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BACKGROUND

Tunisia, a country of approximately 5.5 million people, 1is
situated on the northern coast of Africa, bounded on the west by
Algeria and on the east by Libya. Tunisia.occupies an area of
some 63,000 square miles, approxima:ely.the size of the state of
Georgia. The coastal region of the country enjoys a Mediterranean
climate, while the southern region, bordering the Sahara Desert,
is hot and arid. The northern region, however, is wooded and
fertile and accounts for most of the country's agricultural
production. The central regiom, comprising the coastal plains, is
well-suited to the support of livestock and olive groves.

The people of Tunisia are primarily of Arab and Berber descent.
Arabic 1s the official language of Tunisia, but French is a
widely-spoken second language. Islam is, by far, the dominant religion.

Tunisia's written history dates from the 12th Century B.C.,
when Phoenician traders established permanent settlements. In
time, cities emerged, the most famous of which were Utica and
Carthage, founded .in the 7th and 8th centuries B.C., respectively.
By approximately the 3rd century B.C.'Carthnge, whose site lies
on the no;thern outskirts of the capital city of Tunis, was a power
to rival Rome in the Mediterranean. Carthage, however, was
ultimately unsuccessful against Rome in the Punic Wars of 264-146
B.C. and the final episode of these struggles brobght the destruc~
tion of Carthage and the occupation by Rome of a substantial

portion of the area now known as Tunisia.



During the period of their occupation, the Romans constructed
an ingenious irrigation system, -expanded the network of communi-
cations, and stimulated agricultufal development, most notably the
cultivation of the olive tree.

The Islamic tide re;ched Tunisia in the 7th and 8th centuries
A.D. as the Roman Empire fell into decline. From this time until
the French protectorate was established in 1881, Tunisia was ruled
by Arabs and Berbers and finally was allied with the Ottoman Empire
of the Turks. During the period of Arab and Berber dominance, a
brilliant civilization flourisﬁed in Tunisia.

The French occupation of Tunisia added a European influence to
Tunisian culture and provided modern infrastructure, such as rail-
ways, ports, hospitals, and schools. Bqt the dominance of social,
political, and economic life by French settlers quickly inspired
natinonalistic uprisings which ultimately led to Tunisia's independence
from France in 1956.

Since Independénce, Tunisia has been virtually free of internal
strife and dissidence. Under President Habib Bourguiba, Tunisia's
first and current bresidcnt, Tunisia has maintained an essentially
non-aligned policy in foreign affairs and its domestic policies
appear to follow pragmatic, rather than ideological, lines in the
pursuit of economic and social development.

Tunisia's economy, although increasingly diversified, currently
remains agricultural in chaéacter, the principal products being

wheat,. olives, citrus fruits, dates, grapes and truck crops.



Processing of agricultural products is the main industrial activity. The
extractive industries in Tunisia are sased on mineral resources of
petroleum, iron.ore, phosphates, lead, and zinc. Petroleum, olive oil,
and phosphates are Tunisia's principal commodity.exports, while tourism
constitutes a highly significant service export.

" The U, S. enjoys a favorable balance of trade with Tunisia,
accounting for approximately 20% of Tunisian imports, but only about 1%
of exports in 1972, The United States, however, provided approximately
252 of the economic assistance receivgd by Tunisia in 1972,

As of June, 1973, approximately $15 million of HG resources,

dn two loans, were under contract in Tunisia. The first of thesé loans,
made in.l966, was for approximately $5 million and is now fully disbursed.
This loan financed the construction of 565 low-cost housing units, known
as the Carnoy Project, all of which are now completed and occupied. The
second loan was contracted in 1972 for $10 million to finance 5,100 low-cost
housing units, known as the Ras Tabia Project. Only $3 million of this
loan has been disbursed, but the first phase of the project is nearing
completion and further disbursement of funds is anticipated in tle very near

future.



SUMMARY AND CONCLUSIONS

The quality of the housing stock in Tunisia, as in most developing
nations, leaves much to be desired. In 1966, 4.3% of the housing stock
was composed of "gourbis," tents, ruins, and other impermanent shelters.
Although the housing stock increased by 16.4% between 1966 and 1971,
there is no reason to believe that the proportion of suystandatd dwellings
declined appreciably. Moreover, this construction effort was insufficient
to eliminate the housing deficit, which was estimated at 60,000 units at
the end of 1972. That is, elimination of the deficit would haye required
a housing stock approximately 6% larger than it was, in fact, in 1972.

The natural increase of the population, estimatad at 2.8% per year,
and a family structure averaging 5.07 persons lead to an estimated annual
housing constructisn requirement of about 20,000 units per year. The
elimination of "gourbis" and other substandard dwellings will require an
additional 17,000 unitq per year over a twenty-year period. Elimination
of the housing deficit requires an additional 6,000 units per year over
a ten-year period and reducing the average density of room occupancy
from 3.15 persons to 2.0 persons requires 16,000 more units per year over
a twenty-year period.

Thus, housing requirements over the first decade of a twenty-year
period can be estimated at 59,000 units per year and at 53,000 units per

year for the second decade.



Iotal housing production over the eleven-year period from 1962
to 1972, however, amounted to only 105,312 units. Moreover, housing
production for 1971 and 1972 averaged only 12,420 units, exclusive of
the uncontrolled increase in "gourbis" and other substandard dwellings.

Thus, housing production falls far short of the estimated require-
ments.,

The shortfall in production relative to requiremeﬁté is not due to
a lack of demand. The Société Nationale Immobiliere Tunisienne (SNIT),
the National Housing Agency, has received over 100,000 applications for
ho;sing,vfar more than it has the éapacity to produce. Moreover, appli-
cations for specifi; projects are invariably closed long beforé construc-
tion begins.

The shortfall in supply relative to both housing demand and
housing requirements derives primarily from the inability of the construc-
tion industry to produce enough housing units,

The 1973-76 development plan projects construction of 17,750 housing
units per year, on the average, for a total of 71,000 units. The number
of units constructed each year 1s programmed to rise from 14,091 in 1973
to 19,759 in 1976, but the achievement of even this volume of production
will require some significant changes within the construction industry,

The shortage nf skilled labor is the principal difficulty encountered
in increasing the productive capacity of the construction industry.
Although the skilled labor component of the residential construction work
force is qstimated at only about 15%, training can require as much as

four years. This factor, combined with recent increases in construction



- aetivity and skilled worker mig:a;iqn to Furope and other North African
countries, has resulted in a shortage of gkilled workers even at current
levels of production.

A less significant, though by no means unimportant, problem is the
ghortage of supplies of domestically-produced construction materials.
Shortages of cement, lime, steel, and lumber have, in the recent past,
upset construction schedules and caused substantial deladys in the comple-
tion of most major projects.

The Tunisians are seeking solutions to these problems by intensifying
tﬁeir training efforts, by increasing the productive capacity of the
cement industry, an& by improving planning for imports of matefials in
short supply.

It is also necessary, however, to modify the traditional construc-
tion methods employed in Tunisia. Productivity must be increased by
about 5% just to achieve the targets of the 1973-76 development plan.
But traditional style and design concepts must also give way to more
functional and economic designs. Of greatest importance 1is the adoption
of production methods which lower the skilled-labor compomnent.

Although the productive capacity of the construction industry
probably represents the principal constraint on the expansion of shelter
sector activity, the ability of the financial sector and of government
financial programs to transform potential demand into effective demand
must also be increased.

Long-term housing finance outside of the GOT-sponsored programs is
virtually nonexistent. It is estimated that gg_;éggg 40% of the housing

investment which is not made under the aegis of a government program is



autofinanced. The actual proportion of autofinancing probably ranges
upwgrd from 503 - 60%, with the bélance financed by short-term com-
mercial bank loans,

During the 1962-72 period, the GOT fiqaﬁced, directly or indirectly,
43.7% of the housing units constructed in Tunisia. Fingncing of these
units took the form of direct loans, construction subsidies, and loan
guarantees. For the 19273-76 plan periog, this proportion is expected
to rise to 62.8% of the housing units programmed for comstruction.

The major portion of the government's program will be carried out

throﬁgh the Société Nationale Immobiliere Tunisienne (SNIT), which is the
| néiional housing agency. The financial resource base for this agency
derives from current GOT advances, from the amortization of past GOT
advances, which SNIT is permitted to retain, and from.ptivate borrowing,
the most significant of which is the $10 million HG loan executed in 1972.

Financial programming for the i973-76 development plan allows for an
increase in the loan guarantee program from 3.6 million dinars during the
1969-72 period to 6.0 million dinars for 1973-76. The loan guarantee
program, however, which is impleménted through the GOT-controlled Société
Tunisienne de Banque (STB), the nation's largest commercial bank, is small
in relation to total financial requirements.

Of a total public sector housing investment of 62.5 million dinars
programmed for the 1973-76 period, only 45.0'million dinars of financial
resources have been identif}ed and this figure includes a 4.7 million dinar

HG loan (approximately $11.75 million)*, which 1s not yet under contract,

*Converted to U. S. dollars at the September, 1973 rate of exchange of
US$§ 1 = TD .40 or TD 1 = US$ 2.50.



'and a 1.5 million dinar Swedish loan which is still in the process of
negotiation. The additional financing to be identified and obtained,
over and above these two.foreign loans,.amounta to 17,5 million dinars
(approximately $43.75 million), or about 28% of the required financial
resources.

Currently, the GOT is organizing a new means of mobilizing funds
for housing investment. This new iniative, the Caisse Nationale d'Epargne
Logement, or National Savings Bank for Housing, will have no direct
effect on the achievement of the 1973-76 plan targets, inasmuch as it
will not become operatioﬁgl until the end of 1973 or .early 1974 and will
involve a four-year pre-saving phase prior to the granting of the first
loans.

The Caisse Nationale G'Epargne Logement (CNEL) is nominally a
controlled-entry, contract saving system, which will grant ten-year
housing loans at 5% to savers who complete a four-year savings contract
equal to at least one-third of the purchase price of the house. The
accumulated deposits of a saver, which will bear interest at 42 per
annum plus a 2% bonus from the GOT upon completion of the saving |
contract, are to be used as the downpayment.

Initially at least, loan funds for the CNEL are to'be derived from
borrowing or transfer of funds from the Postal Savings System., Estimates
of the growth of deposits in the Postal System over the 1973-84 period,
based on the average rate of growth of deposits in the past, indicate
that a substantial reservoir of funds could be made ;vailable to the

CNEL from this source.



Inasmuch as the details of the operations of the CNEL have not yet
been worked oué. there is no firm basis for an evaluation of the
adequacy of the system. .In general,  however, it should be noted thut 1if
the system is to generate sufficient resources for the financing of an
expanding construction program, more flexibility than is presently evident
will hgve to be built into the system; it is not felt that amortization
of prior loans made under the program will alone provide a resource base
which will grow rapidly enough to satisfy housing demand and housing require
ments.

Indeed, although th; growth of the financial sector in general has
kept pace with economic growth, it has not shown any marked tendency to
develop in ways which.would ensure improvement in the availability of home
finaﬂcing.

That financial sector growth has kept pace with economic growth is,
however, no small achievement. The Tunisian economy performed remarkably
well over the 1968~72 period on all fronts, reglstering an average rate
of growth of real gross domestic product of 9.7% per year and an average
rate of growth of real per capita gross domestic product of 7.5% per year.
Moreover, the average rate of inflation during this period was a modest
3.4%. Export earnings doubled over the period while imports increased
by only 867, which permitted a reduction in Fhe deficit on current account
in the balance of payments from 50.2 million dinars in 1969 to 23.0 million
dinars in 1972. Most of the targets of the 1969-72 development plan were

achieved.
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The 1973-76 development plan is, perhaps, more ambitious than its

' predecessor. Target levels of g*owch and'SCructural change within the
economy appear to have been pressed to théir maximum feasible 1limits in
most areas. Real gross domestic product is programmed to grow at an
average rate of 7.5% per year; the annual average rate of growth of real
per capita gross domestic product is targeted at 5.0%, Furthermore, the
target rate of inflation is essentially zero.

A significant increase in the rate of gross fixed capital formation,
from 19.27% of gross domestic product in 1972 to an annual averagen of |
24.5% over 1973-76, is projected. Manufacturing, Construction (including
housing), and Tourism ;re targeted as the leading growth sectors.

Export and import projections confained in the plan are somewhat
pessimistic, with the consequence that the plan anticipates large current
account deficits -~ averaging 72.5 million dinars per year == in the
balance of payments. The total net foreign financial inflow requirements
envisioned by the plan Fherefore amount to 379.5 million dinars, or
949 miilion dollars at the September, 1973, exchange rate.

The structure of the external debt, in spite of the heavy foreign
borrowing anticipated by the plan, remains smoothly scheduled and service
on the private and public external debt relative to export earning; is

expected to decline from 17.8% in 1972 to 14.7% in 1976.
' Moreover, assuming that the level of international monetary reserves
would never be allowed to fall below 25% of annual imports and that the
relevant targets of the 1973-76 plan will be achieved, it can be estimated

that Tunisia will enjoy a significant surplus of foreign debt service
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.capacity over the 1973-76 period. Thus, Tunisia could lower its foreign
financial inflow requirementg without jeopardizing its international
reserve position. Alternatively, it could borrow even more from external
sources than is already programmed. |

In this context, the 4.7 million ($11.75 million) HG loan, which
is included in the 1973-76 development plan but which is not under contract,
represents only nine tenths of one percent ;f the total programmed foreign
financial inflow. Thus, even a $30 million HG loan, much less the programmed
$11.75 million loan, disbursed over 1973-76 would not materially affect
eiéhef the Tunisian balance of payments, its international monetary reserve
position, or its debt service position.

Thus, the principal problems which the study has identified relate
primarily to the ability of the construction industry to produce a suffici-
ent number of housing units to satisfy'housing demand and housing require-
ments and, secondarily, to the capacity of GOT programs and the private
financial sector to provide home financing. These problems are, however,
far from insurmountable. Indeed, the GOT recongizes these problems and has
taken affirmative action toward their solution. Moreover, the capabilities
of the existing institutions indicate that the base upon which the new
programs are to be built is sufficiently strong to justify further HG
program assistance.

In addition, the survey team feels that such HG assistance, if
undertaken in the near future,'should be channeled through the national
housing agency, the Société Nationale Immobiliere Tunisienne (SNIT), which

ig the sponsor of the current HG project at Ras Tabia. Inasmuch as SNIf



will continue to have the responsibility for the financing of housing
in the cricicﬁl “Economic? segment of the market until the new housing
finance program, the Caisse Nationale d'Epargne Logement (CNEL), is
operational, this procedure should ensure the continuity of HG program
efforts in.Tunisia. '

Assuming that the CNEL will receive a favorable evaluation once
the details of the program are known, tégnsfer.of HG support from SNIT
to the CNEL could be made coincident with the transfer by the GOT of
financial responsibility for "Economic" housing from SNIT to the CNEL.

' Meanwhile, the survey team recommends the assignment to Tunisia

of a senior level technician experienced in housing, familiar with the

HG program, and knowledgeable in housing poligz‘ggggrg}qation and

implementation in developing countries. The provision of such techni-

cal assistance would not only assure proper utilization of the HG
resource, but would also facilitate the future transfer of HG support

from SNIT to the CNEL.
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A. EXISTING HOUSING STOCK, SUPPLY, AND DEMAND

1. Introduction: This section of the report contains a profile of

the housing stock of Tunisia, with emphasis placed on urban conditions.
Within this-cohtext, supply and demand conditions are discussed, leading

to an estimate of the housing deficit.

2. Housing Stock: According to the nationwide census conducted in

1966, the housing stock of Tunisia, with a 1966 population of 4.72 million
persons, was estimated at 868 thousand units, implying that there were,

6n the average, approximately 5.4 persons per unit., Table Al contains a
detailed presentation of the 1966 housing stock by urban area and type of
housing unit.

The 1971 review of the housing stock, which provides a breakdown
between urban and rural units, revealé an overall increase in the housing
gtock of 16.4% over the period 1966-71. The data are shown in Table A2.
Given a 1971 population of 5.24 million, the increaaé in the housing stock
reduced the average occupancy from 5.4 persons per unit in 1966 to 5.2

persons in 1971.

3., Urban Housing Conditions:

a. Size: The latest information available (1966) indicates
that the vast majority of the dwelling units wﬁich make up the Tunisian
housing stock are one-room and two-room units. This type of dwelling
accounts for approximately 837 of the total housing stock. A detailed

breakdown 1s given as follows:
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TABLE Al

HOUSING STOCK OF TUNISIA, 1966

(Number of Dwelling Units)

~ Individual
Gouvernorat Units
Tunis & -

Banlieue 63,374
Bizarte 24,418
Béja 16,288
Jendouba 13,053
Le Kef 18,824
Kasserine 9,542
Gafsa 26,083
Mﬁdenine 24,370
Gabas 10,930
Sfax 44,097
Kairovan 16,213
Sousse 53,726
Nabeul 34,253

TOTAL 355,171

Collective
Apartment Units
Units
25,538 33,484
2,959 5,300
219 3,722
'118 1,522
171 2,216
48 809
135 3,688
41 4,487
224 7,701
1,893 8,351
130 2,908
2,074 14,696
462 10,972
99,836

34,012

(Rental) Gourbis’

18,087
28,370
38,615
32,633
35,572
28,969
26,249
12,630
15,113
24,849
34,888
31,302
15,916

343,094

Other* Total
2,563 143,046
900 61,947
893 59,737

. 181 47,507
1,151 37,934
2,374 41,742
7,276 63,411
8,791 50,319
6,812 40,780
1,99 81,184
1,032 ‘ 55,171
1,086 102,785
826 62,429
35,879 867,992

"The census specifies “other" units as tents, ruins, and other unacceptable
types of permanent accommodation.
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HOUSING STOCK OF TUNISIA, 1971

TABLE A2

(Number of Dwelling Units)

Urban - Rural Institutional
Gouvernorat Units Units Units
Tunis &

Banlieue 177,870 33,892 336
Bizerte 36,930 25,017 57
B&ja 13,441 46,296 48
Jendouba 8,205 44,053 43
Le Kef 12,519 51,213 45
Kasserine 6,370 38,949 33
Gafsa 30,679 42,590 78
Médenine 12,234 42,626 65
Gab2s 120,367 24,495 42
Sfax 54,254 40,264 52
Kairouan 12,157 47,428 75
Sousse 80,309 41,371 97
Nabuel 30,350 35,205 75

TOTAL 495,685 513,399 1,046

Percent

Total Increase
212,998 48.3%
62,004 1%
59,785 1%
52,301 10.17
63,777 10.1%
45,352 8.6%
73,347 15.7%
54,925 9.2%
44,904 10.1%
94,570 16.57%
59,660 8.1%
121,777 18.5%
65,630 5.1%
1,010,130 16.42
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1l room -

rooms

rooms

rooms

rooms

rooms

N o wn o oW oN

rooms

b.

59.0000%
24,0000%
9.0000%
3.5000%
1.00002
.4000%
.1300%

Potable Water Supply:

8 rooms
9 rooms
lo.roohs
11 rooms

12 rooms

.0700%
.03002
.0170%
.00042
00642

udetermined 2.8470%

Also as of 1966, only 7% of

urban’dwelling units were supplied with potable water thiough a public

(pressure) piped system; 33% of the units obtained their water from

cisterns and 60% of the units had access only to individual or communal

wells.

c.
only 23% of urban
not have electric

d.
provided with gas

determined.

Electric Power Supply: The 1966 census reveals that

housing units have electric power; 76% of the units do

power, with the balance undetermined.

Gas_Supply:

Only 19% of urban dwelling units are

while 80% have no gas supply.

The balance of 17 is un-

4. Mode of Tenure: As shown in Table A3, the Tunisian housing stock

is largely owner-occupied, with 73% of the units falling into this tenure

category.
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Gouvernorat

Tunis
Bizerte
Béja
Jendguba
Le Ref
Kasserine
Gafsa
Médenine
Gabas
Sfax
Kairouan
Sousse

Nabuel

TOTAL

TABLE A3

MODE OF TENURE, 1966

(percentages)
Supplied  Supplied
by by
Owner Tenant Parents Emplover Other
43.0% 44.0% b.6% 3.8% 4.62
63.0 18.1 7.0 7.5 4.4
74.2 7.9 4.6 5.6 7.7
78.5 8.6 8.9 2.9 2.7
80.0 6.6 6.4 3.6 3.4
3.0 5.4 2.6 1.2 7.8
86.0 5.0 3.1 2.3 3.6
88.3 5.0 2.4 9 3.4
84,0 8.0 3.5 1.0 3.5
79.4 8.9 6.7 2.1 2.9
87.0 6.8 2/9 2.0 1.3
80.8 8.6 7.1 1.0 2.5
73.0 8.4 8.3 6.9 3.4
73.0 14.2 6.7 3.2 3.5
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5. Housing Supply: The combined efforts of the public and private

gsector over the 1962-72 period resulted in the construction of 105,412

housing units, as shown in Table A4.

TABLE A4

HOUSING PRODUCTION, 1962-72
(Number of Units)

Public Private
Sector Sector Total
1962-64 14,800 15,300 30,100
1965-68 11,100 " 20,200 31,300
1969-70 7,473 11,600 19,073
1971-72 12,742 12,097 24,839
TOTAL (1962-72) 46,115 59,197 105,312
Uncontrolled Increase
in Gourbis & Other .
Dwellings 23,475
GRAND TOTAL 128,787

New housing production during 1962-72 was insufficient to elimi-
nate the housing deﬁicié, which, based on the natural growth of the Tunisian
population, was estimated at 60,000 units at the end of 1972.

The current deficit should, however, be increased to include the
loss of dwelling units attributable to the March, 1973, floods which resulted

in substantial damage to the housing stock of northern Tunisia., It has



been established that 2,890 permanen; dwellings were damaged with losses
eséimated at 680 thousand dinars. Ninety-one.homes were destroyed, at an
estimated loss of 45 thousand dinars. Moréover, 11,714 gourbis were totally
destroyed, replacement of which is estimated to cost Just over one million
dinars.

Considering the current population growth rate and the produc~-
tion of new housing units, as well as replacement requirements, all of
which are projected under the 1973-76 development plan for housing, the
housing deficit will continue to increase at an average rate of 5,560 units

per year.

6. Housing Demand: The 1966 census calculated the population of

Tunisia at 4.72 million persons and estimated its natural rate of growth
at 2.8% per year. Thus, given a family structure averaging 5.07 persons
per family, the calculated increase in population over the coming years
will result in a requirement of approximately 20,000 new housing units
per yeara_ﬂ

Moreover, of the 868,000 available units enpmerated in the 1966
census, 379,000 or 43.7%, are "gourbis" or other substandard units. To
eliminate such units from the housing stock by replacing "gourbis" with
acceptable structures and relocating their occupants, it is estimated
"that the construction of an additicnal 17,000 new units must be construce-
ted annually over a twenty-year period.

Currently, the average density of dwelling occupancy per room

is 3.15 persons. Reducing this density to the more desirable level of



2.0 persons per room is estimated to require the annual comstruction
of 16,000 additional new units over a twenty-year period.
Finally, an estimated 6,000 additional units must be construc-

ted annually over a ten-year period to eliminate the housing deficit,

estimated at 60,000 units at the end of 1972.

