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PREFACE

This Country Assistance Eval-
uation (CAE) on Tunisia is the second
cooperative effort with the Operations
Evaluation Office (OEO) of the Islamic
Development Bank, following the joint
OED-OEQ assessment of the Jordan
Program. The two institutions carried
out a joint assessment of Tunisia’s eco-
nomic and social development since
1990 and the challenges facing the
country. There will be two separate
reports; the assessments of each in-
stitution’s assistance program were
prepared in parallel. This report ben-
efited from consultations and com-
ments from OEO staff, and the two
evaluations generally agree on their
analysis. The Executive Summary of
the Islamic Development Bank’s re-
port is attached (Attachment 1).

Ajoint OED-OEO mission visited
Tunisia in September 2003. The visit
was facilitated by arrangements
made by the staff of the Tunisian
Ministry of Economic Development
and International Cooperation. Their
cooperation and assistance is grate-
fully acknowledged.

The report is organized as fol-
lows: Chapter 1 assesses Tunisia’s
socioeconomic development and the
challenges ahead. This chapter is
common to the evaluation reports of
both the World Bank and the Islamic
Development Bank. The subsequent
chapters examine the effectiveness of
World Bank assistance in addressing
these challenges. The last chapter
makes recommendations.

This Country Assistance Evalua-
tion was written by Fareed M.A. Has-

PREFACIO

La presente Evaluacion de la
Asistencia al Pais (EAP) para Tiinez
es la segunda iniciativa en coopera-
cion con la Oficina de Evaluacion de
Operaciones (OEOQ) del Banco Islamico
de Desarrollo (BIsD), tras la evalua-
cion conjunta del DEOQ y la OEO del
Programa para Jordania. Ambas insti-
tuciones llevaron a caho una evalua-
cion conjunta del desarrollo
econdmico y social de Tinez desde
1990, asi como de los desafios que el
pais enfrenta. Se entregaran dos in-
formes independientes; las evalua-
ciones del programa de asistencia de
cada institucion han sido elaboradas
en paralelo. Este informe conté con el
aporte de consultas y comentarios del
personal de la Oficina de Evaluacion
de Operaciones; en términos genera-
les, las dos evaluaciones concuerdan
en su analisis. Se adjunta la Reseiia del
informe del Banco Islamico de Desa-
rrollo (Anexo 1).

En septiembre de 2003, una mi-
sion conjunta del DEO y la OEO efec-
tud una visita a Tunez. La visita fue
propiciada por las gestiones del per-
sonal del Ministerio de Desarrollo
Econdmico y Cooperacion Interna-
cional de Tunez, al que debemos
nuestro reconocimiento y gratitud
por su cooperacion y asistencia.

El informe se organiza como se
detalla a continuacion. El Capitulo 1
evaluia el desarrollo socioeconémico
de Tunez y los desafios futuros. Ese
capitulo es comun a los informes de
evaluacion del Banco Mundial y el
Banco Islamico de Desarrollo. Los
capitulos subsiguientes examinan la

PREFACE

PREFACE

La présente Evaluation de
I'aide par pays (CAE) sur la Tunisie est
le second effort de collaboration avec
le Bureau de I'évaluation des opéra-
tions (OEQ) de la Banque islamique de
développement, suite a I'évaluation
conjointe 0ED-OEQ du Programme jor-
danien. Les deux institutions ont mené
a bien une évaluation conjointe du de-
veloppement économique et social de
la Tunisie depuis 1990 et des défis aux-
quels est confronté le pays. Il y aura
deux rapports séparés ; I'évaluation
du programme d'aide de chaque insti-
tution a été préparée en paralléle. Ce
rapport a bénéficié des consultations
et des commentaires du personnel de
I'OEO et les deux évaluations concor-
dent de maniére générale dans leur
analyse. La note de synthése du rapport
de la Banque islamique de dévelop-
pement est ci-jointe (Piéce jointe 1).
Une mission conjointe OED-OEO
s’est rendue en Tunisie en sep-
tembre 2003. Cette visite a été faci-
litée par les arrangements effectués
par le personnel du Ministere tuni-
sien du développement économique
et de la coopération internationale.
Nous tenons ici a les remercier de
leur coopération et de leur aide.
Le rapport est organisé comme
suit : Le chapitre 1 est une évaluation
du développement socioécono-
mique de la Tunisie et des défis aux-
quels elle va étre confrontée. Ce
chapitre est commun aux deux rap-
ports d’évaluation, celui de la
Banque mondiale et celui de la
Banque islamique de développe-
ment. Dans les chapitres suivants

