ,  from 33.7) i n  1985 t o  42.78, and 

- I n c r e a s e  d i s t r i b u t i o n  and i n c e n t i v e  p r r c r n g  f o r  
c o n t r a c e p t i v e s  i n  t h e  p r r v a t e  s e c t o r .  

To d a t e  s r g n l f i c a n t  p r o g r e s s  has  been m8de. Based on a d e a o g r r p h i c  
h e a l t n  survey  conducted by Westrnghouse i n  October  1988 t h e  
c o n t r a c t p t ~ v e  p reva l ence  r a t e  among MWRA has  a l r e a d y  inc rea sed  7.2 
pe rcen t age  p o l n t s ,  t o  40. S p e r c e n t .  Moreover, through i t s  i n n o v a t i v e  
c o n t r a c e p t  l v e  s o c i a l  market ing (CS!!) p r o  ram t h e  Family Pl'annrng and 
Popu ia t l  on Deveropment p r o j e c t  (661-0331f is a c t r v e l y  c o n t r i b u t r n g  t o  
e f f o r t s  t o  promote p r i v a t e  s e c t o r  involvement I n  FP and make t h e  
Nat lona l  Family P ~ a n n l n g  O f f r c e  (ONFP) r self-sufficient e n t i t y .  A s  
a  r e s u l t  of p r o j e c t  r e l a t e d  d ra logue ,  In  e a r l y  1988 t h e  p r i c e  of o n e ,  
c y c l e  of P I  J 1s d ~ s t r r b u t e d  through t n e  p r i v a t e  s e c t o r  rnc rea sed  
S I X - f o l d .  P r l l s  and condoms a r e  now herng s o l d  by p r i v a t e  s e c t o r  
pharmacies througnout  t h e  count ry .  Tne ONFP b a s  been g l v e n  
permlss ron  t o  adopt  add1 t l o n a l  measures t o  improve d i s t r i b u t i o n  of 
c o n t r a c e p t i v e s  and i n c r e a s e  revenues.  These i nc lude :  a  p r i c e  
r n c r e a s e  f o r  condoms, a  unrform i n c r e a s e d  p r i c e  f o r  p r i v a t e  s e c t o r  
P I i l S ,  expaading the l rs t  of CS!.! p r o d u c t s ,  and changing p r i v a t e  
physicians f o r  IUDs w h ~ c h  t hey  p r e s e n t l y  r e c t i v e  f r e e .  

7 
Wnr le  t h e  CSM program i s  mrkrng s t e a d y  p r o g r e s s ,  there i s  room f o r  

- improvement. Important  nex t  s t e p s  w i l l  be t o  a s s i s t  t h e  GOT t o  mote 
e f f e c t ~ v e l y  expand i n t o  t h e  p r i v a t e  s e c t o r  and t o  most e f f r c i c n t l y  
u t i  l I ze  newly d e r )  ved revenues  r e s u l  t i n g  from p r i v a t e  s e c t o r  measurcs 
f o s t e r e d  under %he p r o j e c t  o v e r  t h e  l o n g e r  term,  ONFP u i l l  r e a u i r e  
r d d r t i o n a l  improveren ts  t o  management. 

E. ALIGNING THE PORTFOLIO 

The USAID'S t r a n s i t i o n a l  s t r a t e g y  c a l l e d  f o r  t h e  o r d e r l y  phase  down 
o f  c e r t a i n  ongoing,  c l r s s i c r l l y - o r i e n t e d  Jev t lopment  a c t i v i t i e s .  The 
Miss ion  h a s  made a r e a t  strides i n  c o n s o l i d a t i a g  I t s  p o r t f o l i o  t o  
i n c r e a s i n q l y  d e v o t e  more of its l i m i t e d  f i n a n c i a l  and manr#e r i a l  
r e s o u r c e s  t o  economic reform o r i e n t e d  o b j e c t i v e s .  S i n c e  embrrkjn# on 
t h e  t r a n s i t i o n a l  s t r a t s a y ,  s i x  s e p a r a t e  C e n t r a l  T u n i s i a  Rura l  
Development (CTRD) umbre l la  p r o j e c t  m e t i v i t i o  have been phasad o u t  
s u c c e s s f u l l y .  The r e s e n t  remainrng Urn88 Development and Wana#ement 
P r o j e c t  (664-0512.8 ? rill t e r m i n a t e ,  8s planned,  a t  t h e  M y  1989 



. 
PACE. A t r a d l t r o n a l  A g r i c u l t u r a l  Research p r o j e c t  was ended i n  an 

- o r d e r l y  f a s h r o n  and t h e  Rural  Communrty Hea l th  p r o j e c t ,  a  10 y e a r  
e f f o r t ,  was concluded.  . A  T i t l e  I1 f eed rng  program of 22 y e a r s  
d u r a t i o n  gas beaned from U.S. suppor t .  In t h e  l a s t  1 8  months 
s r g n r f r c a n t  amounts of funds  from t h e  CTRC umbrel la  p r o j e c t  were 
deon1:gated f o r  r e o b l i g a t r o n  r n t o  k e y  p r o j e c t  a c t r v ~ t i e s  suppor t rng  
t h e  t r a n s l t r o n a l  s t r a t e g y .  In sum, USAID1s program nos ,  and 
continues, t o  f o c u s  on o u t  and t n e  GOT'S c l e a r l y  s t a t e d  economic 
reform o b j e c t r v e s .  

F. CONCLUSION 

When vlewed a g a i n s t  ongorng a c t l v r t r e s  and p r o g r e s s  ach ieved  t o  d a t e ,  
t n e  USAID's t r a n s i t ~ o n a l  s t r a t e g y  as a r t i c u l a t e d  ia  t h e  CDSS Preamble 
and bfarch 1987 Actron P lan  appea r s  t o  b e  a p p r o p r i a t e .  Many of t h e  
major t a r g e t s  and benchmarks of  t h e  t r a n s i t ~ o n r l  s t r a t e g y  should  be 
met a s  planned by t h e  end of t h e  s t r a t e g y  p e r l a d ,  i . e ,  end of 1991. 
By t n a t  t ime ,  economrc s t a b i l r z a t i o n ,  w h r c n  USAIC has  been supporting 
tnrough  sucn means a s  Commodity Import Programs and T i t l e  1 f o r  
ba l ance  of payments r e l r e f  and " s a f e t y  ne t "  a s s i s t a n c e ,  should  be 
wel l  advanced. 



IV. STRATEGY OUTLISES FOR TEE 90's  

In formulating.an assistance strategy for the 1990's we nave been 
gurded by Tunisia's asprrstions and actions to become a more 
democratic polity and a more compet~tive economy; by the successes 
and lessons of our assistance in support of the Tunisian structural 
adjustment program; by the challenges and opportunities facing 
Tunisia rn the decade ahead; by its assets and li8brlities; and by 
our own best judgements of how our limited resources can be focussee 
strategically to facrlitate Tun~sra's success in thrs social 
transformation process. 

To help us decide on future directrons, we he13 a series of meetings 
to examrne possrbilities and to identlfy areas of promise. We 
listened to 8 number of rn-deptn presentations and engaged in lively 
discussions of Tunlsra's economic geography, human resources, 
employment problems, science and technology capacities and needs, 
p o p u ~ a t ~ o n  dynamrcs, prrvate sector activity and economic history and 
p o l ~ c y  since inaepenaence. We also considered Tunrsia's exporting 
potentral, investment proaotron, urbaniratroa and eaurty. A thorough 
revieb of U.S. polrtrcal interests rn Tunrsia and Tunisia's paliticai 
outlook was held v i t h  tne Country Term. Ye assessed A.I.C.'s 
colnparatrve advantage vr s'-a-vrs other donors' plan, and sought areas 
of complementarr ty, especrally wr th the World Bank programs. 

T ~ I S  exercrse, wnen comb~ntd wrtn data and analysis contained in the 
prrvate sector strategy, the revisrted agriculture sector strategy, 
the ATDI4 and JCT! reports, the SIT review prepared oy Charles M i s s  
and other studrss provided an objective filter through whrch the 
hlissron examrned SIX drfferent strategic optrons. (See 
brblrograpny.) Three chotco, 8 SlT strategy, 8 poverty oriented 
strategy and a tarpetted export strategy were drscarded for various 
reasons. The three renarnrng options, employment specific, prrvrte 
sector specrflc and structural adjustment support specrfrc were 
debated at length and combined into 8 u3fficd optjon eaphasrr~ng 
sustaina3le growth and empjoyment. The outlrnes of this strategy are 
discussed in the next sectlon. 

In this uay, our preliminary CDSS analyses and deliberations have 
permitted us to identify clearly and with some confidence what should 
be our central objectives and to delineate the core prosram foci we 
should pursue in sbe first half of the 90's. We have 8lSO teroed rn 
on posstbla progrca niches: sore of vhicb we are already 
implementing and will vant to build upon; others of which we will 
need to explore in greater depth in terms of relevance and 
feasrbility. Clearly, uith limited resources, we have to be highly 
selective about ubat we choose to do rnd modest about how much impact 
ue expect t e  bsve. Figure No. 1 shows r scbemrtic of our strategic 
tninkrng at this stage of development. 
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A. OBJECTIVES 

- 
Tne long terfi development goal  of tne T u n i s ~ a n s ,  which ue can 
r e a d i l y  espouse,, i s  t h a t  of s u s t r r n a b l e  g r o u t h  v l t h  expanded 
eoployment opporcunz t i e s .  Tunis ra  t a c e s  t n e  cha l r enges  of 
s u s t a i n r n g  a r e s p e c t a b l e  growtn r a t e  ( c o g ,  3.58)  i n  a  
pos t -pe t ro leum e x p o r t i n g  economy u n i l e ,  a t  t h e  same time, c r e a t i n g  
enough employment o p p o r t u n i t i e s  f o r  an i n c r e a s i n g l y  l a r g e ,  young, 

+and urban l a b o r  f o r c e ,  

S u s t a r n a b l e  growth depends  on T u n i s r a ' s  a b i l i t y  t o  e f f i c i e n t l y  
produce a  u l d e r  range of p roduc t s  t h a t  can compete e f f e c t i v e l y  i n  
t n e  domestrc market v i t n  l n p o r t e d  goods ,  and csn ccnpc t e  
~ n t e r n a t i o n a l l y  t o  compensate f o r  l o s t  f o r e i g n  exchange from o i l  
e x p o r t s  a f t e r  1992. The aim of such p roduc t ion  would be t o  reduce  
vulnerabr  11 t y  t o  r n t e r n a t i o n a l  p r r c e  s v r n g s  i n  pr imary commodities 
ana t o  expr or t T u n r s i o ' s  cornparat rve advantages  of l o s e r  c o s t  
l a b o r  and proxrml ty  t o  Europe, The s t r u c t u r a l  a d j u s t ~ e n t  program 
I S  armed a t  t S t a b l l S h l n g  a f a v o r a b r e  macro-economic c l i m a t e  t o  
encourage t h l s  e v o l u t i o n .  

Efi: l cynen t  c r e a t r o n  ur ~r both depend on and ae t c rmine  t h e  s u c c e s s  
t h e  s t r u c t u r a l  ad jus tment  p roces s .  But t h i s  p roces s  w i J 1  t a k e  + 

t1r;le. : leanbnrle,  p o p u l a t i o n  growth and uroanr2a t1on  w i l l  b r i n g  a t  
l e k s t  7 0 , O O C  neb e n t r a n t s  i n t o  t h e  l a b o r  f o r c e  annua l ly  a g a i n s t  a  
bacrJog of a t  l e a s t  275,000 )on s e e k e r s .  As s t r u c t u r r J  ad jus tment  
u n f o l d s ,  t h e  e f f e c t s  of d e c l r n e s  rn r e a l  income, of h ighe r  p r i c e s ,  
and of p u b l i c  s e c t o r  l a y o f f s  v r l l  oecome more appa ren t .  Tne 
d e m n d s  f o r  remurera t1  ve j o b s  w i  11  become I ncreasa ngly  i n s 1  s t e n t .  
I n  an  i n c r e a s i n g l y  open p o l l t i c a l  system, these demands, i f  unmtt ,  
can be e x p l o i t e d  p o l r t i c a l l y  and l ead  t o  t h e  r e t a r d i n g  o r  
d e r a r  r ing  of s t r u c t u r a l  ad jus tment  reforms.  T h i s  p u t s  a  premjun 
on a c c e l e r a t r n g  job c r e a t i o n  and on f a c i ~ i t a t r n g  l a b o r  a b s o r p t i o n  
i n  t n e  s n o r t  term. 

Given t h e  t u r n  c h a l l e n g e s  of growth and employment and o u r  
comparat ive  rdvantaf le .  we have concluded t h a t  v t  can be of  - - 
p r e i t e s t  h e l p  t o  T u n i s i a  by s e l e c t i v e l y  suppor t  

D e s p i t e  t h e  impres s ive  p r o # r e s s  made i n  s t r u c t u r a l  ad jus tmen t  i n  
t n e  f i r s t  two y e a r s  of t h e  program, Tunaa i r  remains  a h i # h l y  
s t a t e -domina t ed  and r e a u l a t e d  economy, w i t h  b e r v i l y  s u b s i d i z e d  
s o c i a l  and economic b e n e f i t s ,  and en t r enched  an t i -marke t  a t t i t u d e s  
and i n t e r e s t s  i n  t h e  p u b l i c  8s u e l l  a s  i n  t b e  p r i v a t e  sector. A 
s t t o n 8  USAID v o i c e  i n  f a v o r  of  p r i v a t e  market economy, matched 
w i t h  j u d i c j o u s  use o f  o u r  i n f l u e n c e  and r e s o u r c e s ,  can  s t r e n g t h e n  
and I e g i t i m i t e  t n e  pro-markes f o r c e s .  The f a s t e r  an6 f u r t h e r  
T u n i s i a  can t r a v e l  i n  a p r i v a t e  market  d i r e c t i o n  t h e  more dynamic 
g r o u t h  and employment c r e a t i o n  i s  a p t  t o  be. A second impor t an t  
c o n s ~ d e r a t i o n  i n  p o i n t r n g  o u r  s i g h t s  I n  t h i s  d i r e c t i o n  is to  . 



encourage and facrlitate investments, phether public or private, 
'rn actrvrtles t h b t  promlse relatively earlier and nigner returns 
In terms of market-drlven grovth and e m p ~ o ~ m e n t .  A third 
consrdetatlon, r $  that tnrs object~ve w i l ~  not be easy to pursue 
nor urll our Inspact be predictable or prec~selg mcasural?le. Ke 
will need to be practlcai, balanced, and flexrble rather than 
rigrd in our approacn. 