Thus, over the next ten years, annual Tunisian housing require-

ments can be summarized as follows:

a. Accommodation of population increase 20,000
b. Elimination of housing deficit 6,000
c. Replacement of substandard units 17,000
d. Reduction of density of occupancy 16,000

TOTAL 59,000

For the second decade, assuming elimination of the 1972 housing
deficit, the total requirement for annual production would fall to 53,000
units.

Translation of this need into effective demand is partly a
function of the Tunisian government's housing %ubsidy program, which is
discussed in detail in the next section. It should be noted here, how-
ever, that the éovernment's capital and inte?est subsidies have been used
to kcep payments for the lowest-priced unita'at 4 dinars per month (about
$10 at the September, 1973, exchange rate). This monthly payment is well

!

within the means of the regularly-employed urban worker and is attainable

even by many rural and suburban familiegi
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On a broader basis, Tables A5 and A6 portray potential effective
demand in terms of the 1971 distribution of family income and of annual
income requirements for four differept mortgage amounts under alternative
interest rates and maturitiles.

Comparison of the data contained in Table A6 with that in Table AS
reveals that approximately 67% of Tunisian families can afford a 500 dinar
mortgage at 54 interest over 15 years, assuming that no more than 25% of
the family's income is devoted to housing, that approximately 557% of the
families can afford a 1,000 dinar mortgage under the same terms, bﬁt
that only about 13% can afford a 3,000 dinar mortgage, again under the
same terms. Inasmuch as Table 6 shows income requirements for other
interest rates and other maturities, the reader can determine how the
potential market contracts as interest rates rise and maturities shorten
and how it expands as interest rates fall and maturities lengthen, given
the same distribution of income.

Given that 1972 and 1973 were exceptionally good years for the
Tunisian economy (see Section I), it is virtually certain that the 1971
income distribution understates the potential market.

It should also be noted that the foregoing analysis does not
explicitly take into account the selling price of the housing unit,
since this will depend on the percentage downpayment. For example, if
downpayments are 30%, a 1,000 dinar mortgage will permit the purchase
of a house selling for 1,428 dinars, or 3,570 dollars at the September,
1973, exchange rate. If, however, a 15% downpayment is made, the

1,000 dinar mortgage permits the purchase of a housing unit priced at



Family Income

Less than 100

100 -
200 -
300 -
400 -
500 -
700 -
900 -
1,200
1,500

200

300

400

500

700

900
1,200

- 1,500
- 2,000

Over 2,000

TABLE A5

1971 FAMILY INCOME DISTRIBUTION
(Dinars)

% of Families

32.2%
5.3%
7.12
8.42

10.8%

15.1%
8.1%
5.2%
2.42
1.9%
3.52

20b

Cumulations
100.0%
37.5% 67.82%
44.6% 62.5%
53.0% 55.42%
63.8% 47.0%
78.9% 36.2%
87.0% 21.1%
92.2% 13.0%
94.6% 7.8%
96.5% 5.4%
100.0%
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TABLE A6

ANNUAL INCOME REQUIREMENTS: 25% OF INCOME ALLOCATED TO HOUSING

(Dinars)

Mortgage Interest Rates
Maturity Amount 52 6% 1Z 82
500 255 266 279 291
10 Years 1,000 509 533 557 582
2,000 1,018 1,066 1,114 1,164
3,000 1,528 1,598 1,672 1,747
500 190 202 216 229
15 Years 1,000 380 405 432 459
2,000 759 810 863 918
3,000 1,139 1,215 1,294 1,377
500 158 172 186 201
20 Years 1,000 317 344 372 401
2,000 634 687 . 144 802

3,000 950 1,031 1,116 1,204
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only 1,176 dinars, or $2,940.

A further implication can bé drawn from these data by assuming that
the income distribution remains unchanged between 1971 and 1974 and
that the number of families in each income category grows at thé rate
of the ovefall population growth., Imn 1973, there were approximately
396,000 families which could afford a 2,000 dinar mortgage. Assuming
that this group of families would grow by 2.8% in 1974, it follows that
there would be 11,000 new families added to this category in 1974.
Therefore, in simple terms, there would be a potential effective demand
for 11,000 units priced at 2,857 dinars, assuming a 30% downpayment, or
at 2,353 dinars assumihg a 15% downpayment. Yet the 1973-76 developuent
plan calls for construction of only 4,527 units in this approximate
price range in 1974,

Although the foregoing analysis is certainly inexact, the view
that supply, not demand, is the real constraint can be further supported
by reference to the number of housing applications. The Société Nationale
Immobiliere Tunisienne kSNIT), which is the national housing agency, has
received over 100,000 housing applications, far more than it has the:
capacity to produce. Moreover, applications for specific projects are
cloged well before construction begins. For example, all of the uﬁits
(5,100) in the Ras Tabia project were sold the year before construction
.began and the SNIT office in Sfax already has 3,500 applications for a
3,000-unit project which will not be initiated until 1974,

The next section of the report deals with government policy toward

the sheltef sector and, in particular, with the various subsidy and



loan programs of the government. The construction industry and its
capacity to produce housing units will be discussed in detail in a

subsequent section of the report.
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B. THE ROLE OF GOVERNMENT

1. Introduction: This section of the report describes and evalu-

ates the shelter sector policies of the Tunisian government and analyzes
its entrepreneurial, financial, and regulatory'activities with respect to

the shelter sector.

"2, Shelter Sector Policy of the Government of Tunisia: The shelter

sector policy of the Government of Tunisia (GOT) has consistently embodied
state intervention to assure an increased supply of so-called "social
housing, i.e. housing for moderate and low-income families. To achieve
this basic goal, the GOT shelter sector policy during the last 10 years
has focused primarily on various forms oé aid to subsidized construction

and secondarily on the provision of infrastructure and town-planning.

Within this context, the GOT has demonstrated an ability to shift
its emphasis and to modify its strategles, sometimes abruptly, to accom-
modate 1ts.soc1al goals t.0 its own fiscal and budgetary conatraiﬁts.

| To illustrate this pragmatic approach, it is worth noting that
a large-scale, state;sponsored housing construction effort under the 1962-
64 development plan was abruptly halted in 1965 because the GOT recognized
its financial inabilit& to continue. The 1965~69 period ‘was one of non-
. emphasis of the sheltér sector. This approach was likewise abandoned in
the face of an overwhelming housing need and a new strategy was adopted
which concentrates housing construction in a strengthened, reorganized,

and unified national housing agency.
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The 1973-76 development plan now envisages a certain number of

" structural reforms directed not on1§ tovard improving and expanding GOT
operations, but also toward decentralizing and encouraging greater private
sector participation. These initiatives include the following, for which
legislative aétion has already been taken or is underway:

a. Organization of a national savings bank for housing and
.8 contract savings system.

b. Establishment of an urban housing land bank.

c. Legislation to regulate and encourage the formation of
private real estate development companies,

Additional propbsals by the National Commission on Housing~and
Town Planning include:

a. Establishment of a rasearch center to investigate tech~
niques for the reduction of construction costs, to develop construc-
tion norms and to promote standardization of construction.

b. Enactment of a housing code setting forth minimum
staﬁaéfds of occupanc& and sanitation for existing housing.

c¢. Establishment of minimum professional standards for
and registration of architects, engineers, and construction companies.

d. Improvement of the organization and coprdination of the
various GOT departments involved in town planning, urbanization, and
houaing.

Current proposals also include a continued emphasis on internal
savings and capital generation through both the relatively high downpaymeat

required under all programs and shorter loan amortization periods. It is



24

anticipated that the proposed contract saving system will result primarily
in an increase in new household savings and.che GOT assumes that the capital
required for the ten-year mortgages will be derived primarily from increased
saving in the postal savings system. Furthermore, on the basis of past
practice of the GOT, it is presumed that entry into the contract saving
system will be controlled and that, by linking egch savings account to a
mortgage in a controlled-entry system, the GOT is seecking to insure that the
desire for housing will not lead to a deformation of the financial system
through transfer of savings ‘from general purpose intermediaries (commercial
bank;, postal savings) to limited purpose intermediarieé (houéing bank) .

It is felt that the willingness of the GOT to attempt new programs
and solutions, as well a§ to abandon strategies which prove to be nonproduc-
tive, 18 to be commended. Moreover, the GOT is expected to continue to be
willing to alter its policies and strategies in response to changing

conditions.

3. Direct Participation of the Government in Shelter Sector

Activities:

a. Housing Production: Direct construction by the GOT has been

limited to "social" housing for low-income families, financed under very
favorable terms. Middle-income housing has been financed chiefly through
a state-guaranteed loan program entrusted to the GOT-controlled Société

Tunisienne de Banque (STB), sdpplemcnted by an annual construction subsidy

to the home owner.
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According to the National Commission on Housing and Town Plan-
ning, 105,312 héuéing units were constructed of modern materials between
1962 and 1972, repreaenting'approximatel& one~fourth of the country's
current stock of modern housing units and an investment of 206.9 million
dinars.

Direct and indirect participation of the GOT in this construction
effort represented 43.7% of the units built and 27% of the aggregate invest-

ment, as shown below in Table Bl.
TABLE Bl

NEW HOUSING CONSTRUCTION IN TUNISIA

1962-72
Value
Number of (Millions of
Units Dinars)
Direct Construction 39,200 36.6
Loan Guaranty Program 6,915 19.5
Private Sector 59,197 150.8
TOTALS 105,312 206.9

During the early 1960's, the GOT and various political subdivi-
gions directly sponsored the construction of approximately 16,000 housing
units destined for low-income families. These units were occupied under
very lenient terms -- 30-year }epayment at no interest or at 2% interest =--

and many of these units were allocated on the basis of need without regard
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for the family's ability to repay the loan. The GOT budgeted 11.1 million
dinars for this program and an additional 10.3 million dinars for the
guaranteed loan program.

By 1965, it became clear to the GOT that it could not continue to
finance housing investment at this rate from budgetary resources. Down-
payments were increased to 20% and the repayment term was decreased to
20 yeara'for "social" housing. Moreover, ‘funding for this program and for
the guaranteed loan program was drastically curtailed. Consequently, during
the period of the 1965-68 development plan only about 2000 units were
prodgced under each program;involving a total investment of approximately
7.7 million dinars.

Under tﬁe 1969572 development plan, the GOT housing production
strategy was redirected. While the STB guaranteed-loan program was main-
tained at approximately 300 unita per year, in addition to the mortgages
which the STB could generate from amortization of its portfolio, the Société
Nationale Immobiliere Tunisjienne (SNIT), which ig the national housing
agency, was reorganized to become the major GOT instrumentality for the
construction of low and moderate<inceme houging. Downpayments were in-
creased to 30%, repayment terms were reduced to 10-15 years, and the sales
and collection operations of SNIT were reorganized on a business-iike basis.
During the 1969-72 period, SNIT reports housing starts totéling 18,577 units,
representing a total investment of 21.3 millioﬁ dinars.

The 1973-76 development plan for the housing asector, prepared by
the Commission Nationale Sectorielle de 1'Habitat et de 1'Urbanisme for the

Ministry of Public Works and Housing, sets a target of 71,000 new housipg
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units of various'types in various localities over the four-year period.
The hbusing gsector plan further states the intention to retard the current
growth in the national housing deficit and to provide the basis for a
continuing program to eliminate the deficit by 1981.

The GOT realizes that the target volume of 71,000 units, or an
average of 17,750 units per year, to be constructed during’ 1973-76 will
fall far short of the annual demand for new housing, which 18 estimated at
26,000 units, excluding any improvement in the quality of the housing stock.
The GOT also realizes that any attempt to accelerate production to a level
which would satisfy demand in so short a period would be totally unrealistic
and could not be supported sy presently available construction and finan-

. cial capabilities. Moreover, 1t is fully understood by the Tunisian authori-
ties that parallel improvements in construction techniques, in the supply

of skilled labor for the construction industry, in the productive capacity

of the construction materials industry, and in financial capabilities must
take place to support the increased tempo of construction activity required
to eliminate the housing deficit by 1981. |

The measures proposed for the achievement of the plan targets,
which are currently under review by t¢be GOT, are, however, reasonable and
within the overall capability of the country.

The detail of the annual housing construction targets for the
1973-76 plan period are given below in Table B2, Thesce data indicate that,
over the four-year period, 44,600 units will r;ceive some form of GOT
assistance and that 26,500 units are expected to be constructed without
COT assistance. Of the 44,600 assisted units, approximately 95% can be
classified as rural and urban "social' housing; the balance of 2,000 units °

fall into the middle-income category.
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TABLE B2

PLANNED HOUSING CONSTRUCTION

1973~76
Assisted: (Number of Units) Non-Assisted
Economic Middle  Sub~ (Number of

Rural Urban Type A Type B Income Total Units) Total

1973 1,255 1,756 4,028 427 7,466 6,625 14,091
1974} 3,348 2,485 4,527 640 11,000 6,625 17,625
1975 7,128 2,953 2,399 520 13,000 6,625 19,625
1976 8,269 2,906 ‘ 1,546 413 13,134 6,625 19,759
TOTAL 20,000 10,100 6,250 6,250 2,000 44,600 26,500 71,100

Unit costs for the "rural" hsusing units are estimated at 700
dinars, those for "urban" units at 900 dinars, those of "Type B Economic"
units at 1,800 dinars, those of "Type A Economic" units at 2,600 dinars,
and those of the "middle-income" category at 6,000 dinars. Average unit
costs of the non-assisted units are estimated at 3,000 dinars.

Over the four-year period, investment in "assisted" housing is
targeted at 62.5 million dinars, of which 14.0 million is allocated to
“rural" units, 16.25 million to "Type A Economic" units, and 12.0 million to
"middle income' units. Investment in "non-assisted" housing is expected to

total 80.0 million dinars and the grand total of housing investment for 1973-76



is targeted at 142.5 million dinars.

The construction of the 30,000 "rural" and "urban" units under
the 1973-76 plan has been assigned to SNIT; all of these units will recéive
some form of GOT subsidy. The "economic" units are expected to be construc-
ted in part by SNIT and in part by private enterprise. All units of this
type will recieve some form of GOT subsidy. The "middle income" units,
which aré primarily apartments located in multi-family structures, will be
constructed by SNIT and by private enterprise and will recileve GOT loans,
but no construction subsidies. The "non-assisted" units, as the term
implies, will be constructed'and financed exclusively through the efforts
,of private enterprise.

The 1973-76 development plan does not identify the geographic
distribution of the programmed housing units. Special commissions estab-
lished by the GOT are currently surveying and studying the conditions in
various regions of the country to determine local housing needs. Their
findings and recommendations are to be presented to the Ministry of Public
Works and Housing in June and July of 1974. A special committee of the
Ministry will then, on the basis of the work of the commissions, determine
the regional distribution of the units programmed under the plan.

b. The Financial Role of the GOT:

(1) Budgetary Support: Direct GOT financing has been

used to provide three types of assistance to the shelter sector. These

.

are as follows:

(a) Construction Advances: Construction advances

for state-gponsored housing projects, which were originally carried’

29
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out by various political subdivisions but which are now the province
of SNIT, are by far the most important form of direct budgetary sup-
port. The units constructed underthig type of support are held by
SNIT as a part of its capital and loan amortization payments may then
be reinvested in new housing projects. GOT budget constraints have,
however, prevented a regular and continuous flow of resources into
_this program,

(b) Construction Subsidies: Based on regulations

issued on June 20, 1960, in conformity with the Decree of December 17,
1950, construction subsidies are available to individuals or corpor-
ations, public or private, who undertake in Tunisia the comstruction,
extension, or rehabilitation of housing units for owner occupancy or
for rent at less than certain specified ceilings. The amount of the
subsidy, which is paid annually for 20 years, beginning one year after
issuance of the certificate of completion, is based on the type of
con;truction. the kind of structure, and the size of the units., The
subsidy must be authorized by both the Ministry of Public Works and
Housing and the Ministry of Finance.

The early experience of the GOT with this program revealed
that the average gost of housing units built privately with the aid
of the subsidy was significantly greater than the cost of units
directly sponéored by SNIT. Indeed, it was discovered that the average
cost of the subsidized units was greater than that of units construc-
ted by the private sector without the subsidy and that the number of

units constructed was significantly less. Consequently, the GOT reduced
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the availability of subsidies to private builders.

During the 1973-76 plan period, however, the subsidy 1is
expected to encourage construction py companieé which are organi-
zed and supervised under the proposed law for the promotion of real
estate deéelopment companies.

(c) Home Improvement Loans: Home improvement loans

are granted through the Fonds Nationale pour 1'Amelioration de
1'Habitat (FNAH), which was established in 1956. The primary source
of funds for the FNAH is a real estate tax equal to 4% of the actual
or imputed rental value of the property and the amortization of
loans made previously;

These funds are deposited by the Ministry of Finance at
the Société Tunisienne de Banque (ST3), which serves as the adminis-
trator for loans made under the FNAH. The sole purpose of these loans
is the improvement of the existing housing stock, such as repairing
roofs and walls or for adding a toilet, and cannot be used for the
consﬁfﬁction of new homes nor for their completion.

Applications for individual loans are first made to the
Ministry of Public Works and Housing. Approval of applications 1is
performed by a panel composed of representatives of the Ministry of
Public Works and Housing, the Ministry of Social Affairs, the
Minisﬁry of Pubiic Health, and the STB. Upon approval, the STB
prepares the necessary documents and disburses the loan.

Loans currently range up to 400 dinars, with maturity of

up to five years. Interest rates range from zero to three percent,



dépending on the income of the borrower. Loans for the addition
of central he#ting, however, bear interest at 6Z.

In addition, ;he FNAH receives the proceeds of the sale .
of popular housing owned by the municipalities. These funde can
then be used to finance infrastructure, primarily sanit;ry sewvage,
in popular housing subdivisions.

During the past decade, some.lb,OOO homeowners have
benefitted from this program and, from a broad economic point of
view, it 1s clear that the FNAH plays an important role in promoting
capital formation in the household sector. Moreover, the FNAH serves,
" to some extent, as an income redistribution mechanism. Even fhough
the tax shouid be roughly proportional to income, loans tend to be
limited to the lower income groups.

As of the end of 1971, thé value of loans outstanding
under the program amounted to 3,654 million dinars, while the
financial resources of the program on deposit with the STB amounted
to 4.514 million dinars.

The extent of GOT budget support to the shelter sector

i8 detailed below in Table B3.
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TABLE B3

DIRECT BUDGETARY SUPPORT TO THE SHELTER SECTOR: 1962-72
(Millions of Dinars)

Advances Subsidies
to to
Plan Period . Public Builders Private Builders FNAH Total

1962-64 . ' 10.017 474 .896 11,387
1965-68 2,105 317 1.192 3.614

TOTAL 23.954 999 3.548 28.501

(2) Guaranteed Loans: The same legislation which establi-

shed the construction subsidy program also set forth eligibility criteria
for a loan guaranty program for construction of housing units within
specified ceilings on construction cosﬁs per square meter, Administration
of this program was assigned to the GOT-controlled Société Tunisienne de
Beaque (STB), the country's largest commercial bank. |

During the last three development plan periods, spanning the
years 1962-72, the STB made 7,110 mortgage loans totalling 18,906,000
dinars. The detail of this activity, by plan period,is given below in

Table B4.
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TABLE BA

GUARANTEED LOAN PROGRAM: 1962-72

Original Mortgage Amount

Plan Period Number of loans . (Ninars)
1962-64 | 3,500 10,272,000
1965-68 2,321 5,027,000
1969-72 1,289 3,607,000
TOTAL 7,110 18,906,000

The GOT guaranty of principal, intereet, and accessory charges
‘is issued to the individual borrower by the Ministry of Finance upon the
presentation of house plans and specifications approved by the Ministry of
Public Works and Housing. This guaranty permits the beneficiary to obtain
a loan of up to 20 years from the STB at an interest rate of 5.5% for the
first five years and of 7.65% for the remainder of the term of the mortgage.

The guaranty, payable in cash to the STB, 1is called only as a
last resort if, ‘n the event of foreclosure and resale, the STB is unable
to recover its investment completely. Since the program's initiation in
1959, the STB has financed 8,603 units under this program and, thus far,
has never had to call on the guaranty.

Under a contract between tiie GOT and the STB, the STB is authorized
to discount its loans during the first five years of the mortgage with the
Central Bank of Tunisia (BCT); The interest rate is limited to not more
than two percentage points above the BCT discount rate. At the present time,

the 5.5% iu.terest rate on mortgage loans gives the STB a spread of 1 1/5
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perceﬁtage points against the 4% BCT discount rate.

During the remaining term of the mortgage, i.e. the last 15 years,
the STB is authorized to sell mortgage-based obligations on the open market,
bearing a 5% rate of interest. Given that the rate of interest on mort-
gages after the first five years of their term is 7.65%, the STB is permit-
ted a spgead of two percentage points plus .65 of one point as an issuance
charge. In the event the STB is unable to place its obligations, it is
permitted to borrow the necessary amount from the Treasury on a short-term
basis.

In 1970, the GOT restricted the guaranteed loan program in sever;1
‘ways. Downpayment requirements were increased to a minimum of 30%, with
priority placed on house~completion loans. Eligibility was almost completely
restricted to home owners, and a ceiling of one million dinars per year was
placed on the total amount of new loans to be guaranteed.

This ceiling was, however, raised to 1.5 million dinars when it
was realized, in June 1973, that because of the great demand for guaran-
teed loans, the one million dinar quota would be exhausted by August. And
in September, 1973, the Council of Ministers agreed to maintain the 1.5
million ceiling for the 1973-76 plan period.

Thus, guaranteed loans during 1973-76 will finance construction
investment of, perhaps, 9 million dinars, wheregs private housing invest-
ment is targeted at 80 million dinars. Although GOT sources indicate that
the purpose of the program 1s to continue to encourage participation of

the financial community in housing finance, the guaranteed loan program
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probably will have no substantial effect on private sector construction

activity.

(3) Caisse Nationale d'Epargne Logement -- National

Savings Bank for Housing: The GOT has passed'enabling legislation to

permit the creation of a national savings bank for housing'-- the Caisse
Nationale d'Epargne Logement (CNEL) -- and a draft set of regulations
goveruing the savings and loan programs of this institution has been pre-
pared. At the time of the survey team's visit, no precise information was
available as to exactly how the GOT proposes to organize the CNEL.

. It is known, howe;er, that the program calls for a contract
savings system. Savings contracts will run for four years, with deposits
yielding 4% interest compounded annually. Upon completion of the four-
year savings contract, the GOT will pay the saver a bonus equivalent to an
additional 2% interest on the account. This savings bonus will be financed
by the GOT from the same sources as its construction subsidy and, in fact,
will replace the construction subsidy for that class of housing units to
be financed by the CNCL.

The savings contract is in the amount of 337% of sales price of
a Type A or Type B "Economic" unit, currently constructed by SNIT in the
1,200-4,000 dinar price range. Savings accounts can be opened only in
connection with a home-~loan contract and savers'who do not fulfill their
contract may withdraw their deposits only upon signing a waiver of their

future right to participate in the plan,



Initially, the GOT expects loan funds to be derived from in-
creases in postél Qavings, supplenented by'advancea from the Treasury as
necessary. The system is désigned to become self-sustaining eventually.
With the completion of the first four years of operations, at which time
the first loans will be made, the system is expected to serve as the sole
source of long-term funds for the construction of middle-income housing,
which is to be developed by SNIT and by prlvate, GOT-supervised, limited-
profit devélopers.