Vii
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san (Task Manager) with con-
tributions by Djelloul Al-Saci
(IDB); Adil Kanaan, Isabelle
Tsakok, and Elaine W. Ooi
(Consultants). Gonzalo Sali-
nas and Janice Joshi provided
statistical analysis and ad-
ministrative support.
Ibrahim Elbadawi and Jorge Gar-
cia-Garcia peer-reviewed the report.
The assistance of peer reviewers in
providing detailed comments on an
earlier draft is gratefully acknowl-
edged. Those comments, as well as
others, received during OED’s man-
agement review meeting, have been
taken into account in the evaluation.
Comments from the Regional
Management of the Bank have also
been reflected in the report. The
Regional response to the Manage-
ment Action Record is included as
Annex D. Copies of the draft report
were sent to the government for
review, and no written comments

were received.

Viii

eficacia de la asistencia del
Banco Mundial para abordar
estos desafios. El ultimo ca-
pitulo presenta recomenda-
ciones.

Esta Evaluacion de Asis-
tencia al Pais ha sido redac-
tada por Fareed M.A. Hassan

(Gerente de tareas), con los aportes
de Djelloul Al-Saci (BIsD); Adil Ka-
naan, Isabelle Tsakok y Elaine W, Ooi
(Consultores). Gonzalo Salinas y Ja-
nice Joshi brindaron analisis estadis-
ticos y apoyo administrativo.

Ibrahim Elbadawi y Jorge Garcia-
Garcia estuvieron a cargo de la revi-
sion entre pares del informe.
Deseamos destacar nuestro agrade-
cimiento a los colegas revisores por
la ayuda prestada. Sus comentarios
detallados, asi como otros recibidos
durante la reunion de andlisis de ges-
tion, se han tenido en cuenta en la
evaluacion.

El informe también refleja las ob-
servaciones de los directivos de la
Oficina Regional del Banco. Se in-
cluye, como Anexo D, la respuesta re-
gional al Registro de Accion de
Gestion. Se han enviado al gobierno
copias del informe preliminar para su
andlisis, y no se han recibido co-
mentarios por escrito.

est examinée l'efficacité de
I'aide de la Banque mondiale
dans la facon d’aborder ces
défis. Dans le dernier cha-
pitre sont faites des recom-
mandations.

L'Evaluation de I'aide par
pays a été rédigée par Fareed
M.A. Hassan (Chef de projet) avec la
contribution de Djelloul Al-Saci
(BID), Adil Kanaan, Isabelle Tsakok
et Elaine W Ooi (Consultants). Gon-
zalo Salinas et Janice Joshi ont ap-
porté les analyses statistiques et le
soutien administratif.

Ibrahim Elbadawi et Jorge Gar-
cia-Garcia ont été réviseurs-pairs
pour ce rapport. Nous tenons a re-
mercier les réviseurs-pairs pour avoir
apporté leurs commentaires dé-
taillés sur une version antérieure du
document. Il a été tenu compte dans
I’évaluation de ces commentaires,
ainsi que d’autres commentaires
recus au cours de la réunion de ré-
examen de la direction de I'OED.

Il a également été tenu compte
dans ce rapport des commentaires
de la Direction régionale de la
Banque. La réponse régionale aux ré-
sultats des mesures de gestion fi-
gure a ’Annexe D. Copie du projet
de rapport a été adressé au Gou-
vernement pour examen et aucun
commentaire écrit n’a été recu.

FRANCAIS



EXECUTIVE
SUMMARY

ENGLISH

This Country Assistance Eval-
uation was prepared in collaboration
with the Islamic Development Bank.
Tunisia's socioeconomic development
since 1990 and the challenges facing
the country were assessed jointly;
each institution’s assistance program
was evaluated in parallel.