B. PROGRAN ELEMEKTS 

To contrtbute to achrevement of the long-term goal and to the 
Mlssron's medru~-term objtcti~es, three program elements have been 
delrneated. First, we w r l ~  target increased product~vity and 
tfflclcncy of agricultural production, processrng and marktting. 
We envrsage continued support of 11Deralr2rtion In the 
agrrculturol sector, of greater explortrtron of h ~ g h  value 
agrrculture potential, of pronotson cf greater efflciencres in 
lrrrgotron management, and of development of agro-industry. 
Secondly, we will continue rmplementatron and refinement of our 
current p r ~ v a t e  sector strategy through actrvitres tn support of 
prrvatlzatron and deregulatron of tne publrc sector, improved 
f~nancrsi rntern~edlatron, and throu h txamrnation of ways to 
furtner promote prr vote rnvest~ent ? Tunr sran and American) and to 
enhance exports. Lastly, in support of the first two elements we 
S I J J  a s s ~ s t  Tunisla to improve tbe match between its supply of 
labor and the needs of the economy, both In the snort term and 
ovei the long term. 

Tnese areas of concentratron are tnttrdependent and mutua~ly 
reinforcing. Polrcy drrrogue, tecnnology adaptrt~on, ttarning, 
and lnstatutronal networkrng will be the prr ncipal 
rnstrumentalitres for imp~ementrtion. We propose to integrate 
gender concerns into our overaJl program vnich is the most 
efficient way to address the spec181 needs of women and chjldrtn. 

1. Increased Productjvi ty and Efficiency of Apr~cultural 
Production, Frocessrng, and Markttrnp 

Tunistan agriculture has a continued role to play in sustaSnin8 
growth and employment in a more open economy. Like many countries 
in trrnsr tion to a balanced, diversified and f ndustrirlited 
economy, Tunisia has experienced a relative decline in the 
importance of a8rrcultute over the past three decades. The sector 
now accounts fot about 148 of GDP, 278 of employment and 1st of 
export earnings. Tnis is a desirable evolution tbrt reflects the 
growing importance of other sectors; cblef l y  petroleum, t 

mrnufrcturing, and toutism. But it also reflects a decline in the 
erfotmrnce of the sector over the last decade and r failure to 

Fully exploit the demand at home and abroad for hllher quality 
produce such as fruits and vegetables, meat, poultry, dairy 
products, f r s n  rnd proceased foods. Public sector dominance of 
rgricul ture has retarded private agr~cultoral input, processing, - 
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marketing, one transportation rndustrres and services. Moreover, 
-3n vie* of population, productron, ana .consusptron trends and 
grven comparatr ve advantages in the agricultural sec:or, Tunlsian 
agriculture, even at rts maximum potential, bill be unable to 
satisfy more than 50% of its food and feedgra~n reaurreaents. t:e 
foresee continued decline in employment in tne cereals and 
livestock sector. Some of the rpleased labor could be absorbed in 
nrgh value agriculture and rn agro-industry khicn tend to have 
high labor intensities and hlgner urges, We have concluded that 
we can m a k t  a major contrroutjon by nelping Tunrsia accomplish the 
s m f t  from traditronal cererls and lrvestock production to a 
diversrf led, hrgh value rgri cultural and agro-industrial economy. 

8) Pricing and Market Liberalization 

Our analysrs suggests USAID can makc the greatest contribution 
tobard this end by continulng'to rssjst tne GOT to adjust rnput 
and output prlces and to support the lrberalitat~on of markets. 
Tne COT has comm~rted itself to a move to carket pricing of all 
a g r ~ c u l t u r a ~  products but foodgrains and edible 011s by 1991. 
Tnese po~rtrcally sensrtive iteuis will undoubtedly be targetted 
for Iroeral~zatron by the mid 90's ana the b!rssion can help the 
Government In this process.tnrough polrcy analysis and advrce on 
no- .to rrbtralite the cereals sub-sector, including parastatal 
reform. lit are collaborrt~ng wlth the GOT and the World Bank on 
the inrtlul stages of this process. We are working successfully 
on seea and fertlliter subsrdy removal and prrvate distribution. 
Anotner profitable area of colloboratron In the future could be 
agrrcultural credrt. By 1992 Interest rates kill he at market 
levels, in line wrtn coamitments maat to the World Bank. At this 
polnt, banks may be more inclrned to drrect more of thelr assets 
toward agriculture and U.S. experience in this area would be 
useful rn assuring the smootn and raprd growth of credit 
facl lities. 

b) High Value Crop Research and Harketinp 

Experts provided under APIP and World Bank projects have 
encouraged Tun] sir to lessen its emphasis on cereals and trraet 
its attention to marketin8 its high value, differentiated crops in 
the EEC and, to a lesser extent, in tbo U.S, The tecent 
Agricultural Trade and Development blission (ATDM) concurred uith 
this Elnding. Poor packaging and #tadin#, lack of knowledge of 
market potential and deteriorated genetlt material all hamper 
Tunisia's ability to compete. Experts have noted that tbe timina 
of Tunisian vegetable crops is such that if they could transport 
properly graded and rckaged produce to the IEC they could sell 
all they could ship ! or 8 6-8 ueek period uitb little 
competrtion. Physical proximity is an jmportant element of this 
advantage. As well, certain speeirlity fruits almost uniaue to 
Tunrsia have a market far Sreatet tbrn Tunisir's abrlity to 
supply. U.S. technology in the areas of packagfng, arading, 
hygrene and marlettng could be most useful in assistins Tunista 
uith these types of txports. Judicious interventions in these 



a r e a s  aimed a t  improving t e c h n a l o g i e s ,  e f f r c i e n c i e s ,  and E a r k e t l n g  
- u i  J 1 n e l p  T u n l s i o  becoee competr t l v e ,  ' a d d ~ n g  t o  employment and 

f o r e l g n  exchange e a r n l n g s  as well  a s  Ie 'ssenlng t h e  p r e s s u r e  t o  
c ~ n t l n u e  u l  t h  unv i se  rnves tments  i n  c r o p s  r n  which T u n l s l a  ha s  a  
s t rong  comparat ive  disadvantage. 

Our a n a l y s e s  of tne changes i n  t h e  s e c t o r  have l e d  u s  t o  t h e  
c o n c l u s ~ o n  t h a t  T u n ~ s r a  w i l l  no t  r e c e i v e  t h e  f u l l  b e n e f i t s  of  i t s  
enormous e f f o r t  an s t r u c t u r a l  ad jus tmea t  u n l e s s  complementary 
s t e p s  a r e  t aken  t o  i n c r e a s e  t h e  e f f i c i e n c y  of technology t r a n s f e r s  
t o  t h e  p r r v a t t  s e c t o r .  En t r ep reneu r s  a t  a l l  l e v e J s  a r e  s e a r c h i n g  
f o r  new and adap ted  t e c h n o l o g ~ e s  which a r e  a p p r o p r i a t e  t o  t h e  new 
econctmrc c o n d r t r o n s  t hey  f ace .  A t  t h e  farm l e v e l ,  s e v e r a l  of  o u r  
APIP studies have shown t n a t  e x p o r t  p o t e n t i a l  f o r  t r a d i t i o n a l  
Tunrsran crops--e .g .  f r u i t s ,  o l r v e  o i l  and wine g r a p e s o -  cou ld  ee 
s r g n r f ~ c a n t ~ y  improved s ~ t c  i n t r o d u c t i o n  of  new a g r r c u l t u r a l  
t e cnno log re s  t o  reduce p t r  unr t p roduc t ron  c o s t s  and t o  i n c r e a s e  
p roduc t ron .  Improved technorosy cou ld ,  f o r  t xampl t ,  l e ad  t o  
increased produc t ron  of vr rus-f  r e e  r o o t  s t o c k  f o r  f r u r  t t r e e s ;  
b e t t e r  prunlng t e c h n i a u e s  and weed c o n t r o l  methods f o r  o l r v e  

- p i a n t a t ~ o n s ;  and rmproved wine g rape  v o r r e t i e s  f o r  p roduc t ion  of . 
nrgner  a u a l r t y  wines. 

Irrigation Water Nanagement an3  Technology Improvements 

In r e v r e i i n g  our  medrum-term o p t r o n s ,  we remain convrnced t h a t  
l ap rov lng  e f f ~ c ~ e n c i e s  I n  wate r  u s e ,  i n c r e r s l n g  y i e l d s  of 
i r r i g a t e d  c r o ? s - - p a r t r c u l a r l y  t h o s e  of h igh  va lue  f o r  e x p o r t ,  and 
r n c r e a s l n g  land ust i n t e n s i t y  i n ' t h e  i r r l g a t i s n  s u b - s e c t o r  a r e  
Important  t o  t h e  p r o s p e c t s  f o r  o v e r a l l  s u c c e s s  In t h e  a g r i c u l t u ~ a l  
s e c t o r  ad jus tment  program. Tnc s u b - s e c t o r  is c l e a r l y  f u n c t r o n r n g  
a t  below optimba t f f r c r e n c y  -- i.e. deg ree  of i r r i g a t i o n  I n t e n s i t y  
is on ly  about  70 p e r c e n t  on pubJ l c  p t r l u t e t e r s .  The b e n e f x t s  of 
aovrng t n a t  i n t e n s r t y  t o ,  f o r  example, 110 pe rcen t  would be 
enormous. Tnere I S  evrbence  from APIP r e p o r t s  t h a t  many of  t h e  
i r r i g a t i o n  t t c n n i a u e s  used f o r  h igh v a l u e  c r o p s  waste  l a r g e  
q u a n t i t r o  of w a t e r  th rough  poor s c h e d u l i n g  of d e l i v e r i e s  and l a c k  
of p roducer  f a m r l r a r i t y  u r t b  more a p p r o p r i a t e  t e chno log ie s .  We 
b e l r e v e ,  t h e r e f o r e ,  t h a t  s i ~ n i f i c a n t  i n c r e a s e s  i n  p r o d u c t i v i t y  can 
be acbreved o v e r  t h e  medium-term w i t h  u e l l - t a r g e t e d  a s s f 8 t a n c e  
mounted q u r c k l y  and aimed r t  reforming c u r r e n t  o p e r a t i o n a l  
p o l i c i e s  and encourag ing  t r e a t e r  p r i v a t e  p a r t i c i p a t i o n  i n  t h e  
ownership  and management of the e x i s t i n g  pe r ime te r s .  Our e f f o r t s  
w i l l  complemeat c u r r e n t  World Bank e f f o r t s  in t h e  i r r i # a t i o n  
s e c t o r .  

Moreover, s i n c e  t h e  GOT bas a l r e a d y  made s u b s t a n t i a l  3nvestments  
i n  i r r i g a t i o n  i n f r a s t r u c t u r e ,  o u r  a s s i s t a n c e  r t  t h i s  p o i n t  b a s  t h e  
d i s t i n c t  p o t e n t i a l  o f  g a i n s  i n  o p e r a t i o n a l  e f f i c i t n c j e s  and 
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proauc t ron  u r t h o u t  enormous u p - f r o n t  Investment c o s t s .  Tne 
srreurng of rnvestment decr s r o n s  v n i c n  nas  r e s u l t e d  from 
r n a p p r o p r r a t e l y  p r r c e d  v a t e r  needs  t o  a t  reduced i f  T u n i s l a  i s  t o  
r e a ~ r z e  a  f u l l e r  measure ..of t n e  p o t e n t r a l  from i t s  a g r r c u l t u r a l  
s e c t o r .  For t h e s e  r ea sons ,  t h e  h;ission i n t e n d s  t o  uork i n  tne 
u r e a  of i r r r g a t r o n  management and a p p r o p r r a t e  technology t r a n s f e r  
du r rng  t h e  CDSS pe r iod .  O u r  c o n c e n t r a t i o n s  w i l l  be on p o l i c y  
change and on s e l e c t i o n  and a d a p t a t i o n  of t e c h n o l o g r e s  both  t o  
i n c r e a s e  t h e  p rof  I t a b i l i  t y  o f  r g r i c u l  t u r e  and t o  reduce c o s t s .  
Tne possr  b l l i  t y  of j o i n t  v e n t u r e s  between Tunr s i a n  and American 
f i r m s  producing i r r i g a t i o n  equipment v i l l  be t x p l o r t d .  

d )  Agro-Busrness Support  

A f i n a l  a r e a  of emphasrs i n  t h e  a g r i c u l t u r e  s e c t o r  w i l l  be t h e  
suppor t  of ag ro -bus ines s .  Tne GOT is  moving s t e a d i l y  t ova rd  
f r e e r n g  up t n e  n a r k e t r n g  of r g r i c u l t u r a r  I n p u t s  and ou tpu t s .  As 
a e c r s r o n s  a r e  made t o  p r r v a t r  zc s t a t e  e n t e r p r i s e s  u l ~ i c h  c o n t r o l  
a g r r c u t u r a l  i n p u t s ,  a s s r s t a n c e  w i l l  be needed t o  a s s u r e  t h a t  t n e s e  
r c t r o n s  proceed smoothly. L l k t ~ i ~ e  pr r  wate e n t e r p r r  s e s  movr ng 
i n t p  t n l s  s e c t o r  t o  t a k e  up and expand produc t ron  and s e r v l c e s  
r e l a t e d  t o  food t r a n s p o r t a t r o n ,  p roces s rng  , packaging,  and 
marketrng v r l l  need t o  unders tand  tne new r u l e s  of t h e  game, and 
t o  nave a c c e s s  t o  rmproved tecnnology and Investment c a p r t r l .  
An~er ican e x p e r t i s e  rn  a g r i c u l t u r a J  r e s e a r c h  and ag ro - i  n d u s t r i a l  
p roces s ing  and marketrng t e c h n o l o g r e s  can make 8 s r g n i f r c a n t  
c o n t r r o u t ~ o n  t o  Tunr s i a  i n  t n r s  e f f o r t .  Through t e c n n i c a l  
a s s r s t a n c e ,  t r v ~ n i n g  and p r l o t  programs we can h e l p  f o s t e r  c l o s e r  
l r n ~ s  oetGccn A ~ e r r c a n  and Tunis ran  r e s e a r c n e r s  and ~ u s i n e s s e s  i n  
s e l e c t e d  n ign  pay o f f  a r e a s .  