Under this policy, SNIT will continue to collect downpayments,
construct, and sell under lease-purchase housing units which coust less than
1,200 dinars and more than 4,000 dinars -- two markets which it also
currently services. But in the critical "Economic" housing segment of
the market, SNIT's role will be that of a developer.

c. Support and Regulatory Activities:

(1) GOT Agencies: Like most governments, the GOT has

a number of bureaus and services performing shelter sector functions, not
always with complete coordination. Among the GOT agencies are the
Ministry of Plan, the Ministry of Finance, and within the Ministry of
Public Works and Housing, the Housing Division, the Town Planning Division,
the Division for Land Development, and the Division of Hyd;aulics and
Urban Land Development. _

The 1973-76 development plan calls for greater policy coordin-
ation under a new Council for Land Development and Town Planning and for
the centralizaticn of the various technical services into one ministry.

This centralization should also make town planning more effective.
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(2) Town Planning and Development: A limited investment
of 4.5 million dinars was allocated over the past 10 years in the following

ways.,
. The preparation of 102 town master plans, 130 development plans,

500 subdivision'plans, and numerous detail studies and schematics absorbed
1.4 million dinars. . The master plans remain inoperacive, inasmuch as
they were never committed to law.

Various modest inirastructure projects absorbed 1.3 million dinars,
the most notable of which were for Monastir.

Construction of community facilities, again especially in Monastir,
accounted for 1.8 million dinars.

The 1973-76 development plan carries a budget of 9 million dinars,

of which 4 million is allocated to storm and sanitary sewage for subdivisions

completed during the last 10 years, 4 million is allocated to the creation
of master plans and development plans, and 1 million is allotted to other

studies and operational expenses.

(3) Regulatory Mechanisms: The GOT has a national building

code, which is supplemented by various municipal codes. The GOT also
approves housing project plans through a commission composed of representa-
_tives of the Ministry of Public Works and Housing, the Ministry of Plan,
the Ministry of Finance, the utility companies. and the appropriate munici-
pality.

Various reforms aré propéaed by the 1973~76 development plan, the
most important of which 1s the cnactment of a lousing code to regulate the

conditions of occupancy of existing housing. The plan also proposes
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legislation requiring the licensing gnd supervision of architects, engi-
neers, and construction companies. '

(4) Land Banks: Enabling legislation passed April 14,
1973 provides for the establishment of three land.banks for the develop-
ment of tourism, industry; and housing. Only one of these, that for
tourism, had been organized at the time of the survey team’s visit in
September, but an oberating head had been selected for the housing entity
(Agence Foncidre de 1l'Habitat).

The purpose of this new institution is to acquire ceserves of
land; in part to dampen the speculative rise in land prices, which has
been substantial in reéent years. The land so acquired will subsequencly
be urbanized and sold at cost for housing developments in accordance with
plans approved by the GOT.

Land acquisition can be accomplished bty direct purchase, condem-
nation, or pre-emption. Under the pre-emption procedure, no real estate
transfer may take place within the areas designated for urban expansion
by Decree of the Council of Ministers until after the Agence Foncidre de
1'Habitat has had two months to exercise its right of first refusal.
After notificat#on of a decision by the Agence Forciére de 1'Habitat to
purchase and of the price it is willing to pay, the seller has one month
"in which to accept the offer, agree to adjudication as to price, or.to
take his property off the market.

If the agency decides not to make an offer, it cannot exercise

its right of pre-emption on the property involved for six years.
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(5) Promotion of Private Housing Development: One of the
disappointments of GOT housing strateg& during the past decade wa; the
failure of the loan and subsidy program to stimulate the private sector to
construct a significant volume of truly low-incom; housing. The same
period also witnessed the withering away of numerous municipal, cooper-
ative, non-profit, and other localized housing agencies and societies.

The decline of such entities was due chiefly to the withdrawal of GOT
aupport, but they also suffered from management inadequacies and a lack
of financial resources.

Although its past efforts have been disappointing, the GOT has
-not abandcned hopes of finding the means tc promote sound private develop-
ment of low and moderate income housing projects. Comsequently, the
National Housing Commission has completed its draft of legislation on the
Promotion of Real Estate Companies., This draft legislation, according to
unofficial reports, would require sponsors to be limited-profit corporations
with a minimum capitalization of 50,000 dinars, qualified personnel, and
a top executive or established probity. Operations of the companies would
be under the general supervision of the Ministry of Public Works and
Housing, which would supervise construction lcan disbursements and regulate
profits. Compaﬁiea organized under the provisions of this legislation
would receive construction loans on a priority basis and would enjoy tax

exemption on income reinvested in housing.
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C, PUBLIC AND PRIVATE INSTITUTIONS

+s Introduction: In Tunisia, the distinction between public and

private sector institutions operating in the shelter sector 1is blurred,

particularly vwith respect to matters of finance and development strategy.

The major institutions, which are effectively public in their policy-making
and access to finance are:

a. Société Nationale Immobiliere Tunisienne (SNIT): SNIT is the

national housing agency, which for the last four years has been the majox
instrumentality of GOT intervention in the shelter sector.

b. Société Tunisienne de Banque (STB): The STB is the country's

largest commercial bank and the sole source of mortgage loans in the past.
The role of the STB has, however, been significantly diminished by the GOT
under the last two dcvelopment plans.

c. Caisse Nationale d'Epargne Logement (CNEL): 1In the absence

of a clear-cut decision by the GOT, it is too early to determine the insti-
tutional character of the GOT's major new instrumentality for the promotion
of shelter sector activity. The proposed program of the CNEL, or National
Savings Bank for Housing, will, however, be discussed at some length in
Section D, below.

Inasmuch as Sectjon D also contains a detailed Aescription of
" the STB and its operations with respect to the shelter sector, this section

of the report will be limited to a discussion of the institutional character

of SNIT.

2. Lepal Status: SNIT is an independent state corporation created

by the law of September 10, 1957, as amended. It vperates as a commercial
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enterprise under the general direction of the GOT.

3. Role: According to its by-laws, SNIT is charged with responsi-
bility for the construction, financing, management, sale, and leasing of
real estate projects, chigfly housing projects for low and moderate income
groups, for itself, for the GOT, and for provimcial and municipal authori-
ties. Since its reorganization in 1969, SNIT has been the sole GOT Instru-
mentality for the promotion and construction of rural and‘drban low and

moderate-income housing.

4, Political Status: The Minisfry of Finance and the Ministry of

Public Works and Housing jointly exercise general supervision over SNIT
and name its eight-man board of directors as well as its President-Director

General. The President-Director General is appointed by decree.

5. Organization: The chief executive officer of SNIT is the

President-Director General. He is assisted by a Deputy Director and a
General Secretary.
SNIT operates in three divisions, whose functions are generally ex-
plained by the titles of their sub-divisions:
8., Production Division
(1) Real Estate
(2) Programming
(3) Construction and Supervision
b, Financial Division
(1) Accounting

(2) Cashier Operations
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(3) Personnel

(4) futchaaing'

(5) Financial Studies and Research
c. Development

(1) Sales and Credit Reviecws

(2) Management, Collections, and Delinquent Accounts

SNIT has its main office in Tunis and small regional éffices in Sfax,
Sousse, Béja, Nabuel, and Medenine. It employs 250 persons, 100 of which
have been added in the last two years, reflecting the increase in the size
of its program; the assets of SNIT have more than doubled in the last five
'years, rising from 16.3 million dinare at the end of 1968 to 38.3 million

at the end of 1972.

6. Management and Staffing: The staff of SNIT is young and energetic,
to the extent observed by the survey team., While the organization's rapid
-growth has attracted younger personnel who are anxious to be productive
and to advance, it has also resulted in growing pains. The management of
SNIT is well aware of these difficulties and has taken concrete steps to
remedy them.

To illustréte, when SNIT was reorganized in 1969, 1t was given the
respcusibility for managing approximately 11,000 housing units which were
constructed during the early 1960's by various municipalities, cooperatives,
special disaster relief programs, ctc. The individual files were not always

in geod order and the sheer volume overwhelmed SNIT's hand posting system.
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During the last féw years, however, SNIT hae.cleared up its files. A

substantial number of the older state-sponsored units were sold to their

occupants, thereby reducing the number of these units under SNIT mauage-

ment from 11,000 to about 6,500.

Moreover, the hand posting system was

replaced by computerization and billings and follow-up are now on a timel

basis.

SNIT currently has under study a revised bost-accounting system whic

will permit it to analyze the profitability of its different cperatioms.

Completion of this study is expected by the end of 1973.

Delinquencies, however, remain a significant prbblem for SNIT. The

number of delinquent accounts, defined as overdue by three or more months

amounted to 33 % of the occupied units in July, 1973,

As indicated in

Table Cl,the delinquency rate in SNIT-sponsored housing was lower, at 28%

than the overall rate, while the delinquency rate in state-sponsored unit

turned over to SNIT ior management was somewhat higher, at 427, than the

ovarall rate.

TABLE Cl

DELINQUENCIES IN SNIT-MANAGED
HOUSING UNITS AS OF JULY, 1973

Total

Units

SNIT ?rojects 11,148
State Projects 6,269
TOTAL 17,417

Delinquent

Accounts

3,181
2,644
5,825

Parcent
Delinquent

28.5%
42.2%
33.4%



The dinar value of delinquent accounts carried by SNIT has increased
over the last three years, although the rate of increase in delinquencies
was sharply reduced over 1971-72. Between .1970 and 1971, the dinar value
of delinquencies rose from 1.392 million dinars in 1970 to 1.476 million
in 1971, an increase of just over 9%. Between 1971 and 1972, the increase
was from 1.476 million to 1,503 million, an increase of less than 2%.

Somé delinquencies are due to seasonal factors, inasmuch as some of
the collectives who remit payroll deductions do so on an annual, rather
than a monthly, basis.

SNIT's concern with th; delinquency problem has led it to reorganize
its Delinquent Payments Section, which had a workload of 450 cases at the
time of the survey team's visit., Moreover, SNIT carried out evictions for
the first time in 1972, Although only about 15 evictions took place, the
fact that they were made is evidence of SNIT's desire to come to grips with

the delinquency problen.

7. Annual PBudget and Sources of Funds: The financial resources

available to SNIT are derived from five sources.
a. Capital: SNIT's capital of 110,000 dinars (as of December 31,
1972) has been provided exclusively by the GOT.

b. GOT Advances: By far the major source of SNIT financing in

the past, GOT outstanding advances to SNIT at the end of 1972 totalled
7.3 million dinars. In addition, SNIT has received 2.8 million dinars
in GOT loans on properties managed by SNIT and for which no repayment

ef principal has been required.
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¢. Downpayments: The 30% downpayment required of prospective

purchasers is paid to 'SNIT as much as 18 months prior to occupancy and,
thus, constitutes a significant sourcé of working capital. Moreover,
in response to SNIT's construction program, these funds have increased
from one million dinars in 1968 to 9.2 million dinars in 1972. These
depésits are to be transferred to thé new National Savings Bank for
Housiny (CNEL) when it becomes operational..

d. Amortization of GOT Advances: The GOT has permitted SNIT to

.retain repayments of principal by the lease-purchaser of housing
constructed under earlier programs.

e, Private Borrowings: SNIT undertook its first major borrowing

on the private market in 1970 -- the $10 million HG loan (5 million
dinars) ~- which was executed in 1972, In addition, SNIT has frequent
recourse to medium-term bank credits.

TablesC2 and C3 contain, respectively, the balance sheet and

income statements for SNIT for the 1970-72 period.
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TABLE C2

SNIT COMPARATIVE BALANCE SHEET: 1970-72

(Dinars)

Assets
Real Estate and Immovables
Houaing Projects

Accounts Receivable
(Incl. delinquencies)

Cash-bank Deposits

TOTAL ASSETS

Liabilities and Net Worth
Lang-Term Bank Loans
GOT Advances
GOT Housing Stock
SUB-TOTAL LONG TERM
Short-Term Accounts Payable
(Downpayments)
Loans Less than l-year

SUB-TOTAL SHORT TERM

Disputed Accounts
TOTAL LIABILITIES

GOT Stock

Reserves

Accrued Surplus

TOTAL NET WORTH

TOTAL LIABILITIES AND NET WORTH

v70 w1

6,818,422 8,370,791
14,481,245 18,087,752
1,663,912 2,303,495
(1,352,432)  (1,475,532)
2,251.022 2,126,105
25,208,602 30,888,125
1,624,939 3,661,777
6,953,195 7,288,115
7,314,363 7,882,285
15,892,497 18,772,177
5,718,101 8,020,449
(4,868,664)  (6,731,759)
60,152 77,103
5,778,254 8,097,551
1,620,030 1,489,986
23,290,781 28,359,714
110,000 110,000
1,738,696 2,192,569
69,125 225,841
1,917,821 2,528,410
25,208,602 30,888,125

1972
10,964,904
22,611,838

2,840,864
(1,503,013)

1,892,450

38,310,061

5,217,912
7,271,115
7,766,595

20,255,622

13,520,341
(9,167,578)

137,122

13,657,462

1,773,637

35,686,721

110,000

2,457,258

56,081

2,623,339

38,310,061
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TABLE C3

SNIT COMPARATIVE INCOME AND EXPENDITURES AND PROFIT AND LOSS STATEMENT: 1970-72

Incone - 1970 w1 1072
Lease Purchase (net of.
loan amortization) 41,756 - 258,114 11,395
Rental Income (all '
properties) 104,988 75,033 139,921
Interest on Deposits 247,277 284,772 364,237
Misc. Income 40,550 8,338 216,892
TOTAL INCOME 454,562 626,258 732,435
Expenditures
Personnel 163,792 234,450 288,929
Purchase of Goods and
. Services 20,733 30,741 . 85,960
Travel 4,770 1,781 4,378
Misc. Development Costs 41,319 22,158 47,834
Financial Costs 51,524 68,826 242,155
Taxes and Misc, 46,148 2,471 6,842
TOTAL EXPENDITURES 328,237 360,427 676,098
Surplus (Deficit) 106,325 265,831 56,337

PROFIT AND LOSS

Cash Flow 106,325 265,831 56,337
Other Revenue 3,996 3,349 4,319
Previous Surplus 16,481 85,325 89,753
Exceptional Profits 1,779 3,104 6,646

SUB-TOTAL SURPLUS 128,581 357,609 157,055
Amortization, etc, 25,321 71,470 60,814
Previous Deficits 33,985 58,572 39,947
Exceptional Deficit 150 1,726 212

SUB-TOTAL 59,456 131,768 100,973

NET PROFIT (Loss) 69,12> 225,841 56,081
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8; Number of Annual Housing Starts: During the last ten years, SNIT

housing starts totél 25,277 units, as shown in Table C4.

By the end of 1973, SNI% will have nearly 30,000 housing units under
its management, including the stock of state-séonsored units turned over
to SNIT for management.

The geographic distribution of SNIT-sponsored housing units, as of

the end of 1972, is given in Table C5.

9. Relation of Operating Budget to Program Budget: During 1971, SNIT

invested 4.6 million dinars In construction and collected 2.7 million dinars
in teﬁtals and lease-purchase payments. Operating expenses for the year
amounted to 300,000 dinars, or 5% of program budget.

Comparable figures fgr 1972 are 7.9 million for construction and 4.0
million in collections. Operating expenses amounted to 676,100 dinars, or

5.7% of program budget.

10. Income Groups Served: SNIT's urban housing program has been

directed primarily at the lower income groups. The middle-income program
1s small by comparison. GOT subsidies are utilized to hold down monthly
payments in order to increase the feasibility of providing housing for
the lowest income groups awong the regularly employed.

Table C6 contains the detail of the SNIT housing program by income

classification.



- 1963
1964
1965
1966
1967
1968
1969
1970
1971
1972

TOTAL

TABLE C4

SNIT HOUSING STARTS

Number of
—Units
1,600
800
1,300
2,000
700
300
2,234
4,472
5,450
6,421

25,277

Value

gnina:sz

1,977,000
856,000
900,000

1,392,000
377,000
489,000

2,655,000

5,000,000

5,650,000

8,000,000

27,216,000

50



Governorat

Beja
Bizerte
Gabes
Gafsa
Jendouba
Kairouan
Kasserine
Le Kef
Medeine
Nabeul
Sfax
Sousse
Tunis

TOTAL

TABLE C5

DISTRIBUTION OF SNIT HOUSING BY GOVERNORATE

Units

359
1,771
713
377
609
333

330
462
831
329
3,114
1,637

10,882
21,240
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Program

Rural
Popular
Economic
. Type A
Tfpe B

Middle-Income

TABLE C6

SNIT HOUSING PROGRAMS BY INCOME CLASSIFICATION

(Dinars)
Estimated
Required Percent of
Average Loan Monthly Monthly - Eligible Urban
Unit Cost Amount Payment Income Population
700-900 400 4 16 N/A
1,200 700 6 24 72%
1,800 1,260 10 40 52%
2,600 1,820 15 60 38%
6,000A 4,000 32 128 102
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D. HOUSING FINALCE

1. Introduction: As indicatea in tne two preceding sections,

the GOT is extremely active in the financing of shelter sector
activities, particularly in the low and middle-income price ranges.
Directly and indirectly, the programs of the GOT financed 27% of the
investment in housing over the 1962-72 period. The rather substan-
tial residual of 73% was, of course, financed in the private sector.
There is, however, no financial institution other than the

GOT-controlled Société Tunisienne de Banque (STB) which is engaging
in long-term financing of residential construction. The financing
of housing in the private sector is thgrefore derived from relatively
short-term commercial bank loans to individuals, from loans made by
relatives or frieads, from current income, and from accumulated savings.
Thus, it 1s difficult, if not impossible, tc arrive at reascnably
accurate estimates of the availability of funds for housing invest-
ment, egpccially in view of the fact that it appears that even the
STB does not provide long-term loans for housing which are not con=-
nected with the government's guaranteed loan program.

Because of the difficulties involved in tracing and quantifying
private sector finanéing of housing investment, the main substance
,of this section of the report will be devoted to a discussion of the
operations of the STB and to an evaluation of tle new GOT-sponsored

savings bank for housing, the Caisse Nationale d'Epargne Logement,
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2. Availability of Funda'for Housing Investment:

a. Sources of Funds: As noted in the introhuccion, the

STB is the only financial institution extending long-term lcane for
housing investment. Moreover, these lohna are made under the GOT's
guaranteed loan program. The new savings bank for housing, the
Caisse Nationale d'Epargne Logement (CNEL), which will be discussed
in detail below, 1s designed to become e¢n additional source of lbng-
térm housing finance.

(1) Société Tunisienne de Banque (STB): The STB was

established on January 18, 1957 and, from its inception, it was
intended to be the nation's leading financial institution. Toward this
end, the new institution was permitied te engage in any type of banking
activity, including, thcough under some restrictions, the acquisition

of venture share capital.

The GOT retains 52% of the STB's capital and, through
government representatives on its board of directors, which consist
only of Tunisian nationals, exercises effective control over the
pdliciea of the bank,

The organization and operations of the STB follow a rather'
orthodox European style of banking which requires a formal and rigid
link between the mathritiea of the bank's assets and its liabilities.

. That is, under this form of banking, a bank can purchase long-term
aesots (i.¢. make long-term loana) only to the extent of its long-term
l1iabiliticos (e.g. time deposita). Thus, without further restrictions,

long-term lending by the STB, for housing and other purposes as vell,

34



35

is limited by the volume of its time deposits, long-term loans
'obtnined from other entities, and its outsianding bond issues.

As of December 31, 1971, the STB had medium-term and long-
term liabil;cies, not including time and savings deposits, of 28.6
million dinars. Time and savings deposits combined added 16.6 million
dinars to the bank's medium and long-term lending capacity, to yield
a total of 45.Z million dinars.

Of a total of 39.2 million dinars in medium and long-term
assets, real estate loans accounted for 13.9 millton dinars. The
fact that the STB has medium and long-term loans outstanding which
amount to only about 87% of its potential medium and long-term
lending capacity, given a very strong éemand for housing and mort-
gage financing, can be explained largely by government policy, which
sets a celling on the volume of guaranteed loans. The rationale for
this ceiling, as well as the STB's apparent reluctance to make long-
term housing loans outside the guarantee program, can be given as
follows.

The loan guaranty is payable in cash to the STB in the event
that the STB 1s unable to fully recover its investment following
foreclosure and resale., Since the initiation of the program in 1959,
,the STB has never had to call on the guaranty. Given this experience,
it might appear that the GOT should have no reluctance to issue
guarantces. The cxistence of a ceiling on the guarantced loan program,
however, dgrivca from other policy considerations and not from default

exporiaenca.
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The GOT allows the STE to discount a guaranteed housing
- loan at the Banque Centrale de Tunisie (BCT) during the first five
years of the term of the mortgage. Unrestricted issuance of loan
guarantees would, therefore, weaken the government's control over
the money shpply.

At the end of the first five years of the term of a mort-
gage, the STB must repay any borrowings from the BCT based on that
security. During the remaiuder of the term of the loan, the STB is
permitted to issue and scll securities backed by guaranteed mort-
gages on the open market. To the extent that these securities are not
absorted by the market, the STB is permitted to borrow from the
Treasury on a short-term basis. Thus, unrestricted loan guaranty
issue could also expose the government budget to unanticipated
pressures.

This espect of the program is especially important inasmuch
as the STB has had very little success in placing its mortgage-backed
securities on the open market. Thus, the GOT is reluctant to issue
guaranty authority beyond a pre-determined and planned level for
monetary and fiscal policy rcasons and the STB, because of its
experience with sccurity placement, is reluctant to issue mortgages
for which there i5 no meaningful secondary market.

In thc.carlicr years of the GOT guaranteed loan program,
the role of the STB was more important than it is currently. Over
the 1962-64 development plan period, the STB made 3,500 loans undar

the program with a total value of 10.3 million dinars. The 1965-68
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development plan period was one of de-cmphasis of housing investment
-and the STB made 2,321 loans with an aggtégate value of 5.0 million
dinars. With changes in GOT policy toward the shelter sector during
the 1969-72 plan period, the STB madelstill fewer housing loans under
the program; During this period, 1,289 loans were granted with a
total value of 3.6 million dinars.

In 1970, the guaranty program was limited to one million
dinars per year and held there until mid-~1973, when it was realized
that the quota would be exhausted by August, 1973, The cellinug was,
therefore, increascd to 1.5 million dinars and in September, 1973,
the Council of Ministers agreed to maintain the 1.5 million dinar
ceiling for the duration of the 1973-76 plan period. Long-tern
lending for residential construction by the STB under the guaranteced
loan program can, therefore, rise above the value of loans granted
during the 1969-72 period by a significant amount. In fact, lending
of 6.0 million dinars under the program would be almost twice that
of 1969-72. Neverthcleés, this volume of lending will be quite small
in relation to financial requirements.

The 1973-76 development plan has programmed non-assigted
private sector housing investment at 80 million dinars, Allowing
for 30% downpayments, the financial requirement amounts to 56 million
‘dinars,

An additional restriction on the guaranteced loan program is
that the Banque Centrale de Tunisie limits the volume of discounts of

8TB home loﬁns outstanding *o 5 million dinaza.