Tunisia has successfully shifted
from resource-based exports domi-
nated by oil and gas to manufac-
tures and services. The economy is
now driven mainly by textiles, elec-
trical, mechanical, and food pro-
cessing exports; tourism and related
activities; and production of olives
and cereals. Real GDP growth has
been consistently rising, increasing
from 3 percent annually over 1985-
90 to more than 5 percent annually
over 1996-02. Today, with a per
capita income of US$2,000, Tunisians
enjoy more than two-and-a-half
times the real incomes that their
parents had thirty years ago. Tunisia
signed an association agreement
with the European Union (EUAA)
that provides for free trade in man-
ufacturing by 2008. The European
Union (EU) has been Tunisia’s dom-
inant trading partner; the region is
the source of 67 percent of capital
flows into Tunisia, accounts for a
large share of Tunisia’s tourism mar-
ket, and is the region with the largest
community of expatriate Tunisians.
As such the economy is vulnerable
to adverse developments in the EU.

Rapid growth made possible a re-
markable improvement in social in-
dicators and a decline in the poverty

RESUMEN

Esta Evaluacion de Asistencia
al Pais ha sido preparada en colabo-
racion con el Banco Islamico de De-
sarrollo. Se llevo a cabo una
evaluacion conjunta del desarrollo so-
cioeconomico de Tinez desde 1990 y
de los desafios que enfrenta el pais; se
evaluaron en paralelo los programas
de asistencia de cada institucion.

Tanez ha realizado con éxito el
paso de exportaciones basadas en re-
cursos (principalmente petroleo y
gas) a las de manufacturas y servi-
cios. En la actualidad, la economia
estd impulsada principalmente por
las exportaciones textiles, electro-
mecdnicas y las relacionadas con el
procesamiento de alimentos, asi
como por las actividades turisticas y
afines y la produccion de aceitunas y
cereales. El PIB real ha crecido en
forma constante, de un 3 por ciento
anual entre 1985y 1990 a mds de un
5 por ciento anual entre 1996y 2002.
Hoy, con ingresos per cdpita de USD
2.000, los ingresos reales de los tu-
necinos corresponden a dos veces y
media los que obtenian sus padres
hace treinta anos. Tunez ha celebrado
un acuerdo de asociaciéon con la
Union Europea (EUAA, por sus siglas
en inglés) que prevé la implementa-
cion del libre comercio de manufac-
turas para 2008. La Union Europea
(UE) ha sido el principal socio co-
mercial de Tunez; la region es la
fuente del 67 por ciento del flujo de
capital hacia Tunez, representa una
gran proporcion del mercado del tu-
rismo en ese pais y constituye la re-
gion con la mayor comunidad de

EXECUTIVE SUMMARY

RESUME
ANALYTIQUE

La présente Evaluation de
I'aide par pays a été préparée en col-
laboration avec la Banque islamique
de développement. Le développement
socioéconomique de la Tunisie depuis
1990 et les défis auxquels est confronté
le pays ont été évalués conjointement;
le programme d’aide de chaque insti-
tution a été évalué en paralléle.
La Tunisie a réussi la transition qui
I'a fait passer d’exportations fondées
sur les ressources, principalement de
pétrole et de gaz, a celles de produits
manufacturés et de services. L'éco-
nomie est a présent principalement
dominée par les exportations textiles,
¢électriques et mécaniques et de trans-
formation des aliments, le tourisme et
les activités connexes, et la production
d’olives et de céréales. Le taux de
croissance réelle du PIB augmente
de facon constante, passant de 3 % par
an au cours de 1a période 1985-1990
aplus de 5 % paran au cours de la pé-
riode 1996-2002. Aujourd’hui, avec
un revenu par habitant de 2000 dol-
lars US, les Tunisiens disposent d'un
revenu réel deux fois et demie supé-
rieur a celui de leurs parents il y a
trente ans. La Tunisie a signé un ac-
cord d’association avec 'Union eu-
ropéenne (AAUE) qui prévoit un
libre-échange pour les produits ma-
nufacturés d’ici 2008. L'UE est le prin-
cipal partenaire commercial de la
Tunisie, la région est la source de 67 %
des mouvements de capitaux en di-
rection de la Tunisie, elle représente
une large part du marché touristique
de la Tunisie, et c’est la région ayant
la plus grande communauté de Tuni-
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rate from 40 percent in 1970
to 4 percent in 2000; the re-
maining poverty is predom-
inately rural. But if the
vulnerable population just
above the poverty line is in-
cluded, the percentage of the
poor would increase by an-
other 6 percentage points to over 10
percent. Addressing vulnerability
and rural poverty remains a priority,
as does reconciling Bank and gov-
ernment estimates of the breakdown
of poverty between rural and urban
areas. Tunisia’s social indicators are
better on average than the Middle
East and North Africa (MNA) Region
and better than other lower middle-
income countries. Tunisia leads the
MNA Region in gender equity. Chal-
lenges relate to sustaining higher
growth, achieving closer integration
with the EU, and improving effi-
ciency of social services in the face
of Tunisia’s vulnerability to external
shocks, its level of indebtedness and
the more competitive environment
it will likely confront in the future.
The Bank’s strategy since 1990,
rooted in wide-ranging and influen-
tial analytic and advisory activities,
was to support macroeconomic sta-
bilization, pro-market structural re-
forms to foster growth, and social
programs as well as human devel-
opment. The strategy was relevant to
the government’s priorities outlined
in a series of national development
plans. An increased focus on the so-
cial sectors was aligned with the Mil-
lennium  Development  Goals
(MDGs) and the country’s emphasis
on human resource development.
The Bank lending program is large
both in per capita terms and as a
share of the MNA portfolio. Annual
average lending commitments for
fiscal years 1990-03 were US$200