J o r n t  v e n t u r e s  between U.S. and Tun i s i an  companres i s  a n o t h e r  
promrsrng a r e a .  For example, t h e r e  i s  scope f o r  p roduc t ion  
investment  rn  a ~ u r c u l t u r e  r n  Tunr s i a  and s e v e r a l  U.S. f r t m s  nave 
exp re s sed  I n t e r e s t  Sn j o i n t  ven tures .  We nave j u s t  sponsored 
a a u a c u J t u r e  t r a i n i n g  f o r  4 p r r v a t e  s e c t o r  r e p r e s e n t a t i v e s  and 2 
p u b l i c  s e c t o r  r e p r e s e n t a t r v e s  i n  t h i s  f i e l d .  The r e c e n t  J o i n t  
Cornmi s s i o n  on Trade and Investment  (JCTI) concluded t h a t  Tuni s i r  
would be a #ood p l a t f o r m  for  U.S. i n v e s t o r s  i n t e r e s t e d  i n  
i n v e s t a n g  i n  food p r o c e s s i n g  f o r  t h e  EEC. Lou cost l a b o r  i n  a n  
e n c l a v e  s e t t i n g  enhances  t h e  p r o f i t a b i l i t y  o f  such inves tments .  
Our i n t e r v e n t i o n  i n  t h i s  a r e a  is a t t r a c t i v e  g i v e n  t h e  need f o r  
inves tment  i n  T u n i s i a ,  t h e  l a b o r  i n t e n s i v e  c h a r a c t e r i s t i c s  o f  many 
a g r o - i n d u s t r i e s ,  and t h e  p o t e n t i a l  for  e r e a t i n #  add i  t i o n a l  marke t s  
f o r  U.S. a ~ r i c u l t u r r l  p r o d u c t s ,  machinery,  and f e e d  # r a i n s .  Given 
t h e  proven s u c c e s s  of  t h e  e n c l a v e  sector and t h e  p r o j e c t e d  
c o r p e t i t i v e n e s s  o f  T u n i s i a n  r t r i c u l t u t t  once p r i c e s  a re  i n  
ba l ance ,  t h e  Miss ion b e l i e v e s  i nves tmen t s  o f  e x p e r t i s e  i n  a g r o -  
b u s i n e s s  w i l l  r e s u l t  i n  Jar88 paybacks i n  t h e  mid 90 ' s .  



; As ue orient our agrrcultural ass~stance rn these directions, 
tnere are many prooleins in otner areas that will be left to the 
GOT and ocner. donors to .address. One area, vhicn is a particular 
agency prlority for uhrcn we nerther expect to have resources nor 
proviae a priority focus, is Natural Resources Management. It 
should be noted that efficient land use and conservatron of 
natural resources in Tunrsia is constrained by fragmentation of 
land noidrngs, lack of clear titles and security of tenure, and 
inefficient management of collective and public lands. Land 
consolrdatron measures have been launched in irr~gated areas and 
pub11 c agricultural lands ( ~ e s  Terres Domrna~es) are being turned 
over to prrvote enterprise. Tne problem of overgrazing and 
extensron of agrrculture into marginal lands places heavy pressure 
on rangelands. Except for occasional policy analyses, training 
and short-term consultrncies, the Mrssion does not intend to 
assist tne GOT in tnrs domorn. 

2. Pr:vate Sector Revrtallzation and Expansion 

Tne second major focus of our activities will be the 
revrtalrzation and expansron of the private sector. It IS useful 
to note that untrl tne early 1960's tnere was r strong and vital 
private sector In Tunisra. Regretably for Tunisians, vrrtually 
all of tne enterpreneurs were French or Italran. The socialist 
experiments of the 60's and 70's d ~ d  little aore than drsplace the 
expotrrate businessmeF and produce an extremely unbalanced 
economy. Recognrzrng the unsustainably high costs associated urtn 
ttlrs dir~grst approach, the GOT decrded to move toward greater 
prrvrte sector involvement In the tconony 8 s  part of the economic 
adjustment program. The November 7, 1987 change of Government 
furtner accelerated the move toward private sector activity. 

Tne b!issron's private sector st rategy, approved in August 1988, 
presented a three part strategy with concentration on 
privatr zation, financial intermebration and trade liberalization. 
The Mission furtntr refrned the strategy in Irght of the recent 
Joint Commi ssron on Trade and Investment and addl tionrl experience 
gained over the seven months since the strategy was finalized. We 
nave added deregulation and investment promotion to the list of 
priority areas for US.-GOT collrooration in the private sector, 

a) Privrtitrtion 

Pernaps the most important contrabution uhicb A,I,D, can make 
during the CDSS perrod will be to continue to support the 
privatization efforts of the GOT, It js estimated that it uill 
take at least until the year 2000 for the program to rerch its 
conclusion, Advice on bow to approach privatitation and 
techniaues of assuring its success are presently being provlded by 
the U.S. In the future newly ptivatited firms will need 



manager ia l  t r a i n i n g  a s  s e l l  a s  t e c h n i c a l  advrce  on o p e r a t r o n s .  
I Also,  t n c  o p p o r t u n i t y  e x i s t s  t o  engage U.S. j o i n t  v e n t u r e  p a r t n e r s  

rn p r i v a t i t a t r o n  t o - t h e  mutual advantage of T u n i s i a  and t h e  L!.S. 
P r r v a t r z a t r o n  a s s r s t a n . c e  u r l l  not  on ly  be t a r g e t t e d  a t  
a g r r c u l t u r a l ;  i n d u s t r i a l  o r  manufacturrng a c t i v r t r c s .  There I S  
p o t e n t r a l  f o r  government s av rngs  and p r i v a t e  p r o f r t s ,  a s  wel l  a s  
g r e a t e r  e f f i c r e n c y ,  rn  t h e  p r i v a t ~ z a t ~ o n  of municipal  s e r v r c e s .  
I f  r e s o u r c e s  permr t ,  p r r v a t r t a t r o n  of n e a l t h  s e r v r c t  d e l r v e r y  and 
p r r v a t e  c o n t r a c e p t i v e  d i s t r i ~ u t r o n  w i l l  a l s o  be  encouraged.  

b)  F i n a n c i a l  I n t e rmed ia t ron  

F inanc ra l  i n t e r m e d r r t i o n  is key t o  p r i v a t i z a t i o n  and 
rev1 t a l  i z a t  ron of tne p r i v a t e  s e c t o r .  A t  p r e s e n t ,  i n t e r e s t  r a t e s  
a r e  r e l a t r v e l y  low and f i n a n c r a l  i n s t r u m e n t s  a r e  l i m i t e d .  While a 
s t o c k  exchangt  e x r s t s ,  i t  has n e r t h e r  b r ead tn  nor  depth .  Other 
r n s t r u n ~ e n t s  n o r ~ a ~ l g  used t o  r r r s e  c a p r t a l  a r e  v i r t ~ a l l y  
non -cx r s t en t .  Over tne  COSS per rod  t h e r e  v r l l  be a  con t inu rng  
need f o r  e x p e r t  adv rce  on hov t o  s t r u c t u r e  and c r e a t e  f r n a n c j o l  
sys tems vnrcn  w i l l  permrt  Tunr s r rn  f r rms  t o  r a r s e  c r p r t a l  f o r  
Investment and keep t h e r r  p r o f r t s  working. N n i l e  t h e  f r n a n c i a l  
r n s t rumen t s  p r e s e n t l y  .being Created w i l l  be p r r lnar i ly  d i r e c t e d  a t  
t h e  l o c a l  market ,  i n c r e a s e d  l r b e r a l i z a t r o n  of t h e  f o r e l g n  exchange 
regime r r l r  c r e a t e  a  g r e a t e r  need f o r  f rnanc i a l  I n s t rumen t s  w r t h  
i n t e r n a t r o n a l  s t and rng .  Tn i s  w i l l  do  m u c h  t o  a t t r a c t  and keep 
o u t s i d e  p r i v a t e  c a p r t a l .  A s o p n i s t r c r t e d  and complete  r e g a l  
tnvrronment I S  a l s o  needed t o  s u p p o r t  these markets  and i n  t h i s  
t n e  U.S. nos a c l e a r  comparat ive  advantage.  Trarnrng o? T u n i s i a n s  
rn  f r n a n c e  and f r n a n c i a l  management and r n a l y s i s  w i l l  be  8 
component of t h i s  element of o u r  p r i v a t e  s e c t o r  s t r a t e g y .  

In  t h e  urban a r e a ,  t h e  c o u n t r y  w i l l  need f i n a n c r a l  i n s t r u m e n t s  and 
i n s t l t u t r o n s  wnicn w r l l  pe rmi t  m u n i c r p r l r t i e s ,  i n c l u d r n g  t n o s e  i n  
t h e  c e n t r a l  a r e a s  of Tunr s r a ,  t o  p rov ide  s e r v i c e $ ,  s u c h  a s  housrng 
and t n f r a s t r u c t u r e ,  f o r  t n e r r  growl ng popu la t i on .  Tne Hiss ron  
W i l l  uork  w i t h  RHUDO t o  focus  GOT a t t e n t r a n  on t h e  need f o r  t h e s t  
underp innrngs ,  which can  make urban a r e a s  more efficient and 
t h e r e b y  E r c r l i t a t e  p r i v a t e  s e c t o r  investment .  

O v e r - r e g u l a t i o n  is  8 major  d r a l  on t h e  a b i l i t y  o f  f i r m s  t o  o p e r a t e  
p r o f i t a b l y .  Firms w i t h  o f f s h o r e  s t a t u s ,  which i, tantamount  t o  
o p e r a t i o n  as r n  enc l ave ,  are h i g h l y  p r o f i t a b l e .  These  firms are 
no t  s u b j e c t  t o  T u n i s i a n  p r i c i n g  or l a b o r  r e g u l r t i o n s ;  t h e y  set 
t h e i r  own hour s ,  p r y  v b r t  t h e  market demands and can  reduce  t h e i r  
Arbor force uben c y c l i c a l  c i r c u m s t a n c e s  r e ~ u i r e .  De regu la t i on  i n  
T u n i s i a  w i l l  be 8 d i f f i c u l t  bu t  impor t an t  a s p e c t  o f  t h e  t r a n s i t i o n  
t o  a more marke t -dr iven  economy and we i n t e n d  t o  e x p l o r e  t h e  



' t a r g e t i n g  o f  d r r e g u l a t i c n  a s  a n  i a p o r t a n t  component o f  o u r  p r l v a t e  
s e c t o r  e x p a n s i o n  s t r a t e g y .  A n a l y s i s  y h r c h  w i l l  f e e d  a p o l i c y  
d i a l o g u e  on  tnls  m a t t e r  u r l J  be ~ m p o r t a n t  r n  c o n v i n c i n a  GCT 
d e c r s l o n  make r s  of t h e  need  t o  c h a n g e  l o n g - e x i s t i n g  p r a c t i c e s .  

d )  1nves.tment P romot ron  

The p r o m o t r o n  o f  g r e a t e r  i n v e s t m e n t  r n  T u n r s r a  by U.S. f r r m s  I S  a n  
I m p o r t a n t  a s p e c t  o f  o u r  s t r a t e g y .  T u n r s i a  is l i k e l y  t o  c o n t i n u e  
t o  e n j o y  a  p r r v r l e g e d  r e l a t r o n s h r p  w i t h  t h e  EEC a f t e r  1992. I f  
so ,  T u n ~ s r a  will be a n  e x c e l l e n t  s i t e  f o r  U.S. f i r m s  ~ n t e r e s t e d  i n  
s e l r r n g  t o  t n e  EEC. Lower l a b o r  c o s t s  i n  T u n r s l a  c o u p l e d  w i t h  
r e l a t ~ v e l y  skilled l a b o r  and c l o s e  p h y s r c a l  p r , o x i m i t y  make T u n i s r a  
a t t r a c t r v e .  Tne GOT i s  I n t e r e s t e d  i n  c r e a t r n g  a d d i t r o n a l  t r e s  
w r t n  EEC f ~ r n s  t o  r e d u c e  t h e  p o s s r b i J i t y  o f  e x c l u s i o n  f rom t h e  
Common ;!rrwet i n  t n e  f u t u r e .  U.S. f r r a s  a r e  t e c h n o l o g i c a l l y  
well - s u r  ted t o  I n v e s t m e n t s  i n  a g r o - p r o c e s s r  ng h e r e  and  s u c h  
I n v e s t m e n t  would b e  most u s e f u l  I n  a d d r e s s ~ n g  t h e  employment 
d r f f r c u l t ~ e s  wnich T u n i s r a  * r r l J  f a c e  i n  t h e  1 9 9 0 ' s .  The X i s s i o n  
w i l l  d e s r g n  a p p r o p r ~ a t e  a s s r s t a n c e  f o r  t n e  JCT1 a s  w e l l  a s  t h e  
v a r l o u s  s e r v i c e  a g e n c r e s :  t h e  I n v e s t m e n t  P r o e o t r o n  Agency ( A F I ) ,  
. t h e  A g r r c u ~  t u r a l  I n v e s t m e n t  F r o n o t r o n  Agency (APIA),  Tne  Tuni  si a n  
F e d e r a t r o n  o f  I n d u s t r r e s  and  H a n d r c r a f t s  (UTICA). T n i s  a s s i s t a n c e  
w i l l  f o c u s  o n  n e l ~ r n g  them' t o  a r t i c u l a t e  T u n r s i a ' s  c a s e  a s  well a s  
t o  a c t  a s  b r o k e r s  f o r  i n v e s t m e n t  r a t h e r  t h a n  r e g u l a t o r s  and p a p e r  
p u s n e r s .  R r t n  t h e  f r e e r  e x c h a n g e  r e g i m e  v n i c n  rs t o  be 
e s t o b J r s h e d  by t h e  n e x t  p l a n  p e r r o d  t h e  p o s s ~ b l l i t ~ e s  f o r  
inves t i r i en t  and p r o f  r t  w r  l l  be n o t a b l y  rmproved.  