(2) Other Commercial Banks: As noted in the intro-

duction, one source of financing for residential investment is loans
made to individuals by commerecial banks. The available data do not,
however, permit a precise determination of the proportion of commer-
cial bank credit extended for this purpose. Only a very rough estimate
can be made.

In 1971, putatanding bank credit to the construction sector
amounted to 26.2 million dinars, of which 13.9 million was acccunted
for by STB lending uuder the guaranteed loan program. Moreover, 69.7
million dinars in outstanding loans were unaccounted for by sectoral
classification. It may be assumed that these loans are primarily
personal loans of one type or another.

If it is assumed that all of the bank credit designated as
outstanding to the conegtruction sentor was utilized to finance resi-
dential construction and that all of the credit unaccounted for
represcnts personal loans utilized for housing finance, private sector
bank financing of housing would amount %o 82.0 million dinars, after
subtracting the 13.9 million of guaranteed loans made by the STB.

Over the 1?62-71 period, private sector 1nchtmenc in
residential construction, which was not supported by a GOT program,
‘amounted to approximately 130 million dinars.

Without allowinp for loan amortization, but making very
strong assumptions about the usc of bank credit outstanding to the
construction sector and that unaccounted for in sectoral terms, it

can ba cstimated that approximately 50 million dinars of the total

38



59

Private sector investment, or about 40%, was financed outside the
banking system.

b. Downpayments: Considering that downpayments under the

GOT-sponsored housing finance programs are currently 30% of the purchase
price, an estimate of 40Z autofinancing in the non-assisted private
sector is not exceptionally high. The 40% estimate, however, is
prbbably an estimate of the minimum of autofinancing.

of greatef importance is the fact that private sector
financing of housing investment 1s not believed to be long~term. Thus,
even if the estimate of 40% autofinancing were reaconably accurate, the
financing of housing investment Outsidg the GOT-sponsored programs
would apparently receive very little support from the financial sector,

¢. Term to Maturity:

(1) Société Tunisienne de Banque (STB): The mortgages

issued by the STB under the GOT guaranteed loan program have a maxi-
mum of twenty years to maturity, which is the same as the GOT construc-
tion subeidy program.

(2) Other Commercial Banks: Information on the term

to maturity of loans granted by other commercial banks for housing_
finance was not nvaiinblc to the survey team, It is believed, however,
. that such loans are, at lcast nominally, short-term. Tor example, a
bank might make a one-year loan to an individual who Intends to uge

the funds for home financing. There may, however, be an understanding
between the bank and the borrower that the loan is subject to rencwal

at the discretion of the bank. Hominally, the loan is short-tcrm, althouph



in reality, it may be renewed a number of times. In effect, then,

the borrower could obtain medium-term or even long-term financing even

though the loan would be carried on the bank's accounts as a short-term

loan and, indeed, the bank's obligation to the borrower would never
extend beyond one year at any given time.

In fact, even the STB lists its 20-year, guaranteed loans
under 5 short-term assets classification, entitled Bills of Exchange,
because of its ability to discount the loans at the Banque Centrale
de Tunisie during the first five years of the loan and, thereafter,
to obtain short-term Treagury loans against these assets if bonds
backed by the mortgages are not absorbed by the open market.

The practice described above for other commercial banks is,
therefore, not different in substance from the way in which the STB
operates. The other commercial banks maintain the liquidity of their
assets by limiting the term to maturity and subjecting the loans to
frequent renewal. The STB avoids this only by virtue of GOT inter-
vention,

d. Interest Rates:

(1) Société Tunisienne de Banque(STB): Under the

GOT's guaranteed loan program, the rate of interest paid'by the bor-
rower during the first five years of the loan is 5.5%; after the first
five yecars, the rate rises to 7.65% for the remainder of the term to
maturity,

During the first five years of the loan, the STB 15 allowed

a spread of 1 1/2 points on GOT-guaranteed loans discounted at the °
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Banque Centrale de Tunisie (BCT), inasmuch as the BCT imposes a
discount rate of oﬁly 4% on these loans. |
After the first five years of the loan, the mortgage-backed
securities .which the STB is permitted to issue yield 5.0%, allowing
the STB a spread of 2 percentage points to cover the costs of servicing
the loans and an additional .65 of one point to cover the costs of note
i1ssuance.

(2) Other Commercial Banks: As in the case of

determining the volume of lending for home financing by other com-
mercial banks, no precise determination of iInterest rates on such loans
can be made on the basis of the available information. <The interest rat
structure {or commercial bank loans established by the BCT is, however,
shown below in Table Dl . From this informatior, it may be surmised

that cther financing falls into the category of "other" sho.t-term
credits, for which the rates range between 6.0% and 8.0%, and the
category of "other" medium-term credits, for which the rates on redis-
countable loans range frcem 7.257 to 8.00%. Interest rates on non-
rediscountable medium-term loans are not regulated.

3. Repayment Experience: No precise information on delin-

quency rates for either the STB or for other commercial banks could be
obtained. Represenfatives of the 7B indicated, however, that delin-
quency was not a problem because of the wide use of payroll deduction
and the ability of the bank to place an attachment in the event of
default. It was conceded, however, that szome difficulties arise

because of the wide geographic dispersion of the borrowersa.
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TABLE D1

CENTRAL BANK RATES ESTABLISHED FOR LOANS AT COMMERCIAL BANKS
(Effective Since September 5, 1966)

Classification
Short-Term Credits Established Rates
‘Overdrafts 4 7.25 - 8.00
Discounts:
Redis~ Nonredis~
countable countable

Internal commercial paper 5.75 ~ 6.50 6.25 - 7.50
Foreign commercial paper and

other export financing 4.75 - 5.75 5.25 - 6.50
Crop financing 6.00 - 6.75 6.50 - 7.25
Advances secured by "essential)

products" )

)

Refinancing of contracts let )

by the Government ) 5,75 - 6.75 6.75 - 7.50
Other ' 6.00 - 7.50 6.25 ~ 8.00

by,
Med{um-Term Credits

Credit for residentlal construce~

tion guaranteed by the

Governnment 5.50
Credit to.agticulture and large

industrial complexes 6.23 - 7,25
Other ’ 7023 - 8000

1/0nly rediscountable; nonrediscountable medium-term loans are not ragulated.
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A detailed discussion of delinquency problems encounters4 by
the Société Nationale Immobiliere Tunisienne (SNIT), the national housing

agency, was given above in Section C.

4, Caisse N.tionale d'Epargne Logement (CNEL):

a., Description: The Caisse Nationale d'Epargne Logement
(Nat}onal Savings Bank for lousing) represents a new iniative in the
shelter sector by the GOT. Enabling legislation for this new program has
been enacted and implementation decrees have been drafted, but cperations
have not yet commenced nor have operating procedures been fully specified.
Consequently, many of the questions which arise naturally in the examination
of such a program muat, for the present, remain unanswered.

Current information indicates that the CNEL will be a controlled-
entry, contract saving system. Savings accounts under the CNEL program
may be opened only in connection with a home-loan contract and savers agree
to deposit a certain amount of money each month during the pre-saving phase
of the cuﬁfract, that is, the period prior to the granting of the loan.

At the conclusion of the pre-savings phase, the saver will have accumulated
at least the amount of the downpayment, which is currently programmed to
be one-third of the purchase price.

Deposits will bear interest at 47 per annum and will earn a bonus
" of 2% per annum from the GOT on deposits denominated in dinars and of 37
on deposits denominated in foreign exchange upon completion of the savings
contract., Thua, the cffective rates of interest on deposits are 6% and 7%,
respectively,” Interest carnings are not to be distributed until completion

of the contract, so that these earnings are taken into anccunt in the
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deterhinacion of the deposit installments required to accumulate to the
agreed-upon downpayment amount at the end of the pre-savings phase of the
contract, which is to be f&ur years in duration,

The term to maturity of the morcgagé loan is to be a maximum of
ten years and the loan will bear interest at 5.5% per annum. Mortgage
payments may not exceeo 25% of the family's income and the maximum loan
amount is to be 2,000 dinars, so that the most expensive housing unit which
can be purchased under this program would be priced at 3,000 dinars.
Indeed, the CNEL program is, at least initially, to be restricted to the
clags of housing known as "économic" housing, that currently developed by
SNIT in the 1,800 to 2,600 dinar price range.

According to the draft decrces, however, the CNEL will be
permitted to undertake contracts for financing of home improvement and
owner-constructed units, as well as of units developed by SNIT.

The draft decrees also specify that the CNEL will be capitalized
with a government grant of 500,000 dinars and that its sources of funde
for mortgage loans will be as follows:

(1) subsidies or supplementary grants and advances made
to the CNEL by the government,

(2) loans raised from national or international agencies,

(3) the proceeds of ianterest on loans granted to signa-
tories of a mavings ond home loan agreement,

(4) the proceeds of the sale of movable and immovable
property,

(5) income from movable and immovable property, and
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(6) the proceeds of sums invested by the Caisse with
o national or international agencies.

The draft decrees are, howevér, silent with respect to the
question of the proportion of funds to be raised from any particular
source and, indeed. the specifics of the lending operation; of the CNEL
are not developed in the draft decrees. A hypothetical answer to this
question is provided in the next section..

b. Analysis and Evaluation: The CNEL is programmed to provide

the financing for "Type A" and "Type B Economic housing, currently construc-
téd by SNIT in the 1,800 to 2,600 dinar price range. Since the CNEL program
is not expected to become operational before late 1973 or early 1974, how-
ever, it will exert no direct effect on shelter sector activities prior to
the 1977-80 plan period.

Nothing 1is known, of course,‘about the target levels of construc-
tion of "Economic" housing units in the 1977-80 and subsequent development
plans. Moreover, no information has been made availuble to the team
concerning estimates of the number of savers to be admitted to the program
or of the financial requirements of the CNEL. Any quantitative analysis
of the program must, therefore be treated as purely illustrative and hypothet -
ical.

An attempt has, however, been made to.arrive at such illustrative,
or "order of magnitude," estimates, ILor this excrcise, it has been assumed
that the CNEL will commence op;rntions at the beginning of 1974 and will
undertake contracts lcading to the financing of 15 million dinars of

’

housing investment in 1978; that is, the first group of savers would in thae
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aggregate, accumulate 5 million dinars ia savirgs by the end of 1977 to
supply the downpayments and the CHEL would be obliged to issue mortgages
totalling 10 miliion dinars at the end of 1977. For computational simpli-
city, it has also been assumed that the 15 million dinar investment level
will remain constant indefinitely.

The other assumptions upon which this illustration is based are
as follows. Since savers will be ailowed, according to the draft decreces,
to open their accounts in sty fineqeoinl institution approved by the CNEL
and since the CNEL will mak: no mictgages prinor to 1977, it has been assumed
that other tinancial institutions will hold the depositr .1ade during the
first four years of the program and, because thege institutions will
presumably have the use of these funds, they will pay the 4 {uterest on
the deposits. The CNEI,.huwe\er, will acerue the 2% benus inter:rs¢ - aid
by the government., This assurption is aleo in eceo:dance woi. .1
provisions of the draft decrves.

At the ~nd of 1977, hLowaver, wher the L'iut movt :ope . lus rus’
be made, it 1s assumed ttat the inirial group of savere ...n .sw. ..s
deposits in order zo make ¢awmpaynent< and that the depLrte sg0, e f
the other three groups, those {nltiatiny contracets in 1975, 15/6. ..a 1977,
are transferred to the CNLL. These resources are used ¢y the ClEL to male
the mortganc loans to the first proup cf saver , those inftiating coniracts
in 1974, Thercafter, it is assumed tho: %he CUE. rays thy 4% tnter . on
the deposits from its own cash flcw, even *hioph savars nay continue to usge
other {inancial fnstitutions, sich as the Postal Saviuge Systen, ac condults
for their depoafts. The drife <ecrees are silent on this feature of thp
CNEL's operation, so the rcader must treat this aspezt of the {llustration

as purc assumption.
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At the end of 1977 the CNEL will have, under the foregoing
agsumptions, insufficienc resources‘to grant mortgages of 10 million
dinars. It is therefore assumed that the shortfall will have to be
borrowed. Two alternatives are shown 16 Table D2, which presents the
quantitative,implications of the iilustration. Alternutive "A" shows the
deficit-surplus of the CNEL assuming borrowing to ccver the shortfall of
regources plus the amortization of borrowings, including interest, on terms
of 9% payable over 25 years. Alternative "B'" makes the same assumptions,
but terms of 5% payable over 10 years are employed. In the case of the 9%,
25-year loan, total borrowings amount to 9.431 millicn dinars, or 23.6
million dollars, while iﬁ the case of the 5%, 10-year loan, total borrowings
amount to 10.021 million dinars, or 25 million dollars.

Amortization of the 97, 25-year loau allows the CNEL, under these
assumptions, to develop a surplus of resources more quickly than in the
case of the 5%, 1l0-year loan, but the 5%, 10-year loan pays off more quickly,
8o that after 1987, the surplus is larger.

t "In our illustrafion, the 9%, 25-ycar loan might be thought of as
an HG loan, while the 5%, 10-year loan might be treated as a loan from
domestic sources, say, the Postal Savings Systcm.

Inasmuch as it was suggested to the team that the 1ncreaoe'in
postal savings might constitute the CNEL's source of supplementary loan
f;nda, Table D3 contains data for savings deposits in the Postal System and
Table D4 presents an extrapolation of the growth of savings deposits in the
Postal System, assuming that deposits will increase at the average rate of

deposit growth over the 1962-72 period.



TABLE D2

HYPOTHETICAL CASH FLOW STATEMENT FOR THE CNEL
(Millions of Dicars)

Alternative A Alternative B
Deposit Ket Lending Amorti- Arorti- Deficit(-) Axorti- Deficic(-)
Deposic With- Lending Commic~ zation zation zatiom
Liabilicies {Erawvals Resources rents Aceruals Outflows Surplus Outflow Surplus

1974 1.143

197§ £.437

19768 7.128

1577 12.135 5.000 6.600 . 10.000: -3.400 . -3.400
1978 12.135 $.000 6.000 10.000 1.302 -342 -3.040 +432 ~-3.130
1973 12,135 $.000 8.000 10.000 2.60¢ 048 ~2.044 830 -2.226
1830 12.135 S5.020 6.000 ~10.000 3.906 -853 -. 947 1.2113 -1.207 .
‘1832 1.2.135 $.000 6.000 .10. 000 5.208 948 .260 1.266 - .058

1582 12,138 S.000 6.000 10.000 6.510 -948 21.5¢62 1.273 1.237
1533 12.138 $.000 §.000 10.000 72.812 .548 2.86¢ 1.273 2.539

158¢ 12,238 - 5.000 6.000 10.000 9.11¢ . 948 €.166 1.273 3.81¢
.1985 12.135 $.000 §.000 10.000 10.416 .948 5.468 1.2723 5.143

1585 12.135 $5.600 6.060 10.000 11.718 .948 6.770 1.273 6.945

1887 12.135 5.000 6.000 10.000 13.020 .948 8.072° 1,273 ?2.747
1888 12.138 S.000 6.000 10.000 13.020 .948 . 8.072 -841 8.1729

1589 12.135 $.000 6.000 10.000 13.020 . 948 8.072 643 §.5727 -
1589 12.135 5.000 6. (_700 ; 1(_?. 000 13.020 . 948 8.072 .180 8.860
1991 12.135 5.000 6.000 10.00¢6 13.020 .948 8.072 007 9.013
1992 12.135 5.000 6.000 - 210.000 13.020 .548 8.072 - 9.020

89



1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972

SAVINGS DEPOSITS IN THE POSTAL SYSTEM: 1962-1972

Savings
Deposits
3.910
4.291
4,791
5.412 -
6.124
6.509
7.088
7.825
8.517
10.456
13.413

TABLE D3

(Millions of Dinars)

Absolute
Change

.381
»500
.621
712
385
579
737
692
1.939
2,957

Percentage
Change

9.74%
11.652
12.96%
13.16%

. 6.29%

8.902
10.402

8.842
22.77%
28,282
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TABLE D4

EXTRAPOLATED GROWTH IN SAVINGS DEPOSITS IN THE POSTAL SYSTEM
(Millions of Dinars)

Less Net Change
Borrowings After
Savings Absolute Required Transfer of
Deposits Change by CNEL#* Funds to CMEL
1973 16.197 1,784 1.784
1874 17.218 2.021 2.081
19756  19.508 2.290 .8.890
1976  22.102 2,584 2,594
1977 25.042 2.840 3.400 - 460
1978 28.372 3.330 3.130 «2=0
1979 32,146 3.773 2.228 1.547
1980 36.420 4.275 1,207 3.068
1861 41,264 4.844 . 068 4.788
1982 46.752 §.488 0 5.468
1983 52.972 6.218 0 6.218
1984 60.017 7.046 0 ?.046

*Alternative '"B" from Table D2,



While it is clear that the deposit base of the Postal System
will probably be adequate by 1977 to sustain the borrowings which might
be required by the CNEL, it is also clear that such borrowings might be
sufficiently large to cause a significant displacement of the growth path
of the rcsourées of the Postal System in the 1977-79 period. Whether this
displacement would be a serious matter or not depends, of course, upon
the growth of the other demands on the resources of the Postal System.

A more fundanmental consideration, perhaps, is the choice of a
contract system rather than a voluntary one. The Tunisians seem to have
given little thought to the establishment of a voluntary savings system
patterned on the American savings and loan system. Their preference for
gome type of contractual system probably originates in the background and
experience of the members of the government and the financial community,
who are schooled in the French system of pre~saving and bond-supported
mortgages.

It seems unlikely, though, given the experience of the STB in
placing mortgage-backed b&nds on the open market, that the CNEL will be
able to follow this tradition closely. It 1is perhaps for this recason
that borrowings from the Postal System have been viewed as a primary source
of funds.

The controllcd-entry aspect of the program is, of course, under-
.léandablc for Tuni;ia, where development planning is tal:en seriously.
Controlled-entry consistent with the number of housing units programmed for
construction in a given future year seems to offer & method of minimizing

Bupply-dcnan imbalances in at least one scegment of the housing market.,

n
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trom the financial point of visw, however, a contract system which accepts
deposits only in connection with a home-loan contract is typically depen-
dent on some other segment of the financial market to obtain at least a
part of the resources needed to fulfill the loan segment of the contract.
It {8, of course, too early to render any definitive Judgment on

the proposed program of the CNEL since the complete details of its operations

have not been worked out,

5. Maintenance of Value Mechanisms: The Tunisians employ no main-

tenance of value mechanisms, probably because they have not experienced

any significant or sustained inflation.

6. Government Subsidy Programs: The GOT subsidy programs are discussed

in detail in Section B of this report,



E. CONSTRUCTION INDUSTRY

1. Introduction: This section of the report primarily describes

the productive capacity of the construction industry. In this context,
construction methods are also discussed. In addition, information 1is
supplied about the domestic availability oq construction materials

and their cost,

2., Size of the Industry: There are only eight to twelve construc-

tion firms in Tunisia which, on the basis of their manpower , capital and
equipment, can qualify for larger construction projects. Some of

these firms, however, specifalize in certain types of construction, so
that the number of general contractors is actually less than eight to
twelve,

There is, nevertheless, a substantial number of small
contractors which jointly, under effective management, could represent
a significant construction capacity. Independently, of course,
these small contractors do not offer any sizeable volume of production
nor a ccmfortable assurance of maintaining time schedules.

Generally, all firms engaged in residential construction in
Tunisia may be classified as local firme. With no notable exceptions,
foreign construction firms are engaged in nonumental projects or
projects concecived and initiated through some form of international

cooperation or assistance.

73
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3. Labor Supply Conditions: Recent increases in construction

activity, together with steady emigration, have resulted in serious
shortages of skilled cogstruction workers, Consequently, wage
increascs for skilled workers have increaséd sharply in the last

two years, approximating 20% - 307% over 1471-72. As a fu:ther 1llus-
tration, the daily wage for uasons has doubled in the last three
years, rising from approximately 1.50 éinars per day threec years ago
to the current rate of 3.00 dinars per day.

Through varioug training programs, wvhich arc expected to
be intensified, the GOT is hoping tu increase the rate of growth of

~ the skilled labor supply. Moreover, wage increases in Tunisia for
skilled workers should reduce the stimulus to emigrate. These
factors, as well as certain difficulties encounteved by Tunisian
workers living abroad, provide some basis for the expectation that
skilled labor supply conditions way improve in the near term.

By contrast, the supply of capable architects and engincers
in Tunisia appears to be satisfactory. Tunisian architects and engi~
neers are mostly trained in Europe and permitted to practice on the
basis of their university degrees; special examination to secure a
license to practice 1is not currently required under law, although
such a law has been proposed,

Tunlsian architects and engineers are not engaged strictly
in the rendering of profcnufonal scervices. Moot of them are

algo participating dircctly or indirectly in construction activity,
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The high demand for housing, particularly for low and
widdle-income housing, has apparently permitted Tunisian
architects and engineers to adhere to traditional style and design
concepts. Thus, it seems evident that the competitive atmosphere
has not yet developed to a degree which would force the professional
soclety to turn to more functibnal and cco&omic designs or to explore
the use of other construction and structural systems which employ
more advanced materials.

The Tunisians are not, however, unaware of these possibilities
and 1f the 1973-76 development plan for housing proceeds roughly in
accordance with its time schedule increasing demands will be placed
upon suppliec of traditicnal materials and the skilled labor force to an
extent vhich will require the adoption of more productive construction

methods.

L, Construction Methods: As suggested above, the Tunisian housing

construction industry has not made any significant progress over the
past decade in the development and application of advanced construc-
tion methods.

The shortage of skilled construction labor and the shortage
of certain construction materials unquestionably suggest the need for
modification of the labor-intensive approach in construction which has
been favored, indced fnsisted upon, by the GOT.

To satisfy the requirements of the 1973-76 development

plan, the Tunisian construction industry will have to select and apply



methods which offer savings in production time and which substitute
more readily available materials for those in short supply. More-
over, these new methods must involve a .relatively lower skilled
labor component than the currently employed techniques,

According to officials of the Ministry of Public Works and
Housing, the GOT appreciates this situation and has abandoned its
labor-intensive philosophy, at least insofar as skilled labor is

concerned.

Any significant changes in the Tunisian construction process
will, however, require cénsiderable time to implement and the extent
to which the 1973-76 housing plan will benefit from such changes 1s
questionable. It 1is nevertheless obvious that the Tunislan construc=-
tion industry, as well as the Tunisian professional community, will
have to initiate the applicable changes immediately, recgardless of

whether or not they favorably affect the current plan. GOtherwise,

the long-run objectives of elimirating the housing deficit and improving

the quality of the housing stock cannot reasonably bhe achieved.

5. Construction Materials:

a. Availabflity of Materials: During the past several

months, the Tunisian construction industry has been experiencing
critical shartages of some basic construction materials. Shortages
of cement, lime, stecl, and lumber have upset construction schedules

conulderably and caused subatantial delays in the completion of most

major projects.
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These shortages can be attributed to the increase in
construction activity, therefore to higher demands on limited supplien,
and to inadequate planning for importation of the required materials,

Generally, most of the basic materials for residential
constructiﬁn. with the exception of burned brick and tile, are cither

directly or indirectly imported. For example, the local production

of cement is dependent upon the importation of clinkers. And, since
even under the best conditions, the productive capacity of the cement
industry 1s not currently sufficient to cover consumption, a substan-
tial volume of ready cement must also be imported. Additional produc-
tive capacity 1is now Seing put in place, but realistic estimates of
the completion date indicate that thié capacity will not be available
before the end or 1974. At that time, however, Tunisia expects to
be able to eliminate the importation of ready ccment.