ENGLISH

tunecinos expatriados. Por tal
motivo, la economia es vul-
nerable a cualquier circuns-
tancia adversa que pueda
afectar a la UE.

El rdpido crecimiento hizo
posible una mejora notable
en los indicadores sociales, asi

como una reduccion en la tasa de po-
breza, del 40 por ciento en 1970 al 4
por ciento en el ano 2000; la pobreza
que aun persiste es predominante-
mente rural. No obstante, si se inclu-
yera a la poblacion que se encuentra
justo por encima de la linea de po-
breza, el porcentaje de pobres se in-
crementaria en otros 6 puntos
porcentuales, a mas del 10 por ciento.
La vulnerabilidad y la pobreza rural
continuan siendo temas prioritarios,
al igual que la conciliacion de las es-
timaciones del Banco y el gobierno
con respecto a la distribucion de la po-
breza en las areas rurales y urbanas.
En promedio, los indicadores socia-
les de Tunez superan al resto de la re-
gion del Medio Oriente y Norte de
Africa (MENA) u otros paises de in-
greso mediano bajo; el pais también
es lider en esta regién en cuanto a la
igualdad de los géneros. Los desafios
que enfrenta consisten en poder sos-
tener un crecimiento elevado, lograr
una mayor integracion con la UE y
mejorar la eficiencia de los servicios
sociales, en vista de la vulnerabilidad
de Tunez ante golpes externos, su
nivel de endeudamientoy el entorno
mds competitivo que probablemente
deba enfrentar en el futuro.

Desde 1990, la estrategia del
Banco, con base en actividades de
andlisis y asesoramiento influyentes y
de gran alcance, consistié en apoyar
la estabilizacion macroecondmica, asi
como las reformas estructurales para
promover programas sociales y de
crecimiento, y el desarrollo humano.

siens expatriés. De par ce fait,
I’économie est vulnérable aux
événements défavorables sur-
venant dans I'UE.

La croissance rapide a
rendu possible une remar-
quable amélioration des indi-
cateurs

diminution du taux de pauvreté qui est
passé de 40 % en 1970 a4 % en 2000 ;
la pauvreté restante est principale-
ment rurale. Mais si I'on inclut la po-
pulation vulnérable juste au-dessus
du seuil de pauvreté, le pourcentage
des pauvres augmente de 6 points et
dépasse les 10 %. Le reglement de la
vulnérabilité et de la pauvreté rurale
reste une priorité, tout comme le fait
de rapprocher les estimations de la
Banque et du Gouvernement quant a
la répartition entre les zones rurales
et urbaines. Les indicateurs sociaux
de la Tunisie sont meilleurs en
moyenne que ceux de la région
Moyen-Orient et Afrique du Nord
(MOAN) ou d’autres pays a faible re-
venu intermédiaire ; elle est égale-
ment en téte de la région MOAN en ce
qui concerne I'égalité des sexes. Les
défis ont trait a la durabilité d’'une
croissance élevée, a la possibilité de
parvenir 2 une intégration plus étroite
avec I'UE et a 'amélioration de I'effi-
cacité des services sociaux, face a la
vulnérabilité de la Tunisie aux chocs ex-
térieurs, a son niveau d’endettement
et a ’environnement plus compétitif
auquel elle sera vraisemblablement
confrontée a I'avenir.