Ke a r t  e n c o u r a g e d  by t h e  r n r t i a l  s u c c e s s  of  t h e  JCTI and  t h e  
p r o p o s e d  f o l l o b - u p  p l a n s  u n r c h  I n c l u d e :  

- f o l l o w - u p  on l e a d s  I n  t h e  U.S. t o  r d e n t i f y  p o t e n t i a l  t r a d e r s  
a n d  r n v e s t o r s  

-deve lopmen t  o f  c o n t a c t s  w i t h  U.S. s u o s r d i a r r e s  r n  Europe  
- s e c t o r a l  t r a d e  a n d  I n v e s t m e n t  r r s s i o n s  i n  t h e  U.S. 

( e .g .  a q u a c u l t u r e  and  e l e c t r o n i c s )  
-A "Tun] s i r - E u r o p e  1992" C o n f e r e n c e  
- S t u d r e $  of c o m p a r a t i v e  a d v a n t a g e  and  t e c h n ~ c a l  c o n s t r a i n t s  
- S u p p o r t  f o r  a B u s i n e s s  C o u n c i l  a n d  r p r i v a t e  t r a d i n g  company 
-A set  of t r a d e  and  i n v e s t m e n t  i n i t i a t i v e s  w i t h  t h e  M i n i s t r y  
of I n d u s t r y  

We e x p e c t  t o  b u i l d  on t h e s e  i n i t i a t i v e s  a n d  p r o v i d e  f l e x i b l e  
s u p p o r t  for  U.S. i n v e s t m e n t .  



. 
e l  Export  Expansion 

- 
In l l n e  v r t n  o u r  o b j e c t i v e s  of r n c r e a s l n g  employment o p p o r t u n r t l e s  
and c f  r e o r i e n t j n g  t h e  a g r ~ c u l t u r e  s e c t o r ,  t n e  Grss ion  w i l l  work 
u i t n  t n e  Tun1s ra .n~  t o  i n c r e a s e  e x p o r t s .  The i nc rea sed  e x p o r t  of 
a g r i c u l t u r a l  p r o d u c t s  I S  e s s e n t r a l  i f  t h a t  s e c t o r  i s  t o  r e d i r e c t  
i t s e l f  from a  c e r e a l s  o r i e n t a t r o n  t o  one d e a l r n g  v i t b  high v a l u e  
e x p o r t s .  Advice on g rad rng ,  packrng and a a r k e t i n g  a s  we l l  a s  
p r r c i n g  w i l l  be rmpcr tan t  d u r i n g  t h e  CCSS per iod .  Across  s e c t o r s  
we may want t o  o f f e r  s e l e c t i v e  h e l p  on t r a d e  po l r cy .  We w i l l  8 1 ~ 0  
e x p l o r e  ways t o  deve lop  e x p o r t e r  services. The Cente r  f o r  Ex o r t  
Promotion (CEPEX), t h e  Fede ra t i on  of  P r r v a t e  Expor t e r s  (FEDEX f and 
t n e  Export  T r a r n i n g  Cente r  of t h e  I n s t 1  t u t e  of Hlgher Management 
S t u d r e s  a r e  a l l  p o s s r b l e  p a r t n e r s .  Continued co l  l a b o r a t i o n  W i t h  
COTUNAS on e x p o r t  i n s u r a n c e  i s  a l s o  a t t r a c t i v e .  O t h e r  
o p p o r t u n i t i e s  w i l l  no doubt  a r i s e  bhrch we should  be p repared  t o  
consider. 

3. Ic~aroved >!atcn of Labor Supply and Skills s i t h  l.:arket Demand 

The final n a j o r  program element of o u r  s t r a t e g y  w i l l  b e  improving 
t n e  c ~ a t c n  c f  tne l a b o r  supply  and s k r  J 1s ur t h  market demand. Thr s 
broad a r e a  of r n t e r v e n t r o n  s rmu l t aneous ly  c o n t r o n t s  t h e  cha l J engc  
of c r e a t i n g  it nuoan r e s o u r c e  base  s u r t e d  t o  a  t rans formed economy 
u s  & e l l  a s  tne s e r l o u s  a d v e r s i t y  of  r d e n t r f y i n p  p r o d u c t i v e  
em?loyment f o r  r l a b o r  f o r c e  a t  l e a s t  t emporar r ly  Clsp laced .  
Ner t n e r  t h e  s n o r t  - term unemployment probJ em nor t h e  d e v t  lopu~ent  of 
neu s a r r l s  ~ e r t  d e a l t  v i t n  c o n s c i e n t i o u s l y  p r ~ o r  t o  tne COT 
d e c r s r o n  t o  proceed v r t n  t h e  S t r u c t u r a l  Adjustment Prograa .  Thus, 
t n e  h!r s s l o n ' s  f i n a n c r a l  and managewent c o n t r r  b u t i o n s  t o  t h e  r u r a  J 
puol r c  vorKs program (Chant re r  Regronaux) have been d u l y  applauded 
a s  an a p p r o p r r a t e  measure. Given t n e  l e n g t n  of t ime  r e a u r r e d  f o r  
t n e  economy's r e v i t a l  i z r t r o n ,  nowever, addi  t i o n a l  remedies a r e  
requ I red .  

During t h e  CDSS per rod  t h e  Mission e x p e c t s  t o  con t rnue  more 
t a r g e t t e d  s h o r t - t e r m  programs. S imu l t aneous ly ,  t h e  Miss ion w i l l  
p rov ide  s u b s t a n t i a l  a n a l y t i c a l  and p o l i c y  suppor t  t o  t h e  GOT t o  
a s s u r e  t h a t  t h e  s t r u c t u r a l  impediments t o  employment g e n e r a t i o n  
a r e  i d e n t i f i e d  and optimum re sponses  de f ined .  P r e l l m i n r r y  
e v i d e n c e  from o t h e r  c o u n t r i e s  undergoing s t r u c t u r a l  ad jus tment  
programs i n d i c a t e s  t b a t  t h e  short-term n e g a t i v e  impac ts  may b u t t  
women more t h a n  men. Thus, o u r  s u p p o r t  w i l l  I n c l u d e  gender  
d i s a g g r e g a t e d  a n a l y s e s  and l n t e r v e n t i o a s  u h e r e  a p p r o p r i a t e .  

I n  a d d r o s i n #  t b e  e f f e c t i v e n e s s  o f  t h e  fo rmal  e d u c a t j o n  rector, 
tne Miss ion t e c o g n i t e s  t b a t  ue have n e i t h e r  r e s o u r c e s  n o t  8 
compara t ive  advantage  t o  d e a l  w i t h  a n  e s s e n t i a l l y  ou t rodad  

' French-based e d u c a t i o n a l  system. The World k n k  is u n d e t t a k i n a  a .  
major sector l o a n  which well s u i t s  t h e s e  needs.  The l o r n  u i l l  
t a r g e t  re forms  of t h e  pr imary and secondary sys tems  and ,  of  e o u a l  
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iciport , b i  11 a m  t o  develop s t r o n g e r  I rnks  beT.seen p r o f e s s i o n a l  
t r a r n r n g  and t h e  p roduc t ive  s e c t o r s  of t h e  econony. The W ~ s s i o n  
p l a n s  t o  complement t h e  Korld Bank suppor t  ny focusrng  malnly on 
t r a i n r n g  i n  mapagement and o t n e r  m a r k e t - o r ~ e n t e d  sBill a r e a s .  

Unemployment s i l l  be one of t h e  s e r i o u s  c o n s t r a i n t s  t o  T u n i s r a t s  
s u c c e s s f u l  ad jus tment  and t r a n s i t i o n  t o  r more open economy. 
Reduced absorption by t h e  pub l r c  s e c t o r  o f  young people  coming on 
t h e  joo market may r e s u l t  i n  l e s s  t han  3 o u t  of 4 new e n t r a n t s  
o b t a i n i n g  uorK. Y n r l t  tne econoniic ad jus tment  w i l l  u l t i m a t e l y  
r e s u l t  i n  expanded employment o p p o r t u n r t ~ e s  I n  t n e  p r i v a t e  s e c t o r ,  
t n e  l a r g e  numoer of jobs  r equ i r ed  make r t  u n l l r e l y  t h a t  t h e  
m a j o r i t y  of j ob - seeke r s  u i l l  be r e q u i t e d ,  even by t h e  a i d  1990's .  
Tne e x r s t a n c e  of a  l a r g e  body of unemployed youth  is l i k e l y  t o  be  
t n e  sou rce  of c o n s i d e r o b i e  concern t o  O n e  government i n  t n e  e a r l y  
1990 's .  >:any of t n e  p r e s e n t  problems v r t h  t h e  p a r a s t a t a l s  stem 
frog, t n e l r  use  a s  employment sumps notwrtnstandmng t h e  c o s t s  t o  
eZf i c r ency .  Tne Governmentls s a l e  and restructuring of 
p a r a s t a t a l s  u r l i  mean t h e  remaining p a r a s t a t a l  e n t e r p r i s e s  (some 
220 oy 1946) v r l l  nave a t  l e a s t  30,000 fewer employees a t  tne e n d  
of t h e  CCSS per rod .  Tne COT w r l l  need t o  f i n d  uays  t o  r e t r a r n ,  
pensron o f f ,  n e l p  e s t a b l r s h  t hen  i n  b u s r n e s s  o r  f i n d  temporary 
bork f o r  t h e s e  i n d i v ~ d u a l s  u n t r l  t h e  market I S  a b l e  t o  p r o v i d e  
jobs .  

Nhl le  t h e r e  i s  no p o s s i b i l r a y  t h a t  U.S. a s s i s t a n c e  w i l l  o t  a b l e  t o  
p r o v ~ d e  jobs  f o r  these anC t h e  e x i s t i n g  unemployed, our  e x p e r i e n c e  
ur t n  t n e  ongorng r u r a l  p u b l i c  works program ( C n a n t i e r s  Rearonaux) 
shows t n a t  U.S. Investment  can l e v e r  additional investment  from 
t n e  GOT and o t n e r  donors .  Re p l a n  t o  a s s i s t  w i t h  the more s e r i o u s  . r n a l y t r c a l  bark  r e q u i r e d  and w r t h  development of more e f f i c i e n t  
and t a r g e t t t d  programs. We rn tend  t o  c o n t i n u e  U.S. involvement r n  
t h e  a r e a  of p u b l i c  works u i t h  m o d i f i c a t i o n s :  o u r  t a r g e t  u i l l  be 
s m a l l e r ,  and we w a l l  r e q u i r e  a  g r e a t e r  c o n t r i b u t i o n  from t h e  GOT. 
F i n a l l y ,  we w i l l  t a r g e t  t h e  programs more d i r e c t l y  a t  t h e  y o u t h f u l  
unemployed and t n o s e  i n  t h e  secondary c i t l t s  of Tunrs ia .  
A d d i t i o n a l  a n a l y s i s  is r e o u i r e d  t o  de t e rmine  a p p r o p r i a t e  
t a r a e t t i n g  of  female  b t n e f i t r a r i e s .  A p r o d u c t i v e  urban f o c u s  w i l l  
c h a r a c t e r r z e  t h e  s h o r t  term e f f o r t s  t o  a b s o r b  d i s p l a c e d  l a b o r  and 
t h e  un- and s e m i - s k ~ l l e d  unemployed. Ye b e l i e v e  t h a t  t b e  
o p r e s s u r e  r e l t e f w  a s p e c t s  of t h i s  proarrm w i l l  p rov ide  s u f f i c i e n t  
s t a b i l i t y  t o  b e l p  t h e  GOT s t a y  t h e  course on some of t b e  more 
d i f f i c u l t  d e c i s i o n s  of economic ad jus tmen t  u h i c b  w i l l  need t o  be 
made i n  t h e  f irst  half  of t h e  90's. 