Tunisia does not produce congtruction lumber of any grade.
Thus, all lumber is being imported.

| There is some local production of steel bars and light weight

structural steel, but the raw materials haove to be imported and the
volume of domestic production must be supplemented by imports.

Electrical equipment and plumbing fixtures are being im-.
ported and all conatructicn equipment, agc well as pumps, generators,
trasnformers, filters, ;tc., are of foreign origin.

It 18 therefore apparent that a successful recidential

construction program is heavily dependent on efficient planning for

17
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imports and that miscalculations in this area can result in serious
delays in construction time schedules, as well as increases in costs,

Thus, considering the current.capacicy of the construction
industry, the current shortages of skilled labor and certain construc-
tion materials, and the present labor~intensive, traditioaal technology
being employed, the capabllity of the construction industry to handle the
substantially increased demanda placed on it by the 1973-76 plan may be
regarded as questionable.

Officiale of the Ministry of Public Works and Housing and of
SNIT. however, claim that the local construction industry can generate
a much higher productive capacity than it is presently, The construc-
tion delays on the Ras Tabia development, which is an HG project, are
attributed to temporary material shortages, but other evidence suggests
that these delays may derive from more fundamental sources within the

industry itself.

b. Cost of Materials: Unit costs of the principal materials

employed in residential construction in Tunisia are given below in

dinars:

(1) Domestic Materials:

Lime for Mortar ™ 9.00 metric ton
Sand D .80 cubic m;ter
CGravel ™ 1.90 cubic meter
Gravel chips TD .60 cubic mater
Stone ™ .70 cubic meter

Plaster (1imo) ™ .7.40, cubic moter
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Hollow clay tile ™ +013  untt
Steel bars (varfous ¢)  TD 135,000 ton
* Sanitary pipes (C.I.) D 1,300 LM
Water p'lpes (stecel) ID  1.100 LM
Turkish W.C. TD 10.000 unit
Cement-asbestos elbows TD 1.000 unit
Stucad ' TD .080 square meter

(2) Imported Materials:

Cemant D 10,000 ton

'Fin{shing hard wood TD 6.50 square m:ter
Finish-wood paint ™ «50  sguare meter
Glaes TD 2.00 square weter

6. Typical House Desipn and Constyuction in the Low Cost Catepory:

As noted above, Tunisian residential construction still employs t-adi-
ticnal methods and materifals in present housing developments

Stone, cement, brick, or hollow clay tile ere the principal
materials, supplemented by a limited cmount of lunber, steel bars, and,
of course, the neccssary finishing wateriala and fix‘ures.

Generally, low cost residential construction follows the same
pattern, which may be described in detail as fellows:

a. Foundation: Foundations consist of cyclopean footings,

b, Leoadbearing and Exterior kallg: Loadbearing and zxterior

-

walls typically ire made of 30 to 40 centimeter hollow clay tile,

plastered on both wides. Some steel bars and concrete may be uged

L4

occasionally to secure the rigidity of the supporting structure.
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c. Interior Partitions: Interior partitions typically

are constructed of 10 to 15 centimeter hollow clay tile, plastered
on both sides.

d. Floors: The basic floor is a-concrete slab over vapor
barrier, finished in concrete, terrazzo, of tile. .

e. Ceilings: Ceilings typically are composed of burned
élny ﬁlank supported by lightweight steel or reinforced concrete
beams. Cement topping and waterproofing finish are applied in
one-story units where the ceiling also forms the roof. In multi-
story structures, the top side of the ceiling receives a cement.
topping, which generally is reinforcea by wire mesh aﬁd cement,
terazzo, or tile floo? finish.

f. Flat Roofs: Flat roofs typically are enclosed by a
30 to 40 centimeter high parapet wall and are finished, as
described above, in the same way as ceiliungs for one-story units.

g. Vaulted Roofs: Vaulted roofs are constructed of brick

or tile and commonly are finished with waterproofing plaster.

h. Windows: Windows are composed of a wood frame with
fixed, wood louvers. Glass windows generally are used only in
higher cost dwellings.

i. Doors: Doors consist of a wood frame and'a wood panel
door.,

j. Kitchen: If .the unit includes an interior water supply,
a shelf or a simple base cabinet with & ceramic tile surface and
a sink are ptovided. Electricity, if available, or bottled gas is

used for cooking and the fixtures are supplied by the occupant.
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k. Bathroom: If a bathroom is provided, it consists
generally of a small room with a ceramic tile floor, drain, and
shover head. A lavatory may sometimes be added.

1. Toilet: The toilet is.always separated from the bath
and typically is equipped with a Turkish or a standard W.C. fix-
ture,

m. Court: Each individual house traditionally has a court,
fully enclosed by a 180 to 200 centimeter high wail.

n. Floor Space: Low cost dwellings range from 25 to 80
square meters of floor space and from one room with an outside
kitchen and toilet to three or four rooms with an interior kitchen,
bath, and toilet. The living room is considered the main room in
the house and generally ranges from 14'to 20 square meters of floor
area. Bedrooms are considered only as sleeping areas and range
from 8 to 10 square meters in size. An enclosed kitchen should
occupy no less than 4 square meters, while an open, or exterior,
kitchen may be as.little as a 2 square meters in size. The toilet
is allocated one square meter; if equipped with a sink, the mini-
mum area is 1.40 square meters.

Single family, detached units are uncommon in low-cost housing
developments; the traditional and still favored style is to cluster four
to six units,

The cluster approach,, however, is applied horizontally as
well as vertically. A combinaﬁion of one, two, or even three story

structures may, therefore, form a ¢luster of 8 to 12 individual units.



82

Apartment units in multi-story structure have not yet
become a common form in low-cost.hqusing developments. There are,
however, some indications that the popularity of this approach 1is
increasing in some areas of the country. In tpis regard, the city
of Sfax appears to be leading the way.

SNIT's recenfly completed four-story apartment building
in Sfax, comprising 720 units priced between five and six thousand
dollars, have been fully occupied and appear to haVe béén favorably
received by the local population. In fact, a 3,000 unit apartment
project in Sfax, which is not scheduled to begin until 1974, already
has 3,500 applicants.

Mnlti-stofy apartment buildings consist of a reinforced
concrete frame, concrete floor slabs, and brick or plastered clay
tile curtain walls. All apartments are the'same, with kitchen,
shower, W. C., and three rooms covering a total area of approximately

38 square meters.

7. Construction and Development Costs:

a. Construction Costs: Construction costs currently

applicable in Tunisia are given as follows:
(1) Urban Units: Urban siﬁgle family dwellings in
the "low cost" price range, that is, below 3,200 dinars ($8,000),
cost between 24 and 26 dinars per square meter to construct.
Urban single family dwellings in the "middle cdst“
price range -~ betwéen 3,200 and 6,000 dinars ($8,000 - $15, 000) —-

are slightly more expensive, ranging between 28 and 32 dinars
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per square meter.
Slightly lower costs apply when the single family units are
built in ron or clusters,
Low cost apartments in multi-story structures cost approxi-
mately 28 dinars per square meter of floor area.
(2) Rural Units: Single family rural housing units
constructed by SNIT have the following characteristics:

The unit is one story, with 26 équare meters of
floor space. The units have only one fully enclosed room,
measuring 5 meters by 2.5 meters, which serves as a combination
living room, dining room, and b;droom. Provision 1s made for
the addition of another room, with dimensions of 3 meters by
3 meters. The kitchen is roofed and walled on one side, but is
otherwise open. The unit has a Turkish W. C. which is enclosed.
No electrical power is provided and there is water supply only
to the W. C.

The basic construction material is plastered brick.

The units are constructed in groups of four and each
lot measures 170 square meters. No courtyard walls are provided.

The total construction cost of this unit is 700.200
dinars, or $1,750.50 at the September, 1973, exchange rate. Costs

are broken dc m as follows:
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Dinars of ;otal
Domestic materials .esvssse.. 220,020 31.4%
Imported materials .......... 135,180 19.3%
Skilled 1abor sevececeesessss 80,000 11.4%
Unskilied labor secevseeseewes 100.000 14.32
Delivery of materials ....... 65.000 9.3%
Land ccivieeversiectecsneees 100.000 14.3%
TOTAL 700,200 100.00%

Cost, in U, S. dollars,.ber square meter of house.is, thus,
37; including the lot, the cost is $67 per square meter.
(3) Gourbis: The initial cost of conmstruction of a
wurbi by a new arrival is estimated to range between 50 and
~JO dinars. |

b, Development Costs: The cost of urbanization obviously varies

with the adaptability of the site and the conditions of the available
utilities and services. It can be expected, however, that the average
urbanization cost for single family dwelling units will range from
1.4 to 2.0 dinars ($4 to $5) per square meter of lot area. For
apartment buildings, the urbanization cosée will add, on a prorated
basis, an average of 4 dinars ($10) to the cost of each square meter
of floor space.

The geographic location of the project generally has
little effect ou the construction costs. When such effects exist}

they are typically related to labor cost, inasmuch as the GOT maintgins
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equal material prices throughout the nation by means of subsidies.

This policy applies to domestically produced materials

as well as to imported materials.

Primarily, the subsidy applies to

transportation costs, but it also applies to materials produced in

Tunisia, such as ready cement, the supply of which must be supple-

mented by imports due to heavy demand.

Unit prices for the various aspects of urbanization

are as follows:

Grading:
Clearing and grubbing

Cut, up to 2 meters
Extra for rocks

Fill

Roadwork:
Sub-base, 0/70 gravel
Base, 0/30 gravel

Waterproofing layer

Bituminous surface (2 layers)

Sidewalk curb

Sidewzlk paving

. Dinars

,070 - .090
,800 - 1.000
.700 - .900
,700 - .980

Dinars

Units
Square meter
Cubic meter
Cubic meter

Cubic meter

Units

3.800 - 4,700 Cuble¢ meter

3.800
.100

1.100
1.000

.260

4,900 Cubic meter
.130 Square meter
.330 Square meter

1.400 Meter

1,300 Square meter

c. Cost Trends: Insofar as the prices quoted above are

concerned, it must be realized that construction costs are

currently trending upward.

Due to recently experienced shortages
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of cy‘struc:ion materials (cement, lumber, steel, bricks),
pfolonged construction schedules, and shortages of skilled
labor, construction costs were 5% -~ 7% higher in 1972 than
in 1971. Since these conditions have not yet been corrected,
.further increases in costs over the near term may reasonably
be anticipated.

d. Other Cost Structure: For public construction projects

under GOT contract, the general contractors follow a cost percentage
pattern established by the Ministry of Public Works and Housing.
Thic pattern is as follows: | ‘

Material, labor, and labor benefits .....esee 75.0%

General and field overhead «.eoevecescescssss 11.0%

Cost of construction financing eeveesvecesess 2,02

TAXES eceossonsasscssssssssessnsssssssssesens 2434

Permits, bonds, fees, @tC. +svseessccsccsses 2422

Profit and contingencies ..........;......... _1.57%

TOT:L 100.0%

A private developer undertaking a housing project will
usually add 20%7 for predevelopment, marketing expenses, and risk.
The fees £or architectural and engineering services,
that is, design aad preparation of construction documents, generally
average 3% -:3.5% of the construction cost. Construction supervi=-
sion by the architect averages 3% - 4%, depending on the type of

services required.



F. LAND

1. Introduction: Ownership of land in Tunisia tends to be a

complex matter. Although most of the land in.urban areas may be held
in fee simple under individually recorded titles, the peculiarities of
Tunisian history havelresulted in a layering of concepts which have not
yet been fully sorted out.

There are a number of different types of entities which can
hold a registered title to land, each of which involves a slightly
different method of transfer. These topics are discussed in detail

below.

2. Land Tenure:

a. Individuals: Private individuals may hold a valid title
to land either as a conventicnal 'registered'" title or as a traditional
“"arab" title. GOT agencies can buy and develop land held under "arab"
title, although frequently a portion of the sales price 1is withheld
until the formalities of official title reporting are completed.

b. "Habou" Beneficiaries: ''Habou'" land is held under a

form of traditional moslem ownership which prohibits alienation of the
real estate. Heirs of the original owner are cntitled only to the
usufruct, which with the passage of generations tends to become quite
fragmented. If, however, the family dies out, the land reverts to the
state and the product of the land is often donated to charitable organi-

zations.
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This system is no longer valid in Tunisia. It was abol=-
ished by the GOT, along with the related "enzel" system of transfer of
possession and usufruct of "habou" land, by the Decree of May 17, 1956
and the Law of May 31, 1956, as amend;d July 18, 1957. "Habou" lands
now in private hands may be sold under the supervision of a state of~
ficial charged with the responsibility of iocating and securing the
consent of all the usufruct beneficiaries.

c. Public Owmership: A significant portion of land owned

by the GOT, the communes, the OMVVM (Office de la Mise en Valeur de la
Vallée de la Medjerdah), and othef government agencies was formerly
agricultural land outside municipal boundaries which was obtained from
foreigners through nationalization at the time of Tunisian Independence.
Transfer of title to this land by a GOT agency requires the approval of

the Minister of Finance following a lengthy administrative procedure.

3. Title Repistry: Before Independence in 1956, titles were

registered chiefly by aliens and non-moslems. After Independence,

title registry became common in urban areas and, indeed, was made
compulsory in 1964, Land which is outside the official registry system,
which is now preaominantly agricultural, may be held under "arab" title.
An "arab" title established ownership on the basis of possession over

a sufficiently long period of time. Land may also be held outside

the registry system under tribal ownership. The holding of "collective
land" in arid zones suitable only for grazing was, however, absoslished

by the Law of September 28, 1957. Similarly, "communal land" holding
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in farming areas was abolished by the Law of May 12, 1964.

Title registry has been obligatory for all real property
since enactment of the Law of April 21, 1964. Implementation, how-
ever, is contingent upon the compleéion of a cadastral survey by the
Topographic Service of the Ministry of Public Works and Housing.
Registry of a new title takes about one year.

The procedure for new title registration involves the
presentation to the Real Estate Tribunal of a request for recordationm,
together with a legal description of the property and proof of owner-
ship. The Tribunal appoints a judge, who, after investigating and
publicizing the claim, mékes a recommendation to the Tribunal for
decision.

Titles are recorded in the Office of the Conservation of
Real Estate (Conservation de la Propiété Foncidre), which is a statu-
tory, independent service under the general supervision of the Ministry
of Justice.

Liens and 1e§ses must also be recorded, with priority of
claim given in chronological order of recordation.

Recordation fees are high: 14.2% of the sales price plus
1% of sales prices .as "Salary of the Conservator" applies for transfers.
Recordation of a lien costs 5.87 of the original amount of the mort-
gage and 1.4% ;f the annual rent 18 charged for recordation of a lease.
Murecover, a renewable lease must be recorded every thrce years.

"Arab" titles pre-dating the official registry system are also

racorded in formal records maintained by local authorities. Clear title



90

can be established by demonstrating uninterrupted occupancy for

15 years or for 10 years if some documentary evidence of acqqisi-
tion in good faith, such as inheritance, sales contract, or gift, can
be presented, Registered "arab" titlés may be transferred privately,

but the transaction must be recoerded with a notary.

4, Land Transfer: Transfers of offically recorded titles may

be made through a notary, who is, in Tﬁnisia, a legal official
qualified to handle many of the functions of a lawyer in civil matters,
especially involving real estate, but who is not qualified to plead in
court. Officially recorded titles may also be transferred "privately,”
that is, by contract between the parties. The distinction between a
private contract transfer and a notary transfer is that the latter 1s
an "authenticated act," the validity of which is guaranteed by the bond
and seal of the notary. In either case, the transaction must be
vegistered, taxed, and then transcribed into the official title main-
tained at the Office of the Conservator.

The Government of Tunisia has the right of eminent domain,
in accordance with the Law of March 8, 1939, which it may exercise
for projects in the public interest, including the development of housing
projects. Condemnation proceedings can be instituted hy the Ministry
of Public Works and Housing, with the approval of the Minister of the
Interior and the Prime Minister. Acquisition is accomplished through
a Decree of the Council of.Ministera,signed by the President of the
Republic. Anrmed with this Decree, the acquiring.agency exercises the

right of eminent domain by paying the fair value of the property, ag
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détermined by its appraisal and as stipulated in the Decree.

The'proéerty owner may appeal his compensation to the court.
Under appeal proceedingb, the Tribunal appoints three experts to make
a final determination of the price.

. Application of the right of eminent domain is, however,
difficult, primarily because of a basic Tunisian feeling against
depriving.any citizen of his property, for whatever reason. Given
this sentiment, it is usually difficult to get action from any of the
numerous officials whose signatures are a necessary part of the

procedure.

5. Availability of Land for Public Housing: The Tunisian public

housing sector utilizes land owned by the GOT or the municipalities
almost exclusively. The exceptions occur mainly in Tunis and the other
larger cities where private land mﬁst occasionally be secured to carry
out a given project.

Generally, the public-owned land represents a sufficient
supply, within an economically acceptable price range, to satisfy the
requireﬁents of the 1973-76 housing program. For the future, it is
expected that the newly established Agence Foncidre de 1l'Habitat
(1nnd bank for housing) will maintain the supply of suitable land for
public projects at the required level.

The prices of raw land vary considerably, primarily with
respect to the type of seller, but also, of course, with location and

quality. The increased demand for prime land naturally encourages

speculation.
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Suwe representative land costs may nevertheless be given.
Within the city limits of Tunis-Ariana, average land costs approxi-
mate $2.00-$3.50 per square meter, while i{n the suburban areas around
Tunis, land prices, on the average, vary between $.55-$1.50 per squafe
meter. In areas other than the Tunis metropolitan area, representative

land prices are as follows:

La Bardo-Ettahir $.55 per square meter
Kabaria $.50-81.25 per square meter
Ben Arous $.40-$.90 per square meter.

1t is also worth noting that the land for the Ras Tabia
project, which can be considered as suburban land within the Tunis

metropolitan area, was purchased in 1971 at $.55 per square meter.
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G. MUNICIPAL REGULATIONS AND SERVICES

1. Regulations: The gesign and construction of housing projects in
Tunisia is governed by regulations ("Reglemenp d'Urbanisme et de la Construc-
tion") issued by the Ministry of Public Works and Housing.

Thése regulations are applicable on a nationwide basis, although
additional requirements may be imposed at Fhe municipal level. Such
requirements are generally related to the local zone plan and sanitary
conditions, and to the specific requirements of the national development
plan.

| The "Regulations" specify seven basic zones:
1. Residential
2. Civic (public, cultural, commercial)
3. Green (parks and green areas)
4, Production (light iﬁduscry)
5, Transport (transportation system)
6. Non-Urban (rural -- designated for‘agriculture)
7. Military

Each zone 1is then specifically defined as to all particular design standards,

limitations and conditions.

2. Review Procedures: The Ministry of Public Works and Housing
is the central coordinating and enforcement institution. All major housing
projects of significant size of importance are processed as follows:
a. The project plans are prescnted to the appropriate official

at the municipal level. . . -
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b. The municipal officer transmits the documents to the
prinicpal engineer of the Housing Section of the Ministry of
Public Works.

c¢. The principal engineer presents the project to a special
review committee for discussion and evaluation. The committee is
composed of representatives of:

Ministry of Public Works and Housing
Ministry of Public Health

Ministry of Transportation

Sanitary bépartment

Municipal Representative

Planning Board .

SONEDE (water authority)

STEG (electric power and gas)

d. The committee members present the review comments and
recommendations of their offices and when the project is found
acceptable, the Ministry of Public Works and Housing issues the
authorization for construction. |
3. Inspection: During construction, the Ministry of Public

ﬁorks and Housing’as well as various other authorities, such as SONEDE,
Sanitary Department, and STEG, periodically inspact the work progress.
Upon the completion of constructi&n, the Ministry of Public
Works and Housing conducts 'the final inspection and, if its inspectors
are satisfied, the certificate of completion and the occupancy permit

are issued.
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4. Regulations and Procedures for Public Construction: The

Société Nationale Immobiliere Tunisienne (SNIT), being a government
corporation, is controlled by the Ministry of Public Works and
Housing, and the principal enginecer of the Ministry is a member of
SNIT's Board of Directors.

SNIT, although ope¥ating with ;ubstantial authority, is
obligated to-secure the Minisgtry's approval for all major oper-
ational and financial decisions.

Under these regulations, SNIT is permitted to select the
construction contractors for iﬁs projects on the basis of competi-~
tive public bidding or by negotiations with qualified contractors.
The final contractual arrangements and the contracts, however, have
to be approved by the Ministry prior to .their formal acceptance.

In practice, a representative of the Ministry usually attends all
contract negotiations.

Selection of the construction contractors for the GOT
projects is made on the basis of certain forms of pre-aualification.
The Tunisian construction contractors are divided by the GOT into
several groups. Each group represants contractors of certain capacity,
experience, performance record, available construction equipment,
permanent labor force, and financial status,

The project size and its nature then determines the group
from which the prospective contractors are invited to bid or to

negotiate.



Bidding, as well as negotiating of the contract price,
is closely guided by the detailed cost estimates prepared by the
design architect-engineer and reviewed by the Ministry of Public

Works and Housing.

5. Sewage Collectivn, Treatment and Disposal System:

a. Collection: There exists a substantial inadequacy of the
central Tunis collection system, which is described as follows:

The Montplaisir pumping station is below capacity; sewer
slopes are too flat and result in a too slow flow of sewage, there-
fore in a settlement and putrefaction of solids in the lines during
the dry periods. This leads to emission of hydrogen sulfide (H2s)
odors in the streets and possible deterioration of sewers due to micro-
bial sulfuric acid formatiom.

Infiltration of brackish ground-water through broken sewers
and loose joints and entering of seawater through the unprotected
storm overflows not only add greatly to the volume of sewage but also
change its chemical composition to become adverse for treatment and
disposal.

Some areas of Tunis and its suburbs do not have any
gewers at all and discharge raw sewage into Lake Tunis, Sebkhets, or
the sca.

b. Treatment: The only waste treatment of subgtantial size
in Tunis 1s the combined primary treatment and activated sludge system

plant "La Cherguia". It is calculated that only 50% of the 60,000 cubic

meters per day of sewage collected in Tunis passes completely through the
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La -Cherguia plant; 30,000 cubic meters of sewage is settled and then
discharged directly into the Lake of Tunis. Another 30,000 cubic
meters per day passes through the activated sludge plant and is avail-
able for irrigation in the atea of La Soukrs. Most of it, however,
is not used and is then also discharged into the lake.

A survey of the La Cherguia plant indicates serious defici-
encles and ﬁroblems. The performance of the digesters designed for a
high rate of digestion is limited by accumulated sand and grease and
their heating system is currently not operational. The reduced and
inadequate operation of gas engine power generators does not provide a
sﬁfficient waste heat supply for the digestion heating, which results
in a low production of the sludge gas to drive the gas engines.

The grease and sludge removal system in the primary plant
does not function,chus allowing an extensive grease accumulation.