La stratégie de la Banque depuis
1990, sur la base d’activités analy-
tiques et a caractere consultatif a vaste
influence, a été de soutenir la stabili-
sation macroéconomique, les ré-

sociaux et une

formes structurales axées sur le
marché afin de promouvoir la crois-
sance et les programmes sociaux ainsi
que le développement humain. La



million (or US$20 per capita
per year), representing over
one quarter of the MNA Re-
gional portfolio. Annual av-
erage net disbursements
were only US$27 million, and
net transfers were negative
for most of the period. Policy-
based lending, in conjunction with
various donor programs, accounted
for 40 percent of total lending and ad-
dressed trade, financial, and private
sector development. Investment
loans supported mainly rural and
human development projects. The
Bank served as a significant catalyst
for mobilizing resources, leveraging
nearly US$1 for every IBRD dollar.

With timely and effective support
from the Bank and other donors,
Tunisia averted a balance of payment
crisis in the late 1980s, and since
then has maintained a solid record
of macroeconomic stability and re-
markable socioeconomic progress.
The main attributes of Tunisia’s suc-
cess were ownership and broad po-
litical consensus, a well-developed
human resource base, and a stable
macroeconomic environment. The
Bank’s programs successfully pro-
moted policy reforms. Substantial
financial
achieved as well as the removal of
disincentives for investment and the
privatization of public enterprises.
Tariffs have been reduced and the
economy is now more open to the
outside world. Manufactured exports
have grown steadily, increasing their
share to 80 percent. The overall
soundness of the banking system
has improved, as indicated by
progress in prudential ratios. Priva-
tization in the banking sector has
also advanced.

Bank assistance also contributed
to significant progress in the rural

ENGLISH

sector reforms were

Esta estrategia era relevante
para las prioridades del go-
bierno, planteadas en una
serie de planes nacionales de
desarrollo. La mayor atencion
alos sectores sociales era com-
patible con los Objetivos de
Desarrollo del Milenio (ODM)
y el énfasis del pais en el desarrollo de
los recursos humanos. El programa de
financiamiento del Banco es impor-
tante, tanto en valores per capita
como en términos de la proporcion
que representa en la cartera para la re-
gion de Medio Oriente y Norte de
Africa. Los compromisos de financia-
miento anual promedio para los ejer-
cicios fiscales de 1990 a 2003 fueron
de USD 200 millones (o USD 20 per
cépita por ano); esto representa mas
de un cuarto de la cartera regional.
Los desembolsos netos anuales pro-
medio fueron de sélo USD 27 millo-
nes, y las transferencias netas fueron
negativas para la mayor parte del pe-
riodo. El financiamiento basado en
politicas, conjuntamente con diversos
programas de donantes, representd
un 40 por ciento del financiamiento
total y se destind al desarrollo co-
mercial, financiero y del sector pri-
vado. Los préstamos para inversion se
destinaron a apoyar principalmente
proyectos de desarrollo rural y hu-
mano. El Banco tuvo una importante
funcion catalizadora al movilizar re-
cursos a razon de USD 1 por cada
dolar del BIRF.

A fines de la década de 1980, con un
apoyo oportuno y eficaz del Banco y
otros donantes, Tunez evitd una crisis
de la balanza de pagos, y desde en-
tonces ha mantenido un historial s6-
lido de estabilidad macroeconémicay
un notable progreso socioecondémico.
Los factores principales del éxito de
Tunez han sido la identificacion con los
programas y el amplio consenso poli-

EXECUTIVE SUMMARY

stratégie correspondait aux
priorités du Gouvernement
exposées dans une série de
plans nationaux de dévelop-
pement. La focalisation accrue
sur les secteurs sociaux était
dans la lignée des Objectifs de
développement pour le mil-
lénaire (ODM) et de 'accent mis par
le pays sur le développement des res-
sources humaines. Le programme de
préts de la Banque est important, tant
par habitant qu’en tant que part du
portefeuille MOAN. Les engagements
annuels moyens de préts pour les
exercices 1990 a 2003 étaient de 200
millions de dollars US (soit 20 dol-
lars US par habitant par an), ce qui re-
présente plus d’'un quart du
portefeuille de la région MOAN. Les
décaissements annuels moyens nets
n’ont été que de 27 millions de dol-
lars US et les transferts nets ont été né-
gatifs pour la plus grande partie de la
période. Les préts fondés sur la poli-
tique stratégique, conjointement aux
programmes de divers bailleurs de
fonds, ont représenté 40 % du total
des préts et ont été destinés