Tne b:rssrora s e e s  an opportunity t o  con t lnue  ~ t s  gOrk on reductng 
t n e  JOng t e r m . s l t e  of t h e  l a b o r  f o r c e  and conseauent ly  w r l l  
c o n t l n u e  i t s  work on famlly  p lann ing .  Tne goal  i s  a  r a t e  of 
popu la t i on  growth of 2 - 2 8  by t h e  yea r  2000 dovn from t h e  p r e s e n t  
2.4%. Ye e s t i m a t e  t h a t  s e l e c t i v e  i n p u t s  of  U.S. p r i v a t e  s e c t o r  
e x p e r i e n c e  t o  suppor t  t h e  GOT'S e f f o r t s  i n  s o c i a l  m a r k e t ~ n g ,  
improved I  lnkages  SI t n  U.S. p o p u l a t i o n  r e s e a r c h  ~ n s t i  t u t i o n s  a s  
s e l l  a s  U.S. technology and t r a r n i n g  v i l l  r e t u r n  l a r g e  d ~ v i d e n d s  
I n  t n e  e a r l y  90 's .  Ye may not  need l a r g e  amounts of a s s e t s  n o r  do  
we e n v i s l o n  a  need f o r  ~ n t e r v e n t i o n s  p a s t  t h e  CYSS p e r l o d .  

c )  Human Resources Development 

The two o b j e c t ~ v e s  noted t h u s  f a r  will work on t h e  s i z e  of  t h e  
unenplGye0 l a b o r  pool  i n  t h e  s n o r t  run an3 sr ze of t h e  e n t i  r e  pool 
I n  t h e  long run. Our a n a l y s e s  has shown t n a t  t h e  a u a l r t y  of l a b o r  
s k l l J s  needs Improvement. A major impediment t o  i nc rea sed  
e f f ~ c r e n c y  of both p u o i r c  an6 p r i v a t e  e n t e r p r r s e s  i s  a l a ck  of 
management t a l e n t ,  botn  teChnlCaJ and g e r ~ e r a l .  Conseauent lg  t h e  
b:~\ssron u111 unde r t ake  t o  t r a l n  T u n i s i a n s  i n  ski l ls  r p p r o p r r a t e  t o  
t n e  needs  of t h e  reshaped rnci modernrzed economy. S k t l l s  such a s  
f ~ n a n c l a l  management, computer e n g i n e e r r n g ,  bus ines s  
a d m l n l s t r a t l o n ,  marketing, 010 g e n e t i c s ,  etc. v i l l  be Important  t o  
ma in t a in  t h e  pace  of t r ans fo rma t ion .  Such s k i l l s  w i l l  a l s o  permrt  
Tunr s l a  t o  lmprove i t s  produc t  a u a l r t y .  A c o r r e l a r y  b e n e f i t  w i l l  
be t o  In t roduce  U.S. t e c n n a l o g l e s  t o  a  f u t u r e  popula t ron  which 
w ~ l l  be making major economic d e c ~ s ~ o n s  i n  t h e  t l s t  c e n t u r y .  We 
w ~ r r  a l s o  look f o r  ways t o  improve employment r e f e r r a l  s e r v i c e s  
f o r  r e t u r n e d  t r a i n e e s  and t o  expand t r a i n i n g  o p p o r t u n i t i e s  f o r  
vomen and p r i v a t e  s e c t o r  ~ s n d r d r t e s .  

R i s k s  and U n c e r t a i n t i e s  

I n  p o r n t i n g  o u r  a s s i s t a n c e  i n  these d i r e c t i o n s  i t  i s  impor tan t  t o  
n o t e  t h a t  we need a d d i t i o n a l  a n r l y s i s ,  and t h a t  we have n o t  f u l l y  
v e t t e d  t h e s e  i d e a s  and t h e i r  i m p l i c a t i o n s  u i t h  t h e  T u n i s i a n  
Government. A t  t h e  same time we need to  r ecogn ize  t h a t  T u n i s i a  
i t s e l f  as i n  a n  e a r l y  s t a g e  of  Both i t s  s t r u c t u r a l  ad jus tment  and 
o f  a  new government t h a t  is openin8  up t h e  p o l i t i c a l  p r o c e s s  a s  
well, We can  see s e v e r a l ' v a r i r b ~ e s  t h a t  u i l l  a f f e c t  T u n i s i a * ~  
pace of reform and t b e  ease v i t h  u h i c h  ue  may be a b l e  t o  move v i t h  
s u c c e s s  i n  t h e s e  s t r a t e g y  d i r e c t i o n s .  

- P a r a s t a t a l  t t f o r m  and p r i v a t i z r t i o n ,  e s p e c i a l l y  i n  
a g r i c u l t u r e ,  v i l l  n o t  be ea sy ,  



- Removal of s u b s r d r e s  on farm i n p u t s  and auzpu t s  u i l J  
oe a  slow and r i s k y  process .  

- A . f r e e r  t r a d e  reg1n;e b111 c o n f i ~ c t  v l t h  
e n t r e n c n t d  i n t e r e s t s .  

- P r r v a t e  s e c t o r  expansron hay be s lower  o r  l e s s  
compe t r t rve  t han  expected v i t n  d r s c o n t i n u l t r e s  i n  
s e r v l  c e  and production. 

- Demands from unemployed youth  and d i s p l a c e d  u o r k e r s  
could  become an e x p l o s i v e  i s s u e .  

- T u n i s r a ' s  a c c e s s  t o  t n e  EEC could  wind up t o  be less t h c n  
expec ted  wi tn  s e r l o u s  r e p e r c u s s ~ o n s  f o r  t h e  e x p o r t - l e d  
growtn s t r a t e g y .  

k'e 61 11  oe a s s e s s r n g  t n e s t  r l S k S  a s  we r e f l n e  our  t h i n k i n g  and 
seek t o  r a p l e n ~ e n t  o u r  s t r a t e g y .  

We a l s o  need t o  recognize t h a t  pursu ing  t h r s  k l n d  of a s t r a t e g y  
b111 a l s o  c h a l l e n g e  u s . t o  f i n d  more i nnova t rve ,  f l e x l b l t  ways of  
d o ~ n g  bus rnes s  ~f  we a r e  t o  be responsive t o  p r i v a t e  s e c t o r  t r a d e  
and rnvestment o p p o r t u n i t r e s .  

2.  Pnasing r n  Neb S t r a t e g y  Elements - 
F i g u r e  2 on t n e  fo l l owrng  page d e p i c t s  t h e  e v o l u t i o n  In  t h e  
progran!, retrospectively a113 p r o s p e c t l v t J y .  

3. fmplementr t ion Levers 

lie noG need t o  d e l r n e a t e  t h e s e  a r e a s  of a s s i s t a n c e  and deve lop  a  
p o r t f o l ~ o  of a c t i v i t r e s  n o s t  a p p r o p r i a t e  f o r  pu t surng  o u r  
a s s i s t a n c e  o b j e c t i v e s  and f o c r .  We can i d e n t i f y  c e r t a i n  l e v e r s  a t  
ou r  d i s p o s a l  t h a t  a r e  well s u i t e d  t o  o u r  purposes ,  r e s o u r c e s ,  'and 
Tunrsran needs.  These i nc lude :  p o l r c y  d i a l o g u e ,  techno)ogy 
t r a n s f e r ,  t r a i n i n g  and i n s t i t u t i o n a l  ne tbo rk ing .  

P o l i c y  Dialogue 

The GOT b a s  demons t ra ted  i ts  commitment t o  p o l i c y  reform and i t s  
c a p a c i t y  t o  f o r m u l a t e  r round macro-economic p o l i c y  f r rmeuork.  I t  
looks  t o  USAID 8s a  c o l l e a g u e  i n  h e l p i n g  t b e  r e s p o n s i b l e  
m i n i s t r i e s  implement t h e s e  reforms a t  t h e  s e c t o r a l  and r u b s e c t o r r l  
l e v e l .  We can make a v a l u r b l e  c o n t r i b u t i o n  by p r o v i d i n g  a n a l y s i s  
and a d v i c e  on p o l i c y  o p t i o n s ,  impac ts ,  and implementat ioo p l a n s ,  
through s h o r t  and long  term a d v i s o r s ,  p o l i c y  r e s e a r c h ,  and 
f r e q u e n t  d i a l o  u t  a t  h igh  l e v e l s .  We s e e  o u r  r o l e  a s  f a c i l i t r t o r  f r a t h e r  t h a n  e n  o r c e r  of  p o l i c y  reform. Ye do no t  see t h e  need f o r  
heavy c o n d i t i o n r l i t y  i n  o u r  program, though u e  a r e  p repared  t o  use  



%
=

<
 a
 

O
C

-
-

 
'

a
1

t
.

m
 

C
E

e
-

 
c
c
 

= 
D

: 
w

a
 

-
=

e
 

3
 

L
C

*
-

 
O
t
-
 

1
-
<
=
 

c
r
E

a
 

=.
- 
t
 

x
;
=

c
 

a
 - I 

Z
-

a
 

w
 

Q
:
s
L

c
z
 

3
c

r
n

0
' 

*
-
m
u
.
 

ct
 

e
--

, 
?o

 
r
r
c

a
 

-=
 

0
 

s
n

s
c

 
CP

 
e

-
e

 

",
*-

 
0
 

K
 

n
 

0
, 

- 
- 

a-
 

w
 

- 
= 

- ;rr)
 

r
 
o

 - 3 r w ft
 
0
 

C
 
- 

.
I
 
- 

3
 
0
 

m
 E

 
w

 
tb
 

8 0 
V

) 
0
 

n
 

v
. 

0
, - 

ur
m

 
0
 n

 
9

w
 

<
 

-
3

 
C

I 
0
 

0
 

m
a

 
1
 - * 

r 
m

 
r 

c,
 

0
 

a
 

'u 

7
 

m
 

0
 

-
m

 
%

o
x
 

=
*
4
 

-
l
C
 

2
'

 
a

m
- 

e
m

 
c
o
o
 
' 

r
b

r
*

 
rb

c
 

-
4
 - 



PL 480 s e l f - h e l p  measures and l o c a l  cu r r ency  proceeds  t o  r e r n f o r c e  
' p o s ~ t i v e l y  t n e  rmplementatron of difficult reforms.  We do  s e e  t h e  

need t o  f o c u s  our  r e s o u r c e s  on h e l p ~ n p  t h e  GOT c a r r y  o u t  reforms ' i n  a f e b  c r l t l c a l  a r e a s  u r t h  p o t e n t i a l l y  h igh Impact on medium 
term g r o b t n  and employment. 

W n i l e  o u r  p o l i c y  agenda must be an ~ ~ 3 l v i n g  one, c e r t a i n  a r e a s  
a l r e a d y  emerge a s  l i k e l y  p r i o r i t ~ e s  f o r  u s  i n  t h e  coming y e a r s :  

A g r r c u l t u r a l  p r i c e  and subs idy  pol ~ c i e s  
P r i v a t i  z a t r o n  
Cred r t  and I n t e r e s t  r a t e  p o l ~ c ~ e s  
Employment 
Investment and b u s ~ n e s s  r e g u l r t r o n  
P r i v a t e  s o c r a l  s e r v i c e  d e l l  ve ry  and c o s t  recovery  
Technology p o l r c y  

h'e w i l l  need t o  determrne wnl'ch s p e c r f ~ c  p o l ~ c i e s  ~n  these a r e a s  
we u r s h  t o  c o n c e n t r a t e  on. We v i l l  need t o  e n s u r e  t h e  t i m e l y  
d r s s e m i n a t i o n  of p o l r c y  r e s e a r c h  r e s u l t s  s o  t h e  k e y  p o l i c y  makers 
u r l l  b e  a b l e  t o  make informed d e c i s r o n s  and manage t h e  reform 
p r o c e s s  s e n s r b l y .  Tn ls  w ~ l l  r e q u ~ r t  c l o s e  r e l a t r o n s ,  based on 
mutual trust and r e s p e c t ,  v l t h  t h e  Pr i t i t  M i n i s t r y ,  H l n i s t r y  of 
P lan ,  G l n i s t r y  of  Agrlcul  t u r e ,  M i n l s t r y  of I n d u s t r y  and Commerce, 
t h e  Cen t r a l  Bank, and o t h e r s .  Ye a l s o  w i l l  look f o r  ways t o  he lp  
r n s t ~ t u t ~ o n a l ~ t e  l o c a l  p o l r c y  r e s e a r c h  f lows  i n t o  GOT p o l i c y  
eakrng.  

b) Tecnnolonv T r a n s f e r  

Tunrs ia  v r l l  r e o u i r r  improved t e c h n o l o g i e s  a c r o s s  a  w i d e  spectrum 
r f  i t  I S  t o  produce r n t e r n a t i o n a l l y  compet r t rve  p r o d u c t s  and 
s e r v l  ce s .  A t  Tunisia's p r e s e n t  s t a g e  of technology development i t  
I s  no t  y e t  a b l e  t o  e f f e c t r v e l y  m o b i l i z e  tecnnology t o  s e r v e  i t s  
development o b j e c t i v e s .  Major c o n s t r a r n t s  t o  Tunr si a ' s  technology 
development s t i l l  e x i s t :  an  e l i t r s t / c o n f o r m i s t  t d u c r t j o n  system; 
8 r i g i d ,  p u b l r c  dominated r e s e a r c h  e s t a b l i s h m e n t  ; weak p r i v a t e  
s e c t o r  demand. We do n o t  s e e  8 role f o r  USAID i n  t h e  major 
t r a n s f o r r a t i o n  r e o u i r e d  i n  t h e  S*?' system. t h e  Cr r thage  I n s t i t u t e  
of  Technology p r o p o s a l ,  f o r  example, u a s  an i n i t i a t i v e  des i aned  t o  
respond t o  t b i s  challenge; b u t  the GOT is n o t  y e t  ready to t a c k l e  
t h e  problem th rough  t h i s  major  inves tment .  w h i l e  we v i l l  remain 
f l e x r b l e  u i t b  r e g a r d  t o  p o s s i b l e  i n s t i t u t i o n a l  development,  ue see 
o u r  main r o l e s  a s  a c a t a l y s t  f o r  improved technoloay  and 8 
f a c i l r t a t o r  f o r  T u n i s i a ' s  a d a p t a t i o n  of a v a i l a b l e  t e chno log ie s .  
Technology areas i n  v h j c b  t h e  U.S. b a s  a comparative r d v a n t a g e  and 
v h i c b  respond t o  c r i t i c a l  l a p s  i n  T u n i s i a ' s  move t o  8 
marke t -dr iven ,  e x p o r t - l e d  economy inc lude:  



bianagement 
- .  I n f o r t n a t r c s  and t e l e c o c n u n r c a t i o n s  

BI  o-Tecnnol  ogy 
b I r r i g a t r o n / u a t e r  management 

A g r o - o u s i n e s s  and food precessing 
Cont r a c e p t i  Je r e s e a r c n . '  
Mass media a p p l r c r t i m s  

he w 1 1 1  b e  dewelop lng  a  t e c h n o l o g y  r p p l i c r t r o n s  p r o j e c t  t o  s u p p o r t  
r e s e a r c n  i n  Such a r e a s  t n r o u g h  s u p p o r t  o f  j o i n t  v e n t u r e s  between 
U.S. and 'fun1 s l a n  ccmpanres ,  r e s e a r c h  g r a n t s  t o  l o c a l  i n s t i t u t e s  
l i k e  IRSIT or ISG, s c i e n t r f i c  exchanges  and t e c h n i c a l  a s s i s t a n c e .  

c )  T r a i n i n g  

T u n r s i a  needs  t o  have  a v a r l a b l c  a n  i n c r e r s r n g l y  b e t t e r  a u a l i f i e d  
I O D O ~  f o r c e ,  ~ n c l u d i n g  s k i l l e d  w o r k e r s  and t r adesmen ,  t o  s u p p o r t  
I ~ S  e c o n o c ~ i c  t r a n s f o r m a t r o n .  f n e  U.S. h a s  a  long  estrblrsned 
relationship w i t n  T u n r s j a  r n  t h i s  a r e a .  We see t r a i n i n g ,  b o t n  
Jon2 and s n o r t  t e r m ,  i n - c o u n t r y  ana U.S., p u b l i c  and p r i v a t e  
s e c t o r ,  a s  an r m p o r t a n t  v e h r c l e  f o r  o u r  r s s r s t a n c e  s t r a t e g y .  I n  
t n e  con ing  montns be w i l l  a s s e s s  how t o  most p r o d u c t r v e l y  t a r g e t  
t r a r n l n g  r e s o u r c e s ,  unr!e  r e s p o n d r n g  t o  T u n r s r a n  i n t e r e s t  I n  
c o n t r n u e d  long te rm U.S. d e g r e e  t r a l n r n g  a s  a n  a l t e r n a t r v e  t o  a  
Frencn e a u c a t l o n .  