Although the aeration and sludge return elements of the acti-
vated sludge plant appear to be functioning well, the final sludge
settling tanks are discharging large amounts of bulky sludge with the
effluent into the lake. |

An evaluation of the system indicated that, although the
Lé Cherguia plant could be overhauled and made functional, it can
absorb only about 50% of the sewage delivered by the cit; system, In
addition, its maintenance and operation will.be increasingly expensive.

¢. Disposal: As previously mentioned, most of the sewage
from the La Cherguia plant and from the collection system 1s discharged

into the Lake of Tunis. MHowever, during the growing scasons it is
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estimated that approximately 530,000 cubic meters of effluent, after
activated sludge treatment, is utilized for irrigation, primarily of
citrus crops.

The use of either untreated or rapidly treated sewage for
irrigation of crops to be used for food may, however, raise some serious
hygenic objections and could répresent a substantially high health
hazard.

Furthermore, the disposal of raw or freshly treated sewage by

irrigation and the current discharge of excess waste water directly

into the Lake of Tunis have glread§ created problems with eﬁvironmental,
economic and aesthetic impact.

d. Improvement: A survey of the Tunis disposal system has
been financed under USAID contract. The survey was conducted by
Dr. William J. Oswald, Professor of Public Health and Sanitary Engi-
neering of the University of California at Berkeley. The report was
submitted in April 1972. It generally identifies the problem and presents
recommendations for nine alternative solutions. Depending on the type
and effectiveness of the recommended system, the initial installation
costs are estimated to range from 4 to 8 million dinars while the annual
operacing costs may require an expendituré from 0.6 to 1.3 million dinars.

e. Current Status: The GOT, in addition to the Oswald survey,

contracted with other foreign consultants for similar services and their
final reports and recommendations were then presented to IBRD for review
and recommendation of the most suitable system. It is expected that

IBRD's recommendation will be received before the end of 1973 and based
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on its final selection of the system, the GOT will immediately seek
the necessary construction funds. The modernized and expanded sewer
system in Tunis is tentatively schedgled to be operational by the end
of 1975 and its capacity will be sufficient for the increasing demand
up to 1980,

Based on an overall review of the conditions of the Tunisian
aanitafy systems, it must be said that tonsiderable effort, expense
and time will be required to bring it within a reasonable range of
acceptable health, sanitary and environmental standards. It was noticed
: thgt even Sfax, the secon& largest city of Tunisia, although having an
apparently effective sewage collection system, does not have any treat-
ment facility and raw sewage is being discharged into the sea.

The GOT, being aware of the overall sanitary problem, is
planning the necessary improvements. The expenses, complications,
technical capacity, and possibly other priorities may, however, make it
a slow process, while the conditions will increasingly continue to
represent an adverse impact on the environment.

£f. The Lake of Tunis: The Lake of Tunis receives the bulk

of the discharge from the current Tunis sewage disposal system., A
relatively shallow body of water, with an average depth ?f only one meter,
the lake is divided by a dredged ship channel into north and south
sections. Although connected with the Bay of Tunis and the Mediterranecan
Sea, there is a very little ‘tidal flushing to carry the wastes to sea or

to provide sufficient oxygen to prevent putrefaction of the wastes.
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Due to the excessive fertilization, the growth of vegeta=
tion has become so intense that it further restricts the circulation,
while the tidal force is‘not sufficient to effect rapid displace-
ment. .

Because of its shallow depth, the lake is highly eutropic
and is in the process of rapidly £illing up with carbonaceous material.
It is estimated that the deposition is occuring at a rate of one
centimeter per year and it can, therefore, be predicted that, if the
present conditions should remain, the lake will cease to exist within
thg next 100 years.

A strong odor from the lake water is being experienced in
Tunis during the summer months, primarily due to the absence of the
necessary environmental conditions for methane fermentation to dissipate
the carbon.

Aside from Lealth and aesthetic factors, considerable finan-
cial losses to the GOT can be ottributed to the present conditions in
the Lake of Tunis. Destructive corrosion of materials and surfaces
due to hydrogen sulfide, fish losses, which were estimated at 80 ﬁons
in 1971, due to anoxic waters, and losses to Tunis tourist trade can
be reasonably estimated at approximately 300,000 dinars per year.
Without remedial action, these losses will increase in éhe future.
Furthermore, additional losses of approximatély 100,000 dinars per year
can be attributed to low reclamation of the produced waste waters.
Only approximately 3 million cubic meters, out of the estimated 25 million

cubic meters, of waste water is being reclaimed by irrigation.
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Regardless of the financial losses, the adverse impact on
the environment and the serious health hazard generated by the.
conditions in the Lake of Tunis must.be the primary motives for the
much needed improvement.

Realizing the situation and searching for an effective im-
provement, the Ministry of Agriculture of the GOT authorized a detailed
survey and evaluation of the conditions in the Lake of Tunis. The
findings and recommendations contained in the survey report, prepared
by Professor Sven Bjork of Lund University, Sweden, are currently
under GOT review. It 1is hoped tﬁat the findings will provide guidelines
for the restoration of the Lake of Tunis.

Preliminary work on the restoration of the lake has already
been authorized and cleaning of the overgrbwth and pumping of the ac-
cumulated solids will be initiated shortly. Final decision as to the
type and extent of the restoration work will, however, be based on the

type of planned improvements of the Tunis sewer system selected.

6. Other Utilities:

a. Potable Water Supply Distribution: The supply and main

distributién systems of potable water in Tunisia is the responsibility
of the Société Nationale d'Exploitation et de Distribution des Eaux
(SONEDE) .

Generally, the available data indicate that there is a suffici-
ent supply of potable water in all major populated areas., Moreover, thc
potablé wvater supply for the city of Tunis has practically been doubled

by the completion of the Gdir El Goulla Dam and treatment planf.
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The dam and the treatment plant have been completed under the
sponsorship of the Ministry of Aériéulture and financially assisted
by USAID loan No. 664-H-012 and 012A of February 15, 1963 and December 18,
1968. |

Since further extentions to the pgesent water collection and
distribution system are under GOT consideration, it appears that no
problems with efficient and satisfactory water supply in Tunis and other
areas of concentration should be expected.

These findings, however, should be related only to'the housing
stock with presently installed water supply and to the proposed housing
development plan. Currently, although practically all of the housing
stock has some means of water supply, only 297 of the available units have
installed running water. Individual or comminal wells or streams provide
the wvater supply to the balance of the stock.

b. Electric Power Supply: The generation and distribution of

electric power is the responsibility of the Société Tunisienne d'Electri-
cité et du Gaz (STEG).

The currently generated supply (mostly hydro-electric plants)
more than satisfies the demand in Tunis, as well as in other localities,
while additioﬁul generating sources are planned by the GOT for the future. .

Power is being delivered to consumers at 110-120 V - 50
cyeles or 210-220 V - 50 cycles,depending on the area.

Electrification of Tunisia is, however, limited to the
urban areas and the relatively newer housing units. There are still

664,000 units, or 75% of the housing stock, without electric power supply.
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c. Highways, Roads, and Streets: With the exception of

minor streets serving the circulation within the community,the roads
and highways are under the responsibility of the Ministry of Public
Works and Housing, the Gouvernorats, and the Municipalities.
The present regulations set thé following minimum
requirements:
Major Streets 30 meters right of Qay
7 meters average pavement
4 meters sidewalks
Marginal access atreéts: 20 meters right of way
5 meters pavement
Minor or dead-end streets: 10 meters right of way
6 meters pavement
4 meters sidewalks
Bituminum asphalt paving is common throughout the
country. Highways and major traffic arteries are individually designed
to accommodate the present and projected traffic loads.
A sizeable GOT highway improvement program is currently in

progress.

7. Local Property Taxes: Tive different taxes are levied on

real estate in Tunisia.
All real estate is subject to taxes for municipal services,
such as garbage collection, etc., and to taxes for scwers. the

former is known as the "taxe d'entretien" and the latter as the



"taxe d'assainissement." TFor buildings comstructed before 1944,
these taxes amount to 20% of the actual or imputed rental value of
the property; buildings tonstructed after 1944 are taxed at 10%.

All real estate over 15 years old 1s assessed a basic
property tax, with those buildings constructed before 1944 taxed at
15% and those constructed after 1944 at 10%. Buildings less than 15
years old are exempt from this tax.

All buildings are also subject to a tax of 47 of the actual
or imputed rental value for transfer to the Fonds Nationale pour
1'Amelioration de 1'Habitat (FNAH). As discussed in Section B, these
revenues are used to make home improvement loans.

Finally, buildings subject to rent control, which is
limited to those constructed prior to 1944, are assessed a "taxe de
compensation' of 5% to compensate for the fact that rental values of
structures under rent control do not increase through time.

In summary, buildings constructed before 1944 pay 44% of
their actual or imputed rental value as property taxes; buildings
constructed since 1944, but which are aver 15 years old, pay 24Z;>

and buildings less than 15 years old pay 147.
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H. SOCIAL SERVICES

The level of community socialization in popular neighborhoods
is relatively high. Many family activities, of course, take place
within the courtyard walls, but the market place, the sidewalk cafe,
and the common water source aleo offer ample opportunity for sociali-
zation for both sexes.

ihe Societe Nationale Immobiliere' Tunisienne (SNIT) reports
that families get to know each other very rapidly in new housing
developments. In one city, Sfax, the eight families who will occupy
an apartment building aré acquainted with each other before the
units are assigned and the assignments are made by groups of eight.

Families with numerous children present some problems in terms
of maintenance of the common areas. SNIT ig currently considering
the promotion of a system of social action committees for its row-house
developments. In apartment complexes under SNIT management, home-
owners associations are already established to assure the maintenance
of conmon areas.

Social services are provided by "social assistants' from the
municipalities and from the Ministry of Social Affairs. Assistants
from the Ministry of Social Affairs are particularly acpive in family
planning, but their guidance is also sought in many other areas of
family life.

Neither can the role of the Secretary of the neighborhood cell

of the Destourian Socialist Party be overemphasized.

105



106

Housing cooperatives have provided a sense of cohesion to
neighborhoods .in which they function. Moreover, housing cooperatives
have a rather long history in Tunisia, dating back to 1921, when
legislation authorized the organizatioﬁ of cooperatives along the lines
of the French Habitation Bon Marché (HBM). Under this.form of organi-
zation, members purchased shares and each year, the cooperative
constructed a certain number of units financed by advances from the
state or from the Caisse Mutuelle de Crédit Immobilier de Tunisie
(CMCIT) -- the Mutual Housing Bank of Tunisia. Each housing develop-
ment was covered by a simple mortgage with a term of‘20 years. Under
4 state subsidy program, members paid a very modest 1.5% interest.
CMCIT also kept fhe books of each association.

A mutual life insurance company held life insurance policies on
all members of the cooperative. If a member died, the insurance
continued to make the monthly payments on the mortgage.

During some 30 years of operation, the HBM's constructed about
4000-5000 housing units and when SNIT absorbed these units in 1966,
about 30 HBM sociéties remained active. Their membership, howevér,
was 80% European and the construction program of the HBM concentrated
on relatively costly three to five-room individual units on 400 square
meter lots.

After Tunisian Independence, a similar type of housing coopera-
tive was organized to construct inexpensive housing units. The housing
units constructed by these new cooperatives, Societes Coopératives

Ouvridres de Logement (SCOL), cost about 1,300 dinars and were finarnced
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with the aid of 30-year, 2% loans granted by the state. Eighty-seven
SCOL's were oxrganized and during the ten years of their independent
existence, they sponsored the construction of some 2,700 housing units.

When the GOT decided in 1966 to centralize and standardize its
shelter sector activities, the lease-purchase portfolios of the HBM's,
SCOL's, and the CMCIT, as well as the administrative and accounting
functions of CMCIT, were transferred tp SNIT.

Juridically, the HBM's and the SCOL's are different, the former
being established under French law and the latter under Tunisian law.
Tunisian law now permits the organization of housing cooperatives under
fhe regular provisions of the business law regulating commercial and
business activity under the general supervision of the Ministry of National
Economy., |

Housing cooperatives in Tunisia have consistently maintained their
voluntary character and, thus, never fell into opprobrium, as did the
agricultural cooperatives into which farmers were forced during the
1960's.

The existing HBEM's and SCOL's remain active in various aspects
of management, but, in the absence of funds, they do not sponsor new
housing projects.

Housing cooperatives continue to be popular in Tunisia and have been
organized by the employees of large companiés and of government agancies.
Moreover, under the 1973-76 development ﬁlan, housing cooperatives are
expected to assume a greater role in the GOT shelter sector strategy

than in the recent past inasmuch as financing will be made availablg
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to cooperatives and other housing societies under the proposed

law for the Promotion og Real Estate Companies.



I. ECONOMIC CONSIDERATIONS

1. Introduction: This section of the survey provides a
general overview of the growth and structural change of the
Tunisiaﬁ economy over the recent past and comments upon the general
aspects of the 1973-76 development plan. Detailed discussion and
analysis of the balance of payments and Tunisia's debt-service
capacity are also provided with a view toward determining the
ability of the economy to carry out its planned shelter sector
activities and to repay external borrowing which might be under-

taken to finance ahelter sector activities.

2. Recent Economic Performance: Over the period 1968-1972,

the Tunisian cconomy grew at a truly phenomenal rate, as TableTIl
indicates. Per capita income in 1966 dinars increased from 120.70
in 1968 to 160.53 in 1972, which, at the 1970 exchange rate of .520
dinars per dollar, translates into increase of slightly more than
75 dollars per capita over a five-year period. That is, using the
rate of exchange prior to the U. S. devaluation, real per capita
gross domestic product increased from 232,11 dollars in 1968 to
308.70 dollars in 1972,

Moreerr, it should be emphasized that this growth occurred
without significant inflationary pressure. During the period, the
highest rate of price inflation was 6.3% in 1971 when the gross
domestic product, in 1960 dinars, rose by 9.1%. The lowest rate
of inflation was in 1972, at .8%, when rcal gross domestic product

rose by 17.6%. 109
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TABLE Il

GROSS DOMESTIC PRODUCT

Millions of Millions of 1966 Dinars
Current Dinars 1966 Dinars Per Capita GDP Deflator

1968 624.3 594.8 120.70 104.96
1969 678.2 625.0 124,33 108.51
1970 745.9, 667.9 130.30 111.83
1971 866.6 729.0 139.31 118.88
1972 1,028.0 857.4 160.53 119.90

Rate of Crowth Rate of Growth Rate of Crowth Rate of
of GDP in Cur- of GDP in 1966 of 1966 GDP Change of

rent Dinars Dinars Per Capita GDP Deflator
1968-69 8.67 5.1 3.0% 3.3%
1969-70 10.1% 6.9% 4 .8% 3.1%
1970-71 16.02 9.12 6.9% 6.3%

1971-72 18.62 17.6% 15.2% .82



in general, the expansion of the economy has proceeded
along a broad front, with most sectors- contributing to over-all
growth. Moreover, no single sector dominates the Tunisian economy.
Although Agriculture and Fishing éenerated the largest percentage
of real'gross domestic product at factor cost, with an average over
1968-72 of 17.8%, Manufacturing generated an average of 9.6% and
Construction and Public Works accounted, on the average, for 8.0%.
Within the Manufacturing sector, the construction materials industry,
including the manufacture of ceramics and glass, accounted for less
than 10%, on the average, of Manufacturing output over the 1968-72
period.

3. Future Prospects: The 1973-76 Development Plan envisions

an expansion of 31.57 in real gross domestic product over the four-
year period and an increase in real per capita gross domestic product
to 195 dinars -- $375 at the 1970 exchange rate. The target rate of
growth of real GDP per capita over the four-year period is 21.5%.

As shown iﬁ Table I2, the plan contemplates no repetition
of the phenomenal rates of growth experienced in 1971 and 1972.
Indeed, the 1972-73 growth rate 1is expected to be only 2.9% in real
terms. Stronger, growth 1s expected in 1974 (10.37%). The plan’ then
contemplates stabilizing the growth rate at 7.6% and 7.7% for 1975
and 1976, réspectively.

The target rate of price inflation implied by the plan is
essentially zero, but it should be understood that the Tunisians
plan in real terms and do not yet prepare a plan for the monetary, or
financial, sector. It may nevertheless be inferred from past

behavior that the Tunisian government is unwilling to accept more

11!



1972
1973
1874
1975
1976

1972-73
1973-74
19"4-75
1876-76

TABLE I2

PLAN PROJECTIONS OF GROSS DOMESTIC PRODUCT

Millions of

Millions of

1966 Dinars

Current Dinars 1966 Dinars Per Capita GDP Deflator
1,028.0 857.4 160.53 119.90
1,065.7 882.1 161.88 120.81
1,175.9 973.2 175,13 120.82
1,876.7 1,047.1 184.83 121.08
1.365.8 1,127.7 195.00 121.12

Rate of Rate of Rate of

Growth of Growth of Growth of Rate of Change

GDP in . GDP in Real GDP of GDP

Current Dinars 1966 Dinars Per Capita Deflator

3.7% 2.9% «8% . 8%
10.3% 10.3% 8.2% -
7.8% 7.6% 6.6% «2%
7.7% 7.7% 6.6% -
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than very modest rates of inflgtion and that the implication of a
zero target rate of inflation is probabiy consistent with Tunisian
thinking on the subject.

. Given that the plan contemplates an increase in the relative
share of the Construction sector from 8.0% to 9.4%, and that the
domestic manufacture of construction materials will, according to
" the plan, expand less than proportionately, it can be inferred that
the import comp&nent of construction may be higher during the 1973-76
period than in the past.

This inference is consistent with the plan's projection of
the gap between exports and imports of goods and services. As indi-
cated in Table I3 which presents gross domestic product in current
dinars by expenditure, the Tunisian foreign trade deficit is projected
to rise from 15.1 million dinars in 1972 to 67.0 million dinars in
1976.

Moreover, it would appear from the data presented in Table 14
that tha principal source of the rising trade deficit is the
targeted increase in the rate of non-residential fixed capital formation.
Exports relative to gross domestic product are expected to rise
modestly while cbnsumption relative to gross domestic preduct is
expected to decinc slightly. Furthermore, note that, although invest-
ment in residential construction is programmed to increase substan-
tially in absolute terms, it will not increase significantly relative

to gross domestic product.



1968
1969
1970
1971
1972
1973
1974
1975

197¢

TABLE I3

GROSS DOMESTIC PRODUCT BY EXPENDITURE
(1968-72 ACTUAL; 1973-76 PLAN PROJECTIONS)

Consumption

Private Public

396.0
443.4
499.1
563.7
649.7
698.1
761.7

814.4

875.1

109.3
118.1
130.8
137.9
156.9
170. 9
181.¢
194.8
208.9
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(Millions of Dinars)
Gross Fixed
Capital
Formation
Non Resi- Resi- Changes in
dential dential Stocks Exports Imports
112.8 15.9 9.1 133.5  152.3
121.3 20.3 5.5 149.9 180.3
123.8 22.8 4.8 166.2 200.2
151.0 22.1 9.4 212.4 230.2
180.8 27.6 29.1 268.9 284.0
224.5 32.8 - 4,6 275.0 331.0
263.9 32.7 9.4 307.5 375.8
270.4 36.7 16.6 346.5 411.0
.292. 9 37.5 18.6 381.0 448.0



1968
1969
1970
1971
1972
1973
1974
1975
1976

EXPENDITURES RELATIVE TO GROSS DOMESTIC PRODUCT
(1968-72 ACTUAL; 1973-76 PLAN PROJECTIONS)

TABLE I4

(Percent, Based on Current Dipars)

Gross Fixed Capital
Formation

Consumption Non Res. Resident
80.9% 18.17% 2.5%
82.8 17.9 3.0
84.3 16.6 3.0
81.0 17.4 2.6
78.5 17.6 2.6’
81.5 21.1 3.1
79.4 22.4 3.2
79.6 21.3 2.8
79.4 21.4 2.7

Exports Imports
21.47 24,47
22.1 26.6
22.2 26.8
24.5 26.6
26.2 27.6
25.8 31.0
26.1 31.9
27.3 32.4
27.8 32.8
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As shown in Table I3 imports of capital goods are targeted
to increase substantially over the 1973-76 period relative to the
preceding five years.' In fact, between 1972 and 1976, capital goods
iaports are targeted to increase by 71.7%, and to account for
sligthly more than 25% of all imports of goods and services by 1976.

Moreover, the import component of non-residential fixed
caﬁital formation is planned to increase from an average of 30.9%
over the 1968-72 period to an average of 38.3% over the 1973-76
period.

The import cémponent of residential construct;on is dis-
cussed in detail in another section of the report, but it is perhaps
worth noting here that imports of construction materials represent
only about 10 - 15% of investment in residential construction.

Therefore, the picture which emerges with respect to the
recent economic history of Tunisia and the 1973-76 plan is that the
sharp planned increase in imports of goods and services -~ about 58%
between 1972 and 1976 -- 1is due primarily to a targeted 1increase in
the tempo of nonresidential fixed capital formation and that the
planned increase in residential investmeat does not contribute
materially to the projected deficit in the trade account.

It was noted above that, although the trade deficit had
narrowed substantially between 1968 and i972, largely as a result of

growth in export earnings rather than a decline in imports, the plan
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projects a relatively modest increase in export earnings over 1973-76.

Between 1968 and 1972, exports increased 101.47, but the plan projeccts

an increase of only 41.7% in exports betwcen 1972 and 1976.



1968
1969
1970
1971
1972
1873
1974
1975
1976

1968
1969
1970
1971
1972
1973
187¢
1876

1676

COMPOSITION. OF IMPORTS
(Millions of Dinars)

TABLE I5
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4.0 26.2

Total Consumer Food Intermediate Capital giﬁ::ces ¢
.Imports Goods Imports Goods Fuels Goods Imports
152.3 17.6 23.5 43.7 1.8 30.4 35.3
180.3 21.2 30.0 52.4 5.7 30.5 40.5
200.2 21.3 34.5 59.3 6.7 38.6 39.8
230.2 25.2 37.4 57.5 7.0 52.9 50.2
284.0 32.9 42.0 66.3 15.2 65.8 61.8
331.0 37.0 47.0 79.0 16.0 85.0 67.0
376,65 41.0 §1.6 93.0 16.6§ 100.0 73.5
411.0 45.0 56.5 106.6 17.0 105.0 81.0
448.Q §50.0 .62.0 117.0 18.0 113.0 88.0
(RELATIVE SHARES: PERCENT)

11.6% 15.4% 28.7% 1.22. 20.0%
11.8 16.6 29.1 3.2 16.9
10.6 17.2 29.6 3.3 19.3
10.9 16.2 25.0 3.0 23.0
11.6 14.8 23.3 5.4 23.2
11.2 14.1 23.9 4.8 26.7
20.9 13.7 24.8 4.4 26.6
10.8 13.7 25,9 4.1 26.6
11.2 13.8 28.1
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As shown in Table 16, an apparent reason for this pro-
jection is the expected decline in exports of processed agriculture
exports, particularlf olive oil, which constitutes by far the greatest
proportion of this category of exports. These projections are
probably conservative, in that while the plan projects earnings from
the export of olive oil of 17.5 million dinars for all of 1973,
exéorts for the first three months of 1973 were 8.88 million dinars,
which is only slightly below the 1972 first quarter earnings of
10.28 million dinars. Moreover, in late September, 1973, the esti-

. mates of olive oil exéorts for 1973 were revised upward to about

26 million dinars. But, at the same time, earnings from tourism
were revised downward, based in the first six months of 1973, to
approximately their 1972 level. There are, however, some indications
that the pattern of tourist visits is changing, with relatively

more tourism during the winter months than in the past and relatively
less in the summer months than before. Consequently, the export
earnings projections for these two categories are felt to be on the
conservative side.