As T u n l s i a  moves toward a more open and p r i v a t e  economy and a  more 
p l u r a l i s t r c  s o c r e t g ,  c l o s e r  l r n ~ s  between p r r v a t e ,  government ,  an0 
a c a d e n i c  i n s t l t u t r o n s  v l l l  need t o  Be d e v e l o p e d .  L ikewrse ,  a s  t h e  
U.S. ana T u n r s r a  move toward a  more ma tu re  r i d  r e l a t i o n s n i p ,  
c l o s e r  11nkS between T u n i s i a n  and Amerr c a n  bus1 nessmen, 
s c l e n t r s t s ,  ana a  wrde r a n a t  of i n s t r t u t i o n s  a r t  d e s r r a b l e .  W h i l e  
r e c o g n i z r n g  t h e  d i f f i c u l t y  i n v o l v e d ,  we w i l l  be l o o k j n g  f o r  ways 
t o  h e l p  f o s t e r  s u c h  I j n ~ a g e s  a s  we implement  t h i s  s t r a t e g y .  

4.  F i n a n c i a l  R e s o u r c e  Needs 

Tne Mlss ron  e s t i m a t e s  t h a t  b e t u e e n  FY 1992  and 1996, t h e  p e r i o d  
c o v e r e d  by t h i s  s t r a t e g y ,  $75 m i l l i o n  i n  ESF and $75 m i l l l o n  l a  
PL-480-1 resources w i l l  be needed. The 8 v r i l a b i A i t y  of local 
c u r r e n c y  is  i m p o r t a n t  t o  t h e  s u c c e s s  o f  t h e  program. PL-480-1 
r e s o u r c e s  w 1 1 l  be u s e d  t o  g e n e r a t e  l o c a l  c u r r e n c y  t o  r u p p o r t  
s e l e c t e d  a s p e c t s  of t h e  program, as  o u t l i n e d  below. 



.I 

Tne ESF r e s c u r c e s  v i l l  b e  d i  r t c t e d  e s s e n t i a l l y  toga rd p rov is lo r !  c r  
LT anc ST  technical a s s l s t a n c e  and t r a r n i n g  needec t o  deve lop  and 

1 comnunicate t h e  p o l ~ c y  changes and ne& ~ c t r v ~ t r e s  vn ich  s i l l  occur  
a s  a  r e s u l t  of t n e  new emphases. One of t h e  a r e a s  which t h e  
M ~ s s ~ o n  * i l l  e x p l o r e  fu r th ' b r  I S  t h e  use of a  CIP t o  suppor t  neb 
a c t i v l t l r s .  For exsnp le ,  t h e  CIP could  b e  used t o  suppor t  
ag ro -bus lnes s  deve lopu~ent  o r  improved i r r i g a t i o n  e f f i c i e n c y  by 
t a r g e t t i n g  l m p o r t a t l o n  of U.S. food p roces s ing  machinery o r  
i r r r g a t i o n  eaulpment.  Introduction and a d a p t a t r a n  of  new 
t e c n n o l o g l e s  con be r e r n f o r c e d  by l o c a l  cu r r ency  r e sou rces .  We 
u r l l  a l s o  e x a m ~ n e  t h e  a e s i r a b l l i t y  of us lng  a  CIP f o r  
c o n t r a c e p t i v e  procurement.  

'In adGl t lon  t o  any  CIP g e n e r a t i o n s ,  j t  i s  our  i n t e n t i o n  t o  use  
PL-480-1 g e n e r a t i o n s  t o  s u p p o r t  s e v e r a l  a s p e c t s  of  t h e  program 
r n c l u d ~ n g  p r i v a t l z a t r o n ,  p r ~ c l n g  and c a r k e t r n g  l i b e r a J i z a t i o n ,  
a & r o  bus ines s  s u p p o r t ,  a n d  d i s p l a c e d  l a b o r  a b s o r p t i o n .  We can 
env ls io r i  a g r e a t l y  expanded S e c t ~ o n  108 progran: t o  suppor t  
I nc rea sed  e x p o r t s  a s  beJ1 a s  t o  suppor t  h rgae r  l e v e l s  of domes t lc  
I nves tnen t .  

Biaruet oevelopfilent f o r  U.S. p roaucc r s  can con t rnue  t o  he an 
e x c r t l n g  by-product  of t n e  PL 4tC-I ana CIP programs, i n  p u r s u i t  
of ou r  t r a d e  o o j e c t ~ v e s .  In t h e  p a s t  t ko  y e a r s  PL 480-1 and CIP 
nave r e l n t r a d u c e d  soyaea l  p e l l e t s  t o  T u n i s i a  a s  wel l  a s  sorghum 
f o r  a n r u a l  feed .  Tqere a r e  numerous o t h e r  p c s s i b r l ~ t ~ e s  f o r  U.S. 
e x p o r t s  whrch could  be a s s ~ s t e d  by a  PL-480-1 program. Kc 
a n t l c l p a t e  t h a t  t h e  bulk  of T u n ~ s ~ a ' s  food and f e e d  needs  w i l l  be 
met tnrougn l e s s  c o n c e s s i o n a l  c h a n n e l s  such a s  t h e  GSH 102 and 1 0 3  
programs ana t h a t  FL-480-1 r e s o u r c e s  v ~ l l  be based on e x p o r t  
promotion needs and l o c a l  cu r r ency  suppor t  f o r  t h e  development 
o n j e c t r v e s  being pursued oy t h e  USC. 

' F i n a l l y ,  gven t h e  i n c r e a s e d  u r b a n r z a t i o n  of  T u n i s i a ,  we a n t i c i p a t e  
t n a t  HG a s s l s t a n c e  could  be programmed over t h e  p l a n  per iod .  T n i s  
cou ld  suppor t  development i n  urban a r e a s  8s well a s  p r i v a t ~ z r t r o n  
an3 expansron of municipal  services. To t h e  e x t e n t  t h a t  f unds  a r e  
a v a i l a b l e  t h e  Mission w i l l  s u p p o r t  t h e s e  e f f o r t s  under t h e  p r i v a t e  
s e c t o r  r e v i t a l r z r t r o n  f o c u s  of ou r  program. 



I 
V. "iCXARP A ):ORE NATURE RELATIOSSLIIP FITIi TUSISIA 

A. Tnt Relatronsnip 

In order to cnaracterrze the type of assrstance relatronship that 
should prevail betbeen tne U.S. and Tunrsra through the 
aid-1990's. tne Mission has examined tnrte elements: the nature 
of the aid program, the ability of Tunis~an public and private 
sector entities to manage the assistance, and tne vehrcles 
available to AID to successfully deliver the assistance. 

The transltlon strategy under which the E:rssion has implemented 
rts program since early 1987 has already srgnalled a new, more 
mature response to tne development needs of Tunisrr. From a 
tradrtronal rnfrastructure and institutional development 
portfolio, the program of support has shrfted focus to the more 
specralized needs of a transformrng economy. The strategy optlons 
outlrned fcr tne CDSS per103 19SZ-F6 art~cuiate even more 
decraedly a program attuned to serrous econonlic anaJysis, 
innovations i n  trcnnology and management and strategrc nrche 
piayr ng selected subsectors. 

In canagrng tnat transrtron strategy during the last tuo years, 
tne Mrssron has determrned that the type of assistance reouired, 
cnlle not experrmental I n  nature, has to be more spec~rlrzed and 
sophrstrcoted. For exan~pre, tne 5lrssron conducted an extended 
drrlogue urtn the Prime ldinrstry on ImFJementrng the COT decrsion 
to begln to prlvatrze the economy. One conclusron of the dialogue 
bas  tnat the F r i ~ ~ e  blrnistry d i d  reourre z long-term expert to help 
set policy and to draft a detarled actlon plan. The task reauired 
development of 8 scope of work and rdcnt~frcatron of a special 
rndrv~dual wrth nands-on experience rn rcturlly privrtrz~ng an 
economy. Tne Mrssron succeeded in meeting the undtrst8nd8bly high 
expectations on the part of tne Tunrsian counterparts. However, 
tnat partrcular level of dialogue and the placement of an 
unusually auallfred consultant will, in the next few years, become 
tne pattern rather than the exception in our program. The demands 
for expert assistance as well as for custom tailored short-term 
training from non-traditional sources will increase. 

In light of our strategy formulation, our judgement on where 
Tunisra is placed on the development continuum, and the above 
speculations on the character of the assistance program, ue betan 
to evaluate Tunisia's capaci ty to assume treater roponsibi lity 
for managing the assistance program. The institution-buildin8 
objectives of many of the traditional projects have continued 
within the donor-recipient mode. In moving toward the new 
strategy of assistance it uas assumed tnat the Tunisian-U.S. 
relationship should also undergo transformation. The Mission 
assures that 8 more collaboratrve style of operations, 8 
partnership if you will, is warranted by the new strategy. 



- 
K n r  Je t h e  program g i l l  t a k e  advantage  of o p p o r t u n i t i e s  t o  I n c r e z s r  

* c o l l & D ~ r l t i ~ n  a s  t ney  a r l s e ,  i t  a p p e a r s  t h a t  i n  t h e  s n o r t - t e r e  t h e  
d o n o r l r e c i p r e n r  approach v r l l  p e r s i s t ;  The predominant reason  
t l l a t  l e a d s  u s  * t o  tnls  corrclusion is a  d e a r t h  cf Tun i s i an  
intermediary i r i s t i t u t ~ o n s  througn whicn a o r e  c o l l a b o r a t i v e  
a s s r s t a n c e  prograEs can be des igned  and ~ m p l e ~ e n t e d .  P r i v a t e  
v o l u n t a r y  o r g a n ~ z a t i o n s  o r  f o u n d a t i o n s ,  a s  s u c h ,  do no t  exist  i n  . T u n r s r a ,  naving been trampled by t n e  GOT enthusiasm f o r  a s o c j a l  
w e l f a r e  approach S I  nce Independence. P r i v a t e  f inanc i  a1 
i n s t ~ t u t ~ o n s ,  b u s ~ n e s s  c o u n c i l s  and p r o f e s s i o n a l  a s s o c l a t l o n s  a r e  
still f e b  i n  number and r e o u ~ r e  s u b s t a n t i a l  n u r t u r i n g  be fo re  t hey  
uould  be a b l e  t o  independent ly  manage a s p e c t s  of an a s s l s t a n c e  
program. The u n ~  v e r s i  t y  s y s t e n ,  V I  t n  some minor excep t  i o n s ,  
r e t a ~ n s  a s t r o s g  French academic f l a v o r .  I t  i s  a  system 
i l l - s u i  t e d  t o  t n e  a n a l y t i c a l  problem-solving approach r e o u i r e d  I n  
d e a l ~ n g  b i t h  tne t r a n s l t r o n  of t n e  economy. 

I n  suincary, t n e  a s s l s t a n c e  s t r a t e g y  u i l l  t a k e  advantage of 
i n t e r u ~ e d i a r g  r n s t l t u t l o n s  t o  t n e  e x t e n t  p o s s r b l e  i n  ea s rng  i n t o  
c o l l a b o r a t r v e  implementat ion,  and v r l r  encourage t n e  emergence of 
l o c a l  r e s o u r c e  r n s t r t u t r o n s  t n a t  uc can work wi th .  Scme capab le  
~ n s t r t u t ~ o n s  r n c l u a e  s e v e r a l  w r t h  whlcn A I D  has vorked i n  t h e  
t r a n s i t ~ o n  s t r a t e g y :  I n s t ]  t u t e  S u p i r r e u r  d e  G e s t ~ o n  ( ISG),  
I n s t l t u t  RCgronal d e s  Scrences  In fo rma t i aues  e t  T e ~ e c o m m u n ~ c a t i o n s  
e n  T u n i s l e  ( IRSIT) ,  two p r r v v t e  commercral banks under t h e  S e c t i o n  
108 Program, and t h e  I n s t ~ t u t  de  F~nancement  du Diveloppemcnt du 
Magnreo (IFIC). I n  a d d l t r o n ,  t n e  E!rssion p l a n s  t o  c o n t ~ n u e  i t s  
co : l abo ra t l on  v i t n  P c a c t  Corps i n  an e f f o r t  t o  p l ace  a p p r o p r i a t e l y  
skilled v o l u n t e e r s ,  e s p e c i a l i y  I n  t echnology  f r e l d s  such a s  
~ r r r g a t i o n  vh i ch  A I D  has  t a r g e t t e d .  A s  t h e  bi ission becomes 
rnvolved i n  no re  i n n o v a t i v e  t echnology  and p r r v o t e  s e c t o r  
endeavors  we w i l l  need t o  be p repared  t o  work i n  d i f f e r e n t  moder 
depending on tnc c a p a c r t y  of c o o p e r r t r n g  r n i n r s t r i e s  o r  
o r g a n r z a t i o n s .  Ye w i l l  be a l e r t  t o  o p p o r t u n i t i e s  t o  work wi th  and 
t o  suppor t  t h e  emergence of p r ~ v a t e  g roups ,  r s s o c i a r i o n s ,  and . 
f e d e r a t i o n s .  

B. Tne M o d a l i t i e s  

I n  t h e  c o u r s e  of  exrmining new or  more i n n o v a t i v e  fundlng  
mechanisms f o r  d e l i v e r i n g  development a s s i s t a n c e  t o  T u n r s i a ,  we 
have made t h r e e  assumptions:  

- During t h e  CDSS pe r iod  t h e  T u n i s i a  prot ram w i l l  c o n t i n u e  
w i t h  an annua l  ESF program e s t i m a t e d  a t  $15 mi l l ion  in 

f r a n t  f u n d s ,  w i t h  8 food a r d  program e s t i m a t e d  a t  $1S t o  
20 m i l l i o n  p e r  y e a r  and w i t h  c o n t i n u i n g  access t o  A I D  

c e n t r a l l y  funded a c t i v i t i e s ;  



- A l r  a s  an asency v r l l  c o n t l n u e  t o  have a p h y s ~ c a l  p r e sence  - rn  T u n i s i a  w l t h  a  Jean s t a f f  d u r ~ n g  t n e  CCSS p e r i o d ;  and 

- - Tne concept  of an endowed foun&atron,  s i m i l a r  t o  t h e  
Po r tuga l  a r r a n g e ' ~ e n t ,  i s  premature  f o r  T u n ~ s i a .  

f n e r e  a r e  s r x  fund ing  mechanrsms o r  m o d a l i t i e s  which t h e  E!ission 
has  determined a r e  most a p p r o p r i a t e  t o  i ts  b u s i n e s s  i n  Tunasla i n  
t h e  CCSS pe r iod  : p r o j e c t  g r a n t ,  program g r a n t ,  commodity import  
program, PL 480 T i t l e  I ,  S e c t i o n  416, and t h e  HG program. Tne mix 
of t n e s e  funding  mechanrsms w r l l  c o n t i n u e  t o  p rov ide  t o  t h e  
M ~ s s i o n  and t o  t h e  GOT t h e  f l e x i b i l i t y  needed t o  respond t o  t h e  
dynamrcs o f  t h e  a s s i s t a n c e  program. We c o n t i n u e  t o  view c e n t r a l l y  
funded p r c j e c t s  a s  a major sou rce  of e x p e r t i s e  and ouick access 
th rough  buy-rns from o u r  p o r t f o l r o .  

X i t h  r ega rd  t o  p r o j e c t i z e d  a s s i s t a n c e ,  t h e  N i s s i o n  w i l l  reduce i t s  
c u r r e n t  p o r t f c l r o  t c  e r g h t  a c t r v e  p r o j e c t s  by mid-l98P wrth  
f u r t h e r  r e d u c t ~ o n s  p o s s ~ b l e  a s  o l d e r  p r o j e c t s  a r e  completed by 
1991. For t h e  CCSS p e r l o d ,  t h e  t!ission e x p e c t s  t o  d e s ~ g n  an 
e f f r c ~ e n t  p o r r f o l r o  of f o u r  t o  f i v e  long term p r o j e c t s  i n  t h e  
a r e a s  of p o l i c y ,  technoJogy,  private s e c t o r ,  and t r a r n i n g .  These 
p r o j e c t s  w o u ~ d  suppor t  t h e  primary program emphases of t h e  
s t r a t e g y ,  1.e. i n c r e a s e d  p t o d u c t r v l t y  and e f f i c i e n c y  i n  t h e  
a g r r c u l t u r e  s e c t o r ;  p r i v a t e  s e c t o r  r e v i t a l i z a t i o n  and expans ion ,  
lmproved t a t c n  of l abo r  supply  and s k i  l l s  wi th  market demands. 
N ~ t n l n  each of thcse g l o b a l  p r o j e c t s ,  t h e  Mission vould seeK t o  
ru~plement ~ n n o v a t l v e  components t a r l o r e d  t o  p a r t r c u l a r  needs. Tne 
components would cover  a  range of possibilities: r e s e a r c h  g r a n t s  
t o  T u n r s ~ a n  l n s t l t u t l o n s ,  f u n d l n g  af  l i n k a g e  agreements  between 
T u n ~ s ~ a n  and U.S. i n s t i t u t i o n s ,  suppor t  f o r  j o ~ n t  v e n t u r e s ,  e tc .  

?ne only  one of S I X  funding mechanrsms i d e n t i f i e d  above which i s  
no t  c u r r e n t l y  being u t r  l i r e d  1s t h e  program g r a n t .  P a r t r c u l a r l y  
i n  t n e  a g r l c u l t ~ r e  s e c t o r ,  t h e  Mission p l a n s  t o  examine t h e  
p o s s i a l l i t y  of a  program g r a n t  i n  l i e u  of  a  p r o j e c t ,  combining 
e l emen t s  of p o l r c y  a n a l y s i s  and implementat ion,  i n t r o d u c t i o n  of 
t e c h n o l o g i e s ,  suppor t  t o  f l e d g l i n g  a g r o - b u s ~ n e s s  concerns  and 
commodity imports .  The f e a s i b i l i t y  and u t r l r t y  of t h i s  approach 
i n  T u n i s i a  have no t  y e t  been examined i n  d e t a i l .  

Under t h e  r u b r l c  of food a i d ,  t h e  Miss ion a n t i c i p a t e s  con t inued  
T ~ t l e  I and p o s s i b l y  S e c t i o n  416. While i t  is expec ted  t h a t  t h e  
l o c a l  c u r r e n c i e s  u s e  p l a n  u i l l  be r e v i s e d  to  p a r a l l e l  c e r t a i n  new 
s t r a t e g y  e l emen t s ,  the  l o c a l  c u r r e n c i e s  have a l r e a d y  been a p p l i e d  
t o  s u p p o r t  r range  of t a r g e t  programs i n c l u d i n g  d i s p l a c e d  l a b o r  
a b s o r p t i o n  ( th rough  the C h a n t l e r s  Pro#ram) and p r i v a t e  sector 
expans ion  ( th rough  t h e  S e c t i o n  108 pro#rrm). F u r t h e r  matcblng of 
l o c a l  c u r r e n c i e s  g e n e r a t e d  by t h e  food a j d  program w i l l  be 
exp lo red  i n  t h e  CMS a n a l y s i s .  



- S t o f f  r e s c u r c e s  a t  a p p r c x i m a t e l y  t h e  c u r r e n t  l e v e l s  u i l l  h e  needed  
t c  c a r r y  f o r b a r d  t n l s  s t r a t e g y  t h o u g h  b e t b e e n  n o s  and 1990 a t  
l e a s t  o n e  a d d l t ~ o n a l  USDH p r r v a t e  sec tor  o f f i c e r  u i l l  be  e s s e n t i a l  
t o  meet t n e  e a r l y  demands o f  s t r a t e g y  p n a s e  i n  anC >mplemen- 
t a t l o n .  Ve w i l l  a l s o  need more operating e x p e n s e s  t o  s u p p o r t  
l e g a l ,  c o n t r a c t o r ,  a n a  o t n e r  d ~ r e c t  h i r e  TDY s e r v i c e s .  Some 
a d j u s t m e n t  i n  s t a f f  mix w i i l  be i n  o r d e r .  Given  t h e  J e a n  s t a f f  l t  
i s  I m p e r a t i v e  t h a t  we d e v i s e  e f f l c l e n t  p rog rams  t h a t  c o n c e n t r a t e  
e n e r g i e s  on  i m p l e m e n t a t i o n  r a t h e r  z h a n  f r e a u e n t  d e s i g n  
d o c u r i ~ e n t a t i o n .  Tne E l s s i o n ' s  c u r r e n t  s t r o n g  r e l i a n c e  o n  
e v a l u a t i o n s  c o n d u c t e d  by o u t s i d e  e x p e r t s  b i l l  be  m a i n t a i n e d .  
Objective p r o j e c t  and program e v o l u a t l o n s ,  p a r t i c u l a r l y  mid - t e rm 
reviews, w ~ l l  c o n t l n u e  t o  s e r v e  a s  a  v a l u a b l e  means o f  
s u p p l e m e n t i n g  s t a f f  c a p a b i l r t i e s ,  o f  i d e n t i f y i n g  i n n o v a t i v e  
a p p r o a c h e s ,  and  o f  a s s u r i n g  r e s p o n s i v e n e s s  t o  t h e  d y n a m l c s  o f  a n  
economy i n  t r a n s i  t l o n .  
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inis strategy phper nas gone farther In anslys~ng ant synthes~zing 
Tun~sran development clrectlons and needs t h a n  ue orrg~nally 
expected. As shoun by the brbllography f a r  more recent good 
analytrcal bork and data ex~sted than was first anticipated. As a 
result we have been able to define tne broad outlines of a 
strategy for the 90's ultn considerable confidence. What ue need 
now are certain add~tronal data and rn-depth analyses to determine 
the feas~bility and the actual details of implementing such a 
srrategy. 

Ke p i a n  to undertake or drau on the folloving analyses in 
developing our ~ d t a s  a n d  ~mplementation plans: 

Analysrs Sponsor Fundi n~ - 
1. Employment Assessment USAIIC! PCS Dec. 89 

2. Tunrsra's Econon~c USAII! Prvt Sector Dec. 89 
Relat l o n s  vr thln :;arigreD Project 
Economrc Unron and w ~ t n  
EEC Post 1992 

3. P U D ~ I C  Enterpr~sc I BRI! N A Scpt. 89 
Restructuring Plans and 
I m p l ~ c a t ~ o n s  

4. Updated Agr~cultural USA I C PDS Nay 89 
Strategy Statement 

5. Agro-Processing and Export USAID PCS /AP I P Oct. 89 
Potentials and Assrstance 
Frr or1 ties 

6. Ag Prlclng, Subsidy, and USAIDI API P Dec. 89 
blarketing Studies MinAg 

7. S+T Assessment Follow up USAID PDS 

8. Trade and Investment USASD Pvt Sector Nov. 89 
Follow-up Min I+C project 

9. Savings Mobifitation USAID/ Pvt Sector Way 89 
Conference Results I FID pro jsct 

10. Private Sector Training USAID 'Pvt Sector June 89 
Needs Assessment project 

11. WID Action Plan USAID Cent rrl  Oct. 89 
Funds 

In view of the timetable for this analytical work and Mission work 
schedule we recommend that the next submission and review be 
scneduled far February of 1990 or later. We will also need 
addrtronal .Bs funds rn FY 1989 to carry out these studio. 



ASKEX I 1  - Other Donor A s s l s t s n c e  and ReJevance to  
S t r u c t u r a l  Adjustment 





AID FLOWS 

OTHER DONOR ASSISTANCE'AXD RELEVASCE TO 
STRUCTURAL AI;JUST).!EE;T 

The donor r e sponse  t o  t h e  Tun i s i an  S t r u c t u r a l  Ad j u s t a e n t  Program 
has  been e x c e l l e n t .  Net o f f ~ c i a l  a s s i s t a n c e  f l ows  r c s e  from $ 2 1 1  
m i l l i o n  i n  Pre-Adjustment 1985 t o  an overage of $437 m i l l ~ o n  
between 1986 and 1989. I n  1988 1 8 %  of  Gross budgetary  r e c e i p t s  
were from c o n c e s s i o n a l  f o r e l g n  s o u r c e s  demonsta t ing t h e  r e l a t ~ v e  
importance of acnor a s s i s t a n c e  i n  t h e  Adjustment Process .  

Tne major donor s  i n  t n e  ad jus tment  p r o c e s s  t o  d a t e  have been t h e  
I B R D ,  I:.:F, France,  I t a l y ,  t h e  EEC a n d  t h e  Af r i c r n  Development Eank 
i n  t n a t  o r d e r .  Otncr s i g n l f r c a n t  donors  have been t h e  USC, t h e  
Arab f u n a s ,  Spain  and Japan.  Hinor  aolounts of r i d  have been 
prov idee  by Canada, Eelglum, UK t h e  FRC and t h e  UNDP and 

8 

s p e c i a l r z e d  agencies. 

IBRD - 
Tne IBSD I S  t n e  major donor ,  wrtn  f i v e  S t r u c t u r a l  Adjustment 
r e l a t e d  l oans  totalling approximate ly  $500 m l l l l c n  i n  i t s  p o r t f o l i o  
i n  a d d l t l o n  t o  ~ t s  r e g u l a r  l end ing  program. I t  prov ides  t n e  
1eaders .n ip  t o  t h e  donor community i n  t h e  p o l i c y  a r e a  a s  we1 1 .  T h e  
f l r s t  Joan,  t h e  AS S t r u c t u r a l  Adjustment Loan I  (ASAL I )  was 
executed i n  October 1986 and p r o v ~ d e d  $150 m i l l i o n  i n  a u i c k  
d i s b u r s i n g  a s s e t s  f o r  a g r l c u l t u r r l  commodrtres. Numerous p o l i c y  
cnanges  were covenanted f o r  t h e  Ag S e c t o r  a s  wel l  a s  f o r  t h e  
economy a s  r wnole. A l a r g e  number of  non covenanted p o l i c y  
suggestions were noted i n  t h e  l o r n .  F o l ~ o w l n g  c l o s e l y  was an 
I n d u s t r ~ a l  and Trade  Pol rcy  Adjustment Loan (ITPAL) f o r  $100 . 
m i l l r o n  w h i c h  covenrnted numerous p o l i c y  changes in tended  t o  
l l b t r o l i t e  i n d u s t r y  and t r a d e .  Like ASAL I ,  t h i s  was 8 f a s t  
d i s b u r s i n g  loan  f o r  commodities. An ASAL I f  Lorn i s  p r e s e n t l y  i n  
f t n r l  n e g o t i a t i o n  and should  be s igned  i n  March 1989. T h i s  ullA be 
p r r t l y  f a s t  d i s b u r s i n g  a s s e t s  and p r r t l y  p r o j e c t i z e d .  A f o u r t h  
l o a n ,  the public e n t e r p r a s e  r e s t r u c t u r i n g  l o r n  u i l l  rim a t  
r e v i t a l i z i n g  t h e  mining and r a i l r o a d  companies,  l a r g e  u s e r s  and 
l o s s r s  of  GOT o f f r c i r l  r esources .  t h i s  l o r n  w i l l  a l s o  a d d r e s s  t h e  
p r i v a t i z a t i o n  of c e r t a i n  GOT P u b l i c  S e c t o r  comprnles. A f i n a l  
program l o r n  the SAL o f  $lSO m i l l i o n  u a s  approved i n  t h e  s p r i n g  of 
1988 and became e f f e c t i v e  i n  t h e  summer. 'Tbe  f u r t h e r  ad jus tmen t  
and r a t i o n r l i t r t i o n  of tax, and c r e d i t  p o l i c i e s  as well 8s 

: s u b s i d i e s ,  t r a d e ,  f o r e i g n  excbrn#e and p r o d u c e r  p r i c e s  uere 
c o n d i t i o n s  of e f f e c t i v e n e s s  of  t h e  l o r n .  Accompanying t h e  IBRD's 



SAP programs were l o a n s  t o  a s s l s t  A g . C r e d ~ t ,  and l a p a c t  t h e  s o c r a l  
s l d e  of t n e  SAP a s  w e l l - - a s  educa t r cn  t r a r n r n g  and emrloyment 
p r o j e c t s .  A smal l  and t e d ~ u m  r n d u s t r y  p r e j e c t  was a l s o  r e c e n t l y  
approved. 