The data shown in Table I6 also reveal that the planned
investment in the textile industry noted above is ex?ected to have
a strong export component. In the export category of finished and
semi~finished products, the export of textile and leather products
accounted for 16.6% of éarninés, on the average, over the 1969-72
period;by 1976, they are planned to account for 49.97 and to average

43.2% of the category over 1973-76.



1968
969

- 1970

971
"972
1973

974
1975
-976

968
1969
~970

971
1972

‘973
1974
876

876 '

TABLE 16

COMPOSITION OF EXPORTS
(Millions of Dinars)
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*Basic Processed Finished
Agri~ Agri- Crude & & Semi-
Total cultural cultural Mineral Refined Finished
Exports 4 Exports Exports Exports Petroleum Pruducts Tourism Other
133.5
149.9 9.5 21.7 11.5 22.7 22.6 26.1 35.8
166.2 11.2 18.9 - 15.7 26.1 24.6 31.6 38.1
212.4  10.9 32.6 16.4 31.9 24..6 53.8  42.2
268.9  11.2 58.3 15.3 41.3 30.2 68.0 44,6
2756.0 11.9 2&.4 15.4 48,65 46.4 79.5 46.9
307.5 12.6 26.8 14.0 56,7 57.8 91.8 49,2
346.6 13.8 32.6 11.4 54.0 79.5 103.0 52.3
381.0 15.1 38.2 9.8 51.5 96.8 115.0 54.6
(RELATIVE SHARES: PERCENT)
6.3% 14.5% 1.7% 15.17% 15.17% 17.4%
6.7 11.4 9.4 15.7 14.8 19.0
5.1 15.3 7.7 15.0 11.6 25.3
4.2 21.7 5.7 15.4 11.2 25.3
4.3 9.6 5.6 17.6 16.9 28,9
4.1 8.7 4.6 18.1 18.8 29.8
4.0 8.4 3.3 156.6 22.9 29.7
4.0 10,0 2.6 13.6 25.4 30.2
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These projections may prove to be optimistic, but given .
"the past performance of the Tunisian economy and the high rate of
growth targeted for 1973-76, some underachievement of targets would

still leave a very healthy balance.

4, Balance of Payments and External Debt Consideration: Given

the plan projections, which must be deemed ambitious, though not un=-
realistic, a substantial foreign financial inflow has been projected.
The complete balance of payments piéture is given below in Table I7
Note that the gross foreign financial inflow over the 1968-72
petiod averaged 84.9 million dinars per year and the plan projections

" for 1973-76 call for an annual average inflow of 128.9 million dinars

or some 322 million dollars per year at the September, 1973 exchange
rate. The total gross foreign financial inflow called for by the
four years of the 1973-76 plan is 515.5 million dinars or 1.289 billion
dollars at the September, 1973 éxchange rate. Even on a net basis,
after deducting amortization of existing and programmed debt, the
projected foreign financial inflow will be substantial -~ 379.5
million dinars, or 949 million dollars at the September, 1973 exchange
rate.

The debt service, including both interest and amortization
of public and private sector extcrnal debt, is nevertheless projected
to decline as a percentage of export earnings. Service on the public
and private foreign debt, which stood at 25.37% of export earnings in
1969, declined to 17.8%.in 1972 and 1is projected to decline steadily

through 1973-76 to 14.77% of projected export earnings.



1968
1969
1970
1971
1972

1978 -

1974
1975
1976

1968
1969
1970
1971
1972
1973
1974
1976
197¢

TABLE I7

BALANCE OF PAYMENTS
(Millions of Dinars)
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Exports of Imports of Balance o1 Net Balance on
Goods & Goods & Trade Net Factor Foreign Current
Services Services Account Payments Transfers Account
133.5. 152.3 -18.8 =25.1 5.9 -38.0
149.9 180.3 -30.4 -23.9 4.1 -50.2
166.2 200.2 =34.0 =20.4 5.3 -49,2
212.4 230.2 .=17.8 -11.9 8.5 -21.2
268.9 284.0 -15.1 -12.5 4.6 -23.0
275.0 331.0 -56.0 -13.6 4.6 ~65.0
307.5 375.6 -68.0 -13.6 4.6 ~77.0
346.5 411.0 -64.5 ~13.0 4.5 -73.0
881.0 448.0 -67.0 -12.6 4.5 -75.0
Public &
Private Change in
Direct Net Short Other Repay- Monetary
Grants Loans Invest. Term Credit ments SDR's Reserves
15.1 28.8 10.7 -5.7 23.6 25.4 - 9.1
22.7 34.6 10.5 b 18.5 26.7 - 9.8
22.4 31.4 10.3 -1.9 19.7 25.7 3.1 10.1
18.4  44.7 12.5 ~3.8 20.1 - 25.5 2.0 47.2
17.2  44.9 20.1 -5.8 15.1 35.0 2.7 36.2
22.6 67.2 24.8 - 1,8 31.0 - 23.6
18.2 67,0 20,3 - 22,6 32.0 - 20.0
18.4 74.2 19.9 - 16.0 36.0 - 18.6
18.4 88.2 21.7 - 11.2 38.0 - 26.6
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A detailed breakdown of actual and projected foreign debt
and debt service is given in ?able 18,

Both Table I7 and Table I8 iﬁﬁicate that the foreign debt,
insofar as it is currently projected, is well structured. Substan-
tial inputs of short-term debt have been avoided and; indeed, there
was net repayment of short-term debt over the 1968-72 period. More-
over, the existing structure appears to provide an orderly repayment
schedule over the 1973-76 period.

Some question remains, however, as to whether or rot Tunisia
might be well-advised to reduce its foreign financing requirements by.
accepting a eomewhgt lower level of international monetary reserves.

Table I9 contains data on the actual and planned levels of
international monetary reserves, on the bases of official reserves
and net liquidity, relative to annual imports. These data reveal
that the plan contemplates a level of international monetary reserves
in 1976 in excess of 407 of annual imports. That is, planned imports,
bogh essential and nonessential, could be maintained for 4 to'S
monkhs by drawing down international monetary reserves, assuming that
export earnings and net foreign financial inflows summed to zero.

Tunisian export earnings, however, are based significantly
on agricultural commodities, the production of which is susceptible
to the vagaties'of the weather., Moreover, the crop cycle of some of
these commodities may be as long as a year. Therefore, it is perhaps
understandable for Tunisia to set its target level of international
monetary reserves at approrimately 407 of annual imports. It must
nevertheless be noted that such a level of contingency reserves

probably contemplates calamity rather than the normally anticipated



1969
1970
1971
1972
1973
1974
1976
1976

TABLE 18

EXTERNAL DEBT AND EXTERNAL DEBT SERVICE
(Millions of.Dinars)

Total Government

Debt Amort. Int. Debt Amort. Int.
296.7 26.7 11.2 176.0 9.1 4.1
322.1  25.7 11.0 193.0 8.4 5.4
361.4 25.5 12.0 207.1 12.0 7.3
386.4  35.0  13.0 222,2 19.8 7.6
427.8 31.0 14,0 241.8 13.7 7.6
485.1 32.0 15.0 264.7 14.0 7.8
§39.3 35.0  16.6 287.4 15.§ 8.6
600.7 38.0  18.0 311.1 17;0 8.5

Enterprises
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Debt Amort. Int.
120.7 17.6 7.1
129.1 17.3 5.6
154.3 13.5 5.7
164.2 15.2 5.4
185.8 17.3 8.4
220.4 18.0 7.8
261.9 19.6 8.0
289.7 21.0 8.6



1968
1969
1970

1971.

1972
1973
1974
2976
1976

TABLE 19

INTERNATIONAL MONETARY RESERVES RELATIVE TO ANNUAL IMPOQRTS

(Millions of Dinars)

(1) (2)
Official Net Liquidity (3)
Reserves Reserves Imports
2.8 - 11.9 152.3
25.9 - 2.1 180.3
37.2 8.0 200.2
81.7 55.2 230.2
119.8 92.9 284.0
143.3 . 116.8 331.0
163.3 137.3 375.6
182.8 156.8 411.0
208.3 183.3 448.0

(L)/83)

16.3%
14.4%
18.6%
35.5%
42,2

43.3%
43.5%
44.6%
46.7%

- 7.8%
- 1.2%

4.0%2
24.0%
32.7%
36.3%
36.6%
38.2%
40.9%
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‘year-to-year fluctuations in export earnings.

Further insight into this question can be obtained by
determining the econdmy's foreign debt service surplus, or that
amount of annual loan amortization, in addition to thut to which
the country is already committed or has programmed, which could be
paid without violating the target level of international monetary
reéerves. The procedure for determining the foreign debt service
surplus, which is described below, ylelds a somewhat more compre-
hensive measure of a country's foreign exchange position than either
. the conventional debt'service ratio or the ratio of international
monetary reserves to annual imports.

Flist, the accounting indentity for the change in inter-

national monetary reserves is specified:
MR = EX + TXFF - IM - NFS + FFI - FFO,

where AMR is the change in the level of official international
monetary reserves, EX 1s exports of goods and services, TXFF 1is net
foreign transfers, IM is imports of goods and services, NFS is net
factor payments, including interest on foreign debt, FFI is the
gross foreign financial inflow, and FFO is the gross foreign finan-
clal outflow, which consists of forcign debt amortiz;tion. Next,

a demand function for inturnational monefary reserves is specified.
This tunction relates the curreni level of international fnonetary
reserves to annual imports, with the parameter of the function
determined more or less arbitrarily on the basis of a subjective,

decision about the level of contingency rescrves which the country
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feaels is "ﬁrudenc." For the Tunisian case, it could be assumed that
a level of international monetary reserves equal to three months'
imports, or 25%, would be sufficient for these purposes. Therefore

the demand functlon for international monetary reservea 1a taken nm:

MR* = ,25IM
Next, given that AMR = MR =~ MR.1 » Where yg__l is the level
of MR in the previous period, the accounting identity of AMR 1is
rearranged, with MR being replaced by MR*, and the resulting equation'
solved for the maximum amount of foreign financial outflow, FFO%,
which the country éould withstand, given the values of the other
variables in the equation, while eiactly satisfying its demand for

international monetary reserves. That is:
FFO* = FFI -~ MR* + MR.l + EX + TXFF - IM - NFS

Then, to determine the foreign debt service surplus, FDSS,
the actual or programmed foreign financial outflow, FFO, is subtracted
from FFO%:

FDSS = FFO* - FFO

This gnalysis can be used in at least tﬁ}ee ways: (1) to
determine the extent to which underachieverent of the relevant plan
targets will allow the country to continue to service its external
debt without impairing its international monetary rescrve position,
(2) to determine the extent to which foreign financial inflow

requirements might be scaled down, given the approximate achievement
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of the relevant plan targets, and (3) to determine the impact of new
foreign lending, not already included iﬁ the analysis, on the

country's reserve position, again given the achievement of the relevant
plan targets.

Table £10 contains the results of this analysis applied to
Tunisia for the three uses indicated above. In all cases, MR* has
" been ass:med equal to 25% of annual imports.

Note that the revisec foreign financial inflow requirements,
FFI*, allows for some underachievement of the relevant plan targets,
inasmuch as net fac;or payments, NFS, and external debt amortization,
FFO, have rot been revised in a manner consistent with the lowered
foreign financial inflow requirements.

In the case of the addition of a loan not already included
in the analysis, it was assumed that the loan would be a 25 year loan
in the amount of $20 million, at 10% interest, principal and interest
payable in equal annual installments. It was further assumed that
this loan would be fully disbursed in 1973 and that repayment would
begin in 1974, For purposes of the anaiysis, the loan in dollars,
as well as the debt service payable in dollars, were converted to
dinars at the Sepfember, 1973, exchange rate of .400 dinars to the
dollar.

Moreover, for the sake of computational convenicnce, all
debt service was added to FFO, rather than divided appropriately

between FFO and NFS.



1968
1969
1970
1971
1972
1973
1974
1975
1976

Foreign Debt

Saervice Surplus

FDSS = FFO* - FFO

- 2.3
<10.5
-13.9
26.8
46.9
60.6
69.4
80.0
87.3

23.1
16.2
11.8
52.3
8l1.9
91.6
101.4
115.0
1356.3

25.4

26.7
25.7
25.5
35.0
31.0
32.0
36.0
38.0

TABLE I10

Revised

Foreign Financial

Inflow Requirements

FOREIGN DEBT SERVICE ANALYSIS
(Millions of Dinars)

Foreign Debt
Service Surplus
After Addition of
$20 Million Loan

FFI* = FFI - FDSS

74.8
97.2
98,9
67.1
47.3
§9.0
59.6
47.5
42,2

72.5
86.7
85.0
93.9
94.2
119.6
129.0
127.§
139.6

- 2.3
-10.5
-13.9
26.8
46.9
60.5
89.4
80.0
97.3

FDSS = FFO* -~ FFO

68.5 89.6 31.0
68.5 101.4 32.9
79.1 115.0 35.9
96.4 135.3 38.9
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The results of the analysis reveal that Tunisia had a
comfortable foreign debt service surplus in 1971 and 1972, although
the previous three years were ones of "deficient" international
monetary reserves. According to the 1973-76 development plan, the
foreign'debt service surplus is expected to grow substantially, with
the 1976 surplus estimated at slightly more than twice that realized
in 1972,

Given. a demand for international monetary reserves equal
to 25% of annual imports, it follows that foreign financial inflow
requirements could be reduced significantly. Indeed, the revised
foreign financial inflow requirement for 1976 is only 30% of the
planned foreign financial inflow for that year.

The analysis of additional debt-bearing capacity over the
1973-76 period reveals that a $20 million loan would scarcely alter
any of the preceding conclusions. Moreover, it makes very little
difference whether the interest rate is set at 10% or at, say, 8%.
Iﬁ'the 107 case, anﬁual principal and interest on a 25-year, $20
million loan would amount to 872,000 dinars, while at 8%, the annual
payment would be 740,000 dinars.

Since the 1973-76 development plan has a}ready programmed
a 4.7 million dinar HG loan, the use of an additional $20 million
loan in the.preccding analysis results in conclusions based on a total
input of HG funds of slightly more than $30 million over the four-year
period.

. On this basis, the 4.7 million dinar loan constitutes only

nine~tenths of one percent of the total programmed foreign financial
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inflow. Thus, even a $30 million HG loan, much less the programmed
§11.75 million loan, disbursed over 1973-76 would not materially
affect either the Tunisian blanace of payments or its debt service
position.

Even in the more restricted sense of impact on the shelter
sector, a $30 million HG loan would have a significant, though not
a massive, effect. At the September, 1973, exchange rate, $30 million
converts to 12.0 million dinars. Yet planned housing investment for |
1973-76 amounts to 144.5 million dinars. Thus, a $30 million HG
loan would account.for orly 8.3% of total programmed investment in

residential construction over 1973-76.



J. TFOREIGN ASSISTANCE: PAST AND PROJECTED

Until recently foreign assistance to éhe Tunisian shelter sector
has been primarily in the form of technical assistance. The Tunisian
subsidiary of a major private French consulting firm, SCET, maintains
a 150-person mission, including secretarial and clerical personnel, in
Tunisia. This firm is involved in rendering technical assistance in
construction, including housing, agriculture, and tourism. Of the staff
of 150 persons, 30 are architects and engineers. The U. S. Peace Corps
and the Bulgarian government have also provided architects to render
technical assistance to the Ministry of Public Works and Housing.
Furthermore, the Swedish government is currently financing an experimental
program, which is expected to continue, in conjunction with the Tunisian
government's Center for Research in construction.

These programs have been useful in helping the GOT carry out programs
in accordance with conventional techniques, but their innovative impact
has not.been substantial, nor, for the most part, was it so intended.

In response to the 1969 flood damage, about 560,000 dinars of grant
assistance was provided by the Belgian, Dutch, Swedish, and Norwegian
governments. These funds were utilized to construct approximately 1,200
housing units. ’

The GOT is currently seeking 5 million dinars in grant assistance
to build 10,000 one-room rural housing units to replace an equal number of

gourbis destroyed in the 1973 floods.
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Other than technical assistance and disaster relief, the most
significant foreign financial asﬁistance to the shelter sector has
come through the HG program. Two projects have been funded with
this assistance: the Carnoy project, which involved a $5 million
loan for 565 housing units, and the Ras Tabia project, which is
currently being constructed with $10 million financing for 5,100 units.

The Carnoy project, which the GOT considered to be a private
sector operation, represented less than 27 of the 29,800 housing units
constructed under the 1965-68 development plan and about 4% of the
63 million dinars invested by the private sector in housing during
this period. The first phase of the Ras Tabia project represents 6%
of the housing units and 5% of the GOT investment in housing for the
1969-~72 development plan.

The GOT is currently seeking additional financial assistance for
housing investment, at present primarily sn concessional terms. The
Societe Tunisilenne de Banque (STB) has contracted with the Libyan
government for a 1.5 million dinar loan, the conditions of which were
not available, and a Swedish concessional loan for 1.5 million dinars,
to be directed toward highly subsidized programs for the very lowest
income groups, is under preliminary discussion. Additional assistﬁnce
from the Libyan‘government is considered likely and the 1973-76 develop-
ment plan includes a 4.7 million dinar HG loan. At the September, 1973
exchange rate, this HG loan would amount to 11,75 million dollars.

The 1973-76 development plan envisions a pubiic sector investment
of 62.5 million dinars in the shelter scctor. As detalled below,

only 45 million dinars of the resources for this investment have been
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identified, legving a balance of 17.5 million dinars to be obtained
from foreign and/or domestic sources.

Thus, the data contained in Taple J1 indicate that approximately
10% of the financing required for implemention of the 1973-76 shelter
gector plah has already been identified as foreign assistance. More-
over, sources for 287% of the financing have not yet been identified.
Should all of this additional financing be sought from external
sources, the total. foreign assistance component would amount to approxi=-

mately 60 million dollars, or 38% of the total program.



TABLE J1

" PINANCIAL RESOURCES FOR PUBLIC SECTOR HOdBING INVESTMENT, 1973-76
(Millions of Dinars)

Source of Financing

SNIT and Other Promoter Resources
GOT Contribution
Downpayuments

SUB-TOTAL: Domestic Sources

Swedish Loan
HG Loan

SUB~TOTAL: Foreign Sources

TOTAL: ALL SOURCES

Investment Planned:

Additicnal Financing to be Obtained:

Amount of Financing

14.70
7.25
_16.85
38.80

1.50

4.70
6.20

45.00

62.50

17.50
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K. TECHNICAL ASSISTANCE AND PROJECT MONITORING

1. Background: During the first HG project in Tunisia,
provision to the sponsor of most of the necessary services during
the construction period was made possible by the presence in Tunis
of the Regional Housing Office for Africa. This office was staffed
by an AID contractor, the National League of Insured Savings Assoc-
iations.

The sponsor of the current HG project, the Société Nationale
Immobiliere Tunisienne (SNIT), has a much greater capacity to carry
out the program than the sponsor of the first project, primarily
because of SNIT's experience. The problems which have been encoun-
tered on the current project, at Ras fabia, have been of two types.

a. Construction Problems: The Ras Tabia project has been

delayed by the normal problems which beset virtually all con-
struction projects. SNIT has, however, contracted with an
expatriate firm to handle construction coordination and super-
vision ("pilotage') and has expressed the desire for assistance
in developing "pilotage" capability within Tunisia.

b. Monitoring Problems: Certain problems of monitoring,

of communications, and of procedures have arisen-because of
SNIT's lack of familiarity with AID programs and procedures.
At the present time, these problems are being resolved through
TDY technical assistance. Irmprovements in this aspect of the

program should occur through time as SNIT becomes more familiar
‘ \
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with' AID procedures and requirements. Adaptation of
certain of these requirements to Tunlsian conditions

would also facilitate improvement,

2, Technical Assistance: SNIT's interest in obtaining techni-

cal assistance in the area of project "pilotage" is valid, but it
dges not appear to be imperative in terms of the implementation of
the present HG project or possible future HG pProjects. It could,
however, be placed on the agenda for consideration by USAID/Tunisia
in the context of participant training needs.

Indeed, there appear to be no purely technical assistance
needs that must be rmet as a condition of successful implementation
of current or future HG projects.

Although the GOT will implement a new contract savings
program for housing finance, it appears to have available the necessary
financial expertise to implement the program, particularly in view
of the fact that the neéessary experience appears to be related more
to the French tradition of Pre-saving and mortgage-backed bond issue -
than to the American tradition of financial intermediation characterig-
tic of the savings apd loan industry.

As investment in the shelter sector becomes an increasingly
" important compon;nt of AID participation .n Tunisian development,
training requirements which cannot be foreseen at this time will,
however, manifest themselves. More USAID financial support than has

been neceséary in the past will, therefore, undoubtedly be required.
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3. Project Monitoring: Some form of regular project moni-
toring does appear to be necessary, parti;ularly in view of the
magnitude of the existing and proposed programs., Such monitoring
should be provided by a senior level technician experienced in
housing, familiar with the HG program, and, if at all possible,
knowledgeable in houeing policy determination and implementation in
developing countries. To make maximum use of such a technician, he
should probably be attached to USAID/Tunisia or to an appropriate
government agency, such as the proposed Council for Land Develop-
ment and Town Planning. With the technician so placed, he would be
in a position not only to assure proper utilization of the HG
resource, hut also to contribute to Tunisian housing plan develop-
ment in those areas where the experience and expertise of the Office

of Housing are particularly relevant.



L. SUPPLEMENTARY INFORMATION ON THE ECONOMY

1. Introduction: This section of the report contains information

which, for the most part, does not beaf directly on the shelter sector
but which is felt to be sufficiently relevant to an understanding of
Tunisia's overall economic circumstances to warrant its inclusion.

2. Domestic Saving and Investment: Economic theory and accounting

practice relate the national'income accounts and the balance of payments

in such a way that thé current account deficit in the balance of payments
(exports plus net foreign transfers minus imports minus net factor services)
18 necessarily equal to the difference between domestic saving and total
investment. That 1s, a deficit in the current account of the balance of
payments can be (1) covered by an appropriate net foreign financial inflow
or (2) recduced by increasing domestic saving or reducing total investment.

The current account deficit ir the balance of payments and the
planned foreign financial inflow requirements have been discussed above,
but net domestic saving has not yet been examined. The relevant data are
presented in Tables L1 and L2.

The proportion of gross investment financed by domestic saviné
averaged 76.97% over the 1968-72 period. The 1973-76 development plan,
however, projects a slight decline in this proportion, to an average of
.76,3%. This finding suggests that insufficient attention has been given to
improving the cconomy's capability to mobilize domestic saving and invites
a more detailed examination.

Table L1 contains a breakdown of domestic saving betwcen the
Government sector and the Enterprise and Houschold sector which readily

raveals that over the 1973-76 period, it is the latter which is expected to
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TABLE L1

DOMESTIC. SAVING AND INVESTMENT
(Millions of Dinars)

(DS-I) Ratio of

Total Total Net Domestic

Family  Enterprise Government Domestic Gross Domestic Saving to

Saving Saving Saving Savingz Invest. Saving Investment
1968 26.2 68.2 5.4 99.8 137.8 -38.0 724
1969 20.7 51.6 24,6 96.9 147.1 -50.2 659
1970 29.7 45.6 26.4 101.9 151.0 -49.1 675
1971 37.8 98.4 27.3 161.6 182.8 -21.2 .884
1972 54.2 120.7 © 38.6 213.5 236.5 -23.0 .903
1873 §5.2 85,7 46.8 187.7 252.7 -65.0 . 743
1974 63.8 111.7 §8.0 233.6 310.6 ~77.0 .7582
1975 68.7 116.8 68.0 250.0 323.0 -73.0 . 773

1976 77.3 126.1 71.6 273.9 348. 8 =76.0 .786
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TABLE 12

DOMESTIC SAVING AND INVESTMENT BY SECTOR
(Millions of Dinars)

Enterprise and

Government Sector Household Sector

Domestic Net Domestic Domestic Net Domestic

Saving Investment Saving Saving Investment Saving
1968 5.4 50.2 -44.8 94.4 87.6 6.8
1969  24.6 54.0 =29.4 72.3 93.1 -20.8
1970  26.4 42.8 ~16.4 75.3 108.2 -32.9
19711 27,3 41.5 -14.2 136.2 1613 - 5.1
1972 38.6 49.4 -10.8 174.9 187.1 -12.2
1973  46.8 §3.0 . 6.2 140.8 189.7 -§8.8
1974  s8.0 69.4 -11.4 . 176.6 241.2 -85.7
1976 66.0 77.4 -11.4 184.0 2¢46.6 -61.6

1976 7105 8505 "1400 20804 36304 -6100
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contribute most, in absolute terms, to the shortfall in domestic saving.
It is also clear, however, that the relative shares of total gross invest-
ment are expected to shift .toward the Enterprise and Household sector.

In 1968, for example, Government sector investment represented slightly
more than 367 of total gross investment; by 1976, this share is expected
to fall to 24.57%.

" Further investigation reveals that the Enterprise and Household
sector savings rate, taken as a proportion of gross national product plus
subsidies and transfers and less Government sector current account receipts,
is expected to average 18.67% over the 1973-76 period, which 1is somewhat
abov; the 1968~72 average of 17.9%, but below the 1971 énd 1972 rates of
20,27 and 21.77%, respectively.

At the risk of being repetitive, 1t should be noted again that
the housing investment prograrmed for 1973-76 represents a substantial
increase over the recent past. In fact, total planned housing investment
over this four-year period is 857 as large as investment in housing over
the ten-year period 1962-72. Such an increase invites questions about the
capability of the construction industry to achieve these targets.

3. Employment Considerations: Over the 1973-76 period, construction

of housing and nonresidential structures will average slightly more than

58% of gross fixed capital formation. During these four years, the construc-
tion component is targeted at 147.5 million dinars in 1973, 175.2 million

in 1974, 180.3 million in 1975, and 193.3 million in 1976. Although this
type of classification of gross fixcd capital formation, which 1s given in
detail in Table L3, is not available for 1972, we may assume that the con-

[ 4

struction component in 1972 was, as planned for 1973-76, about 58% of the
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TABLE L3

COMPOSITION OF GROSS FIXED CAPITAL FORMATION
(Millions of Dinars)

Energy, Manﬁfacturing
. Power & Construction .
Agriculture Mining Water Materials Textiles Other Housing
1969 27.6 2.5 16.2 2.4 ‘ 3.5 11.1 20.6
1970 22.2 4.2 19.2 1.6 4.1 13.9 22.8
1971 21.2 5.2 30.3 1.6 2.2 18.2 22.1
1972 27.8 5.0 51.2 2.0 §.0 11.1 27.7
1973 32.5 4.1 49.5 5.5 7.8 20,0  32.6
1974 44.4 8.4  44.9 8.6 0.7 253  37.7
1975 50.4 9.4 | 44.9 11.3 11.2 15.6 36.7
1976 50.¢ 4.1 49.2 . 8.2 11.8 18.7 37.6

Total Gross
Transport & Fixed Capital
Communication Tourism Other Formation

1969 16.2 14.6  26.9 141.6
1970 19.0 4.0  25.2 146.2
1971 34.8 15.5  22.3 173.4
1972 32.8 16.3  27.6 207.4
1973 41,8 24.1 34,0 267.2
1974 52,2 28.2  42.9. 301.2
1975 49.4 26.6  46.0 308.§

1876
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total.and, giyen that the construction industry employed 59,000 workers

in 1972, we may pfoceed to make rough estimates of the labor requirements
for construction in the 19;5-76 period.” On the average, output per
man~-year in the industry in 197Z amounted to 5,039 dinars. Without further
changes in téchnology which would increase output per man-&ear, the

annual labor requirements for construction envisioned by the 1973-76 plan
would be 72,339 workers in 1973, 85,924 iﬁ 1974, 88,425 in 1975, and 94,801
in 1976. The plan, however, anticipates an increase in employment of 19,000
workers in the construction'industry, which implies that output per man-year
would have to increase by an average of about 5% per year. While such a
rate of technological progress is not inconceivable, it is rather high and

a more plausible goal might be to accept a slightlv lower rate of techno-
logical progress and attempt to mobilize a slightly larger number of new
workers.

Estimating the skilled labor component of construction labor at
about 15%, the labor requirements for construction in the 1973-76 plan will
amount to an addition of almost 3,000 skilled workers to the construction
labor force. Achievement of this target 1is regarded as feasible on the
condition that migration of skilled construction workers to Europe and
other parts of North Africa does not crcate the necessity for training
workers over and above domestic needs.

Over-all employment growth targets for the 1973-76 plan call for
an increase in employment of 119,000 workers, which includes an increase of
40,800 in manufacturing, most of which (27,000) arc programmed for the

textile industry. Over-all, the targeted increase in employment for 1973-76
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is a relatively modest 8.6% above 1972. As noted above, however, and as
presented below in Table L4, some industries are programmed for much larger
increases than others.

In 1972, female employees represented 24.5% of total employment.
If this proportion 1s maintained through the 1973-76 period and if all
working-age males (15-64) are considered part of the potential labor force,
the employment target for 1976, after adjusting for full-time students, but
not taking worker migration into account, will constitute approximately
87% of the labor force. On the basis of these rough estimates, it may be
concluded that a significané amount of unemployment will remain, even if
~the plan targets are fully achieved.

In the aggregate, and under the unrealistic assumption of a
homogenous labor force, a 137 unemployment rate would not suggest the likeli-
hood of cncountering inflationary problems during the plan period. Given
tke fact, however, that the labor force is not homogenous and that the plan
calls for significant changes in the structure of employment, the zero rate
of inflation contcmplated by the plan deserves to be examined closely.

4, Financial Secctor Development and Inflationary Considerations: To

illustrate the potential for this type of difficulty, it i3 estimated that
in 1972, when the over-all rate of inflation was only .87, the wages of
skilled construction workers increased by approximately 302. Should the
economy cncounter skilled-labor bottlenecks in bursuing the plan targets,
wage incrcases in skilled categories might trigper an inflationary cycle
to which the Tunisian government might feel compelled to respond by either

scaling down its development targets or by instituting restrictive poligy



TABLE L4

SECTORAL EMPLOYMENT
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(Thousands)
Manufacturing
) Agri. Constr.
Agriculture Mining Energy Processing Textiles Materials Other
1972 800.0 19.0 6.3 35.6. 79.0 18.2 38.2
1976 800.0 17.0 7.1 38.9 106.0 21.7 45.2
TOTAL
CHANGE -0 - - 2.0 " .8 3.3 27.0 3.5 7.0
Transp. &
Const~ Communi- v Govern- Other
ruction cations Tourism Commerce ment Services Total
972 55.0 42.9 19.9 83.0 116.6 69.0 1.386.7
1976 74.0 49.0 33.5 83.0 136.0 80.0 1,505.4
TOTAL
CHANGE 19.0 6.1 13.6 10.0 19.4 11.0 118.7



146

measu?es. Such policy measures could also result in the failure to realize
: .
certain plan targets.,

If we view the potential source of inflationary pressure as
deriving from skilled-labor bottlenecks and, ﬁence, wage increases in excess
of productivity gains, we should determine the capacity of the financial
sector to absorb the potential excess demand which would result from such
an eventuality.

In the general case, savers and investors may be viewed as
different people. Both, of_course, receive income, yet they face different
alternatives as to its disposition. Again speaking genérally, enterprise
income may be distributed to shareholders, reinvested, or lent to others,
elther directly or indirectly through the medium of the financial systen.
Assunming that an individual wage earner is highly averse to undertaking
risk, we may conclude that his realistic alternatives are between consump-
tion and lending through the financial system -- that is, accumulating
financial assets. To the extent that financial asset accumulation takes
place and is channeled through the financial system to investors, rather
than to other consumers, pressure on the productive capacity of the economy
is relieved and the potential additional demand, as represented by the
increment to financial assets, which constitute claims against real goods
and services, is placed within the general control of the monetary authori-
ties,

Table L5 contains d&ta for the financial system and certain ratios
reflecting the demand for money and the proportion of total financial assaets

held outside the financial system in the form of currenecy in circulation.



1968
1969
1970
1971
1972

1968
-+ 1969
1970

1971

1972

TABLE L5

MONEY AND QUASI-MONEY
(Millions of Dinars)
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Currency Post Office Sub-Total Time and Savings "Total"
in Demand Checking (Money Savings Deposits Financial
Curculation Deposits Deposits Supply) Deposits CNE Assets
62.1 99.64 9.4 170.9 45.4 7.1 223.4
64.5 108.7 8.1 181.3 48.4 7.8 237.5
67.3 117.5 7.5 192.3 58.2 8.5 259.0
80.4 153.1 7.5 241.0 62.8 10.4 314.2
94.2 174.7 9.0 277.9 76.4 13.4 367.7
Bank
Time and Demand GDP
Income Currency Savings Deposits Relative
Velocity Relative to Relative to Relative to to Total
of Financial  Financial Financial Financial
Money Assets Asgsets Assets Assets
3.65 27.8% 23.57% 44,57 2.79
3.76 27.2% 20.47% 45.8% 2.86
3.88 26,07 22,5% 45.5% 2,88
3,60 25.6% 20.0% 48.7% 2.76
3.70 25.6% 20.8% 47.5% 2.80
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The data shown in Table L5 reveal that there has been very
little, 1f any, improvement in the financial system over the pastlfive
years. Although currency in circulatiqn relative to total financial
assets has declined somewhat, reflecting a reduction in the propensity
to withhold financial assets from the banking system, the income velocity
of money has remained more or less unchanged,.as has the ratio of gross
domestic product to total financial assets. Moreover, the composition of
financial assets has shifted relatively toward demand deposits and away
from time deposits whereas progress in financial development requires the
opposite. | |

It 18 possible, in the case of Tunisia, that the structure of
interest rates provides a partial explanation for such findings.

As of 10 February 1967, the maximum allowable rate of interast
payable on demand deposits was 1.75%, while the yield on savings deposits
was 3,007 for 1-6 months maturities and 3.50% for 6 months maturities,
3.50% for 6-12 months maturities, and 4.00% for naturities of one year or
more. The interest rate differential, at 1.25%, between the short-maturity
time and savings depositsand demand deposits may not have been sufficient
to overcome the premium placed on liquidity.

The interest rate structure was revised as of 29 June 1971,
reducing the maximum allowable rate on demand deposits to 1.00%, generally
reducing the rates payable on the shorter—-term time and savings deposits,
and increasing the rates payable on the longer-term time and savings
deposits. Savings deposits of 1-6 months maturity remained at 3.007,

6-12 months maturities were reduced from 3.50% to 3.00%, but savings dppoaits

of one year or more were alloved to yield up to 5.50%.
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Although it may yet be too soon to determine the effects of
these changes, it would appear thaclné marked shift in financial ésset
structure occurred during 1972, Indeed, the current interest rate struc-
ture might well be criticized for apparently giving insufficient importance
to the premium for liquidity required by the dgpositor.

It should also be noted that the rates of inflation during the
1968-72 period were, although modest by the estandards of most developing
countries, sufficiently high relative to interest rate levels that a real
rate of return >uld, in general, be obtained only on time deposits of over
one year maturity. In 1971, of coursé, with the rate of inflation at 6.3%,
.no depoéits earned a positive real rate of interest. This situation
improved in 1972, when the inflation rate fell to .8%, so that all deposits
could yield a positive real rate of return.

No similar changes in the structure of loan interest ratrs
occurred during 1968-72. The current structure was established on 5 Sept-
ember 1966 and provides for maximum rates of interest on short-term
rediscountable loans of between 5.75% and 7.50% and 6.50% and 8.00% on
nonrediscountable loans. With respect to weilum and long-term loans,
minimum rates on rediscountable loans range from 5.50% on housing loans
guaranteed by tﬁe state to 7.25% on other type: of cr.dit; maximum rates
on rediscountable housing loans are not regulated ard range from 7.25% on
loans for agricultural equipment to 8.00% on ioans for other purposes.
Interest rates for nonrediscountable medium and long-term loans are not
regulated.

Since legal loan rates of interest have not chapged since 1966,

it is difficult, 1f not impossible, to evaluate the effect of the loan ratu
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structure on the composition of credit. It is nevertheless interesting to
examine the sector composition of outstanding credit, which is given in
Table L6, for it reveals that the propoFtion of total credit extended to
the construction sector in 1972, at 9.5%, 1s slightly higher than the
proportion of gross domestic product at factor cost accounted for by this
sector (8,0%). This finding, however, does not necessarily imply that the
capacity of the financial sector to deal with the demand for long~tarm
mortgage credit is adequate. This topic is dealt with in another section
of the report.

Comparing TablesL5 and L6 reveals that, althoﬁgh the composition
of financial assets leaves something to be desired, financial asset
holdings have grown relative to credit outstanding. In 1968, outstanding
credit relative to financial asset holding was 99.7%, in 1969, 98.9% in 1970,
98.4% in 1971, 90.6%, and in 1972, 90.0%. This trend offers some hope of
approximating inflation targets over the 1973-76 period., The highly liquid
structure of financial assets, however, together with the high probability
of encountecring skilled-labor bottlenecks during the 1973-76 period,
provides sufficient justification for concern.

5. Government Revenue and Expenditures: The government budget, of

course, represents an additional, major means of containing inflationary
pressures., '

Simple elasticity calculations based An gross domestic product
and the data presented in Table L7, reveal that, in the aggregate, the
Tunisian tax structure is mildly progressive; the mean elasticity of total
tax revenun, taken as the sum of direct taxes, indirect taxes, and social

recurity contributions, with respect to gross domestic product 1is 1,058.



1968
1969
1970
1971
1972

1968
1969
1970
1971
1972

TABLE L6

COMPOSITION OF SECTORAL BANK CREDIT OUTSTANDING

.(Millions of Dinars)
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Manu- 'Transport &

Agriculture Mining  Energy facturing Communications Tourism
21.3 4.2 3.5 54.1 2.4 22,2
22.0 4.9 2.1 53.6 3.2 29.4
23.4 3.6 1.6 37.1 4.2 34.5
26.5 7.3 1.7 63.0 3.6 40.9
26.6 8.9 ‘ 2.0 69.5 6.7 45.6

Other Unaccounted for Total

Commerce Services Construction Credit Credit
30.5 2.5 25.2 56.6 222.8
33.4 2.8 25.4 57.6 234.3
35.5 3.0 24.8 65.1 254.8
44.0 2.8 26.2 69.7 284.8
56.7 6.9 1.4 76.5 330.8

NOTE: Includes Central Bank, but does not include National Savings Bank (CNL).



1968
1969
1970
1971
1972
1973
1974
1975

1976

1968
1969
1970
1971
1972
1973
1074
1076
1076

TABLE L7

" GOVERNMENT SECTOR CURRENT ACCOUNT

(Millions of Dinars)
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Soc. Sec. Interest & . Government
Direct Indirect Contri- Dividends Other Total Sector
Taxes Taxes butions Received Receipts Receipts Saving
41.1 84.1 17.5 3.9 1.5 148.1 5.4
54.6 98.8 20.7 5.0 1.2 180.4 24,6
55.1 106.4 22.0 0.7 1.7 196.0 26.4
56.6°  121.2 24.4 0.7 2.6 215.5 27.3
66.1 142.9 27.3 4.4 2,5 253.1 38.6
74.8 1566.0 31.2 26.8 2.0 278.8 46.8
80.2 171.¢6 34.3 16.8 2.1 304.4 §8.0
86.2  185.8 38.0 17.2 2.2 329.3 66.0
89.3 200.9 41.8 18.8 2.2 353.1 ’1.6
Interest in Debt Total
Consumption Transfers Subsidies Internal External Expenditures
1065.3 19.7 6.7 4.1 2.9 142.7
128.1 21.5 6.8 3.2 4.2 135.8
130.8 24,1 4.7 b4 5.5 169.5
137.9 28,5 7.1 6.2 7.4 187.1
156.9 30.4 12.5 6.8 7.8 214.5
170.9 36.8 10.9 6.8 7.0 283.0
181.¢6 30.4 11.1 6.8 7.6 246.4
184.8 42.2 10.8 7.1 8.8 3638.8
208.9 €5.8 11.0 7.0 0,6 881.7
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‘That is, on the average over the 1968-76 period, a one dinar increase in
gross domestic product should be associated with a 1.058 dinar increase
in tax revenue, :

While no direct evidence was collected on tax rates and changes
therein during the survey team's visit, the fact that the sinple ratio of
total tax revenue to gross domestic product remains essentially unchanged
over the.period suggests that the elasticity calculation does not derive
from significant changes in tax rates but is a product of the existing
and ongoling tax structure.

Therefore, it can be concluded that the Tunisian tax structure
affords some built-in protection against inflation, even though the degree
of protection 1is slight,

Indeed, the government's current account, shown in Table 39,
indicates a strong past performance in terms of goverument saving and an
even stronger performance over the 1973-76 plan period.

Reference to the government's capital account, shown in Table L8,
reveals also that the GOT has had in the pact only limited recourse to
borrowing from the Central Bank, that virtually all of the 6.3 million
dinars borrowed in 1968 and 1969 from the Central Bank were repaid in 1970,
and that, on the average, almost half of its total capltal expenditures
have been and are planned to be deveted to fixed capital formation.

Morecover, although it has been mentioned {n an earlier part of
this section of the report that projected forefgn financlal inflow require-
ments might bo somewhat overstated, it would appear that the government's

dependency on external financing will be reduced significantlv aver the.



968
1969
970
‘971
1972
923
1974
975
'97¢

968
1969
970
1971
u972
873
1074

07§

“976

GOVERNMENT SECTOR CAPITAL ACCOUNT
(Millions of Dinars)

TABLE L8
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Pixed Subsidies Loans Total
Capital Enter- Houge- Debt Amortization and Expendi-
Pormation ©prises holds Internal DCT External Advances Other tures
50.2 19.2 3 2.2 - 9.1 3.6 .1 84.7
54.0 22.4 6 2.6 - 9.1 2.4 1.3 92.4
42.8 18.7 .3 . 4.2 6.1 12.8 6.8 ol 91.6
4.5 13.5 1.0 13.0 - 12.0 4.6 4.6 92.2
49.4 21.4 1.3 9.2 - 19.8 10.4 1.2 112.7
53.0 39.0 1.5 20.8 - 18.7 5.8 2.0 123.8
69.4 61.2 1.7 12.1 - 4.0 é.3 1.3 164.0
77.4 61.7 1.8 16.¢6 - 15.6 4.8 1.4 178.4
85.5 61.6 2.2 18.3 - 17.0 5.2 1.6 182.3
Developm. Loan
Loun Proceeds Assist- Repay=~ Total
Internal BCT External ance ments Other Receipts
5.8 .9 36.6 13.8 2.2 1.9 61.2
5.2 5.4 24.9 20.0 2.1 4.3 61.9
5.5 - 30.8  20.7 2.1 3.5 62.6
11.3 - 28.8 18.0 2.3 3.4 63.8
19.7 - 27.0 16.2 | 2.2 4.4 69.5
14.1 - 87.4 18.8 2.4 6.7 78.4
81.8 - 86.0 12.0 8.6 6.0 83,1
40.6 - 37.1 16.4 8.8 6.0 100.¢0
60.8 - 38.7 10.6 3.0 7.2 117.3
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1973-76 period. Whereas in 1968, the proceeds from foreign loans amounted
to 59.8% of the government's capital account receipts, by 1967 they are
planned to account for onlf 33.8% of total receipts. Development assistance
should also decline from 22,57 of total capital account receipts in 1968
to 14.2% in 1976. At the same time, the cmphasis is projected to shift
strongly toward internal borrowing. In 1968, internal borrowing accounted
for only'9.52 of capital account receipts; in 1976, internal borrowing 1is
expected to comprise 43,37.

In this context, it is worth recalling our earlier analysis of
the financial sector, in which it was concluded that the financial sector
had shown only very limited evidence of further development over the
1968-72 period. Although growth in financial assets and in credit
apparently xept pace with economic growth, the apparent lack of structural
change in the financial sector was regarded as a problem for future
economic growth and development. A significant change in the government's
borrowing pattern, such as indicated above, may strain the capacity of the
financial sector in ways which the 1973-76 development plan does not

anticipate.
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LIST OF PERSONS CONTACTED

USAID/Tunisia

Société Nationale
Inmobiliere
Tunisienne (SNIT)

Ministry of Public
Wyrks and Housing

Société Central Pour
L'Equipement Du
Territoire (SCET)

Ministry of Finance
Ministry of Plan

Ministry of Foreign Affairs
Central Bank of Tunisia

Societe Tunisienne
de Danque (STB)

Others:

Sumner Gerard, Director

John W. MacDonald, Chief, Loan Management
Roger D. Carlson, Chief, Planning and Program
Marvin A, Schwartz, Program Economist

James 0'D. Maher, Food for Pcach Officer
Anwar Bachbaouab, Loan Management Staff
Mohammed Abassi, Program Staff

Hassouna M'Nara, President-Director General
Mr. Khosroff, Secretury General

Mr. Aiche, Chief Engineer

Mr. Bardi, Ras Tabia Project Manager

Mr. Guedira, Chief, Real Estate

Mr. Said Naji, Chief of Management

Mr. Chaouch, Management Staff

Abdelhamid Sassi, Secretary of State for
Housing

Abdelhamid Fekih, Director of Housing and
Town Planning

Abdellaziz Sellami, Principal Engineer,
Housing Section

Youssef Saibi, Chief Engincer, Sfax

Mr. Sweizer, Seneral Manager

Laroussi Halleb, Deputy Director of Credit
Mr. Triki, Credit Department
Mr. Cherif, Housing Specialist

Moishe D'Jabel, Assistant Dircctor of
Progranming
Abdelkrim M'Rad, Chief, Housing Sector

Ali Tekaya, Ascistant Director, Office of
International Ccoperation

Sadok Zardi, Chicf of Service, Balance of
Payments

H. Gratti, Chief, Mortgape Section

Mr. Ferchouf, Medina Preservation Socioty
Finn Forsbery, Adninistrative Officer, SIDA,
Swedish Embansy