U.S. programs a r e  c l o s e l y  l i nked  wrtn  IBRD e f f o r t s .  Tne APIF 
p r o j e c t  p r o v i d e s  s t u d ~ e s  on va r rous  p o l r c y  changes and was c r i t i c a l  
i n  permitting t h e  GOT t o  meet c o n d r t i o n s  of e f f e c t r v e n e s s  under 
ASAL I .  The p r i v a t e  s e c t o r  p r o j e c t  has f ed  d a t a  t o  t h e  d e s i g n  of 
t n e  PEEL p r o j e c t  and t n e  e x p e r t  i n  p l a c e  i n  t h e  prrme m i n i s t e r ' s  
o f f ~ c e  w l l l  a s s i s t  I n  p r o a u l g a t r n g  t h e  p o l i c i e s  whfch w r l l  gu ide  
~ m p l e m e n t a t i o n  of t h i s  loan.  Tne UNDP i s  a l s o  involved i n  t h i s  
S e c t o r .  

AFPB 

In 1987 and 1989 t n e  Afr ican  Develapment Bank approved $205 a,. ' l i o n  
of suppor t  t o  t h e  SAP. Tne n o s t  reLent  l o a n s  d ~ r e c t l y  complement 
the o v e r a l l  S A L  Joan of $150 m ~ l l i o n  and,  with s l ~ g n t  d r f f c r e n c e s ,  
c a r r ~ e d  t n e  same c o n d l t r o n s  f o r  e f f e c t i v e n e s s  a s  t h e  I B R D  loan .  

In J u l y  of 1988 t h e  IGF approved an extended a r r angec~en t  f o r  
T u n l s ~ a  1n an amount of $270 mr l l ron .  C o n d r t ~ o n s  Mere aimed a t  
r a t i o n a l i z i n g  banking c r e d l t  p r o f i l e  and t n e  Government e x t e r n a l  
a c b t  m a t u r i t y  p r o f i l e .  

EEC - 
Tne EEC I S  a  major donor ,  having committed $430 m i l l r o n  s i n c e  t n e  
s t a r t  of t h e  Adjustment Program. $195 m r l l i o n  of t h i s  i s  i n  t h e  
form of l o a n s  from t n e  European Investment Bank t o  be made 
a v a i l r o l e  t o  Tun i s r an  en t t t r es .  The r tmarnder  i n c l u d e s  
c a p r t r l ~ t i n g  v a r r o u s  Tun l s i an  development Banking i n s t i t u t i o n s  and 
a  f eu  p r o j e c t s .  The EEC has  emphasized a g r i c u l t u r a l  development,  
w i t h  l a r g e  c r e d r t s  going t o  tne  a g r i c u l t u r a l  development bank, 
i r r i g a t i o n  p r o j e c t s  and improvtmental  o f  c r o p  y i e l d s .  Tourism and 
improvement o f  t h e  r a i l r o a d  sys tem have a l s o  been t r r g e t t e d ,  A l l  
of t h e  EEC a c t i v i t i t s  complement t h e  SAP, 

FRANCE - 
The French Government b a s  a repalat program of  approx imat ly  $200 
m i l l i e n  p e r  y e a r ,  most o f  which is t i e d  t o  Frencb t e c h n i c a l  
r s s i s t a n c e  and commercirl endeavors .  A l a r g e  p e r c e n t a g e  of t h i s  is 
d i r e c t e d  toward payment f o r  s e i z e d  French assets and French 
t e a c h e r s  ( c o o p e r a n t s )  Food A I D  as a l s o  provided.  



- WnlJe u s e f u l  f o r  S t r u c t u r a l  Adjus tven t  t h e  Frencn Govcrnnlent nas  
b no t  ffiade any ex t raord ln .a ry  e f f o r t  a s  have o t n e r  donors  t o  a s s l s t  
tne GOT In  tne ad jus tment  p r o c e s s  v r t h  g r e a t e r  and more 
conces s l  onal  r e sou rces .  Perhaps t h e  d ~ f  f l c u l  t economic i s s u e s  
u h ~ c h  r e m a ~ n  In c o n t e n t i o n  between France and T u n ~ s r a  accoun t s  
f o r  t n ~ s  anomaly. 

ITALY - 
Tne I t a l l a n  Government has  committed $600 m r l l ~ o n  s i n c e  t h e  SAP 
s t a r t e d ,  a  s h a r p  l n c r e a s e  I n  t n e ~ r  usua l  l e v e l s .  $100 m i l l i o n  
i n  c r e a r c s  f o r  I t a l l a n  p roduc t s  a t  h i g h l y  c o n c e s s ~ o n a l  r a t e s  
(1.751 5 yea r  g r a c e  30 yea r  pay back) uas  extended i n  October  
1986 a t  t n e  l a u n c h ~ n g  of t h e  SAP. A second $500 m i l i r o n  package 
corzprlsed of $175 i n  new c r e d i t s ,  a  $75  illi ion g r a n t ,  $175 
rnr lJ lon f a r  I t a l l a n  deve1opme.nt p r o j e c t s  i n  Tun l s i a  and $75 
m r l l ~ o n  f o r  TA Gas approved d u r j n g  1988. As t h e  I t a l i a n  c r e d i t s  
a r e  f o r  gooCs, t h e  dravdovn has  been teJa t1VeJ) -  slow. I t a l i a n  
development p r o j e c t s  a r e  c e n t e r e d  on tne Southern p a r t  of t h e  
c o u n t r y  and,  a l tnougn  t n e r e  nas  heen some i n t e r e s t  i n  u s ing  US 
Peace Corps Volun teers  i n  t n e s e  p r o j e c t s ,  c l o s e  c o o r d i n a t i o n  i n  
t h e  f l e ~ d  r ena rns  e l u s ~ v e :  

Otrler donor s ,  real r t r n g  t n e  need f o r  au l ck  d l s b u r s r n g  a s s e t s  i n  
t h e  e a r l y  g e a r s  of t h e  SAP (Tunis ran  f o r e i g n  exchange r e s e r v e s  
111 June of 1580 dpproached S O ) ,  nave come forward v i  t h  
c o n c e s s ~ o n a l  Q U I C K  d r s b u r s ~ n g  programs. Spa in  loaned $50 
m r J  J l on  a s  d l a  Japan.  Tne Arab monetary fund and Kuwait fund a s  
wel l  a s  o t h e r  mrddle Eas t  donors  o l d e  a v a i l a b l e  s l i g n t l y  o v e r  
$100 mrJ l ron  i n  s o f t  l oans  i n  February 1987. These were non 
p r o j e c t ~ t e d  a s s e t s  d i r e c t e d  a t  p e r m i t t i n g  t h e  Tunisian tconomy 
t o  f u n c t l o n  w n ~ l e  t h e  ad jus tmen t s  were made. Japan ,  a t  t h e  
u rgrng  of t h e  U S G  provided a  $50 m i l l i o n  f u l l y  u n t i e d  loan  I n  
e a r l y  1988 t o  suppor t  ad jus tment .  Tne f r r s t  drawing of  t h i s  
l oan  was f o r  US sp ray  a i r p l a n e s  f o r  t h e  l o c u s t  campaign. 

Canada and t h e  FRG nave been h e l p f u l  w i t h  food  A I D  and c r e d i t s  
r e s p e c t i v e l y .  Tho FRG i n c r e a s e d  i t s  y e a r l y  levels s l i # h t l y  and  
a c c e l e r r t e d  d i sbursements .  The UNDP h a s  con t inued  i ts  normal 
programs of  t e c h n i c a l  a s s i s t a n c e  a s  have t h e  s p e c i r l i z e d  U.N. 
agenc i e s .  

DONOR COORDINATION 

C o ~ m u n i c r t i o n  between donor s  on t h e  SAP and p o l i c i e s  r e l a t e d  
t h e r e t o  has  been excellent and t h e  GOT h a s  suppor t ed  t h e s e  
i n t e r a c t i o n s .  



* 

b Tne UNEP r e s ~ d e n t  r e p r e s e n t a t i v e  c n a ~ f s  r n f o r n a l  n e e t r n g s  on a 
r e g u i a r  oasis du r ing  vh lch  s u b j e c t s  of ' genera l  i n t e r e s t  a r e  
d i s c u s s e d .  Moot r e c e n t l y ,  t n e s e  Gee t ings  d ~ s c u s s e d  t e c h n i a u e s  
of t r r c r r r ~ g  and 'programmlng l o c a l  cur rency  g e r ~ e r a t l o n s  and t h e  
dcnor  response  t o  t h e  l o c u s t  emergency. In  t h e  l a t t e r  c a s e ,  
genuine  c o s t  s a v l n g s  r e s u l t e d  from a  realistic p r o j e c t i o n  of 
p e s t i c i d e  supply  and demand w h ~ c n  devolved from t h e  donor 
meet rngs .  

I n  February 1987, a  major donor c o o r d i n a t r o n  meetrng bas  he ld  i n  
P a r r s  c h a ~ r e d  by t h e  World Bank. A f u l l  and f r a n k  d i s c u s s i o n  
was he ld  and t h e  meetlng succeeded i n  r a i s i n g  $270 m i l l r o n  i n  
a d d r t r o n a l  a s s e t s .  A major r e s u l t  of  t h e  m e e t ~ n g  was t h e  
a c c e l e r a t i o n  of dravdowns of e x r s t i n g  l i n e s  of C r t d l t  by t h e  
T u n ~ s r a n s  and a  confirr i iat ion of suppor t  from t h e  donor community 
s o  long a s  t h e  GOT c o n t ~ n u e a  t o  perform se l l  a g a i n s t  t a r g e t t e d  
objectives. K e l t h e r  t h e  IBRD nor  T u n ~ s r a  have seen  f r t  t o  c a l l  
a n o t n e r  meetlng ana ,  g lven  t h e  c l o s e  coordination amongst donor ,  
none a p p e a r s  necessary  a t  t h i s  t lme.  There i s  no f u l l  t ime  IMF 

- o r  IERr r e p r e s e r ~ t a t r c n  In  T u n ~ s ,  altnough IBCC E i s s ~ o n s  a r e  i n  
coun t ry  4 - 5  t lwes  p e r  year .  

Tne USG programs c o n t l t . t ~ e  t c  ~ c *  c lose r ) .  c o o r d ~ n a t e d  wi th  t h o s e  
of t n e  Bank and t h e r e  a r e  numerous a r e a s  of synergy u r t h  o t n e r  
f o r ~ o r s .  Both t h e  Be lg~um and Korld Food Program a r e  
c o l l a b o r a t r n g  h l t h  t h e  PL-480-1 funded workers program. Tne 
I t a l r b n s  a r e  c o n s ~ d e r r n g  usrng some loca r  cur rency  i n  t h a t  
p rogran  a s  a r e  the Canadrans. To d a t e ,  communrst coun t ry  donors  
nave n o t  been ~ n v o l v e d  w r t h  t h e  SAP. 

OUTLOOK FOR DOXOR R E S O U R C E S  AKE PRIORITIES 

Fu tu re  conces s iona l  a s s i s t a n c e  is not  expec ted  t o  r i s e  a t  t h e  
pace of t h e  l a s t  f e u  yea r s .  IBRD lendrng  w i l l  r e v e r t  t o  i t s  
p r e v ~ o u s  l e v e l  an3 t h e  e x t r a o r d i n a r y  I t a l i a n  t r a n s f e r s  w i  11 
ptOb8bJy n o t  reoccur .  I t  I S  expec ted  t h a t  major i n p u t s  by o t h e r  
European n a t i o n s  w i l l  be th rougn  t h e  EEC, w n i c h  m a i n t a i n s  a 
s i z e a b l e  Miss ion i n  Tunis .  French A I D  is t x p e c t e d  t o  c o n t i n u e  
a t  e x i s t i n g  l e v e l s .  ?he GOT w i l l  p robab ly  u s e  coamercirl c r e d i t  
marke t s  more a c t i v e l y  a t  t h e  end o f  t h e  c u r r e n t  SAP. 
T u n i s i a ' s  c r e d i t  r a t i n g  i s  e x c e l l e n t ,  w i t h  T u n i s i a n  paper  
t r a d i n g  a t  p a r  or b e t t e r .  European programs w i l l  most l i k e l y  
c o n t i n u e  t o  be c l o s e l y  t i e d  t o  pa roch i81  commercial o b j e c t i v e s  
i n  t h e  o u t y e r r s .  P r e s s u r e  to c o n t i n u e  draudouns as 8 
r e s p e c t a b l e  pace  w i l l  be r c o n s t a n t  requirement  f o r  t h e  donor  
communlty. 
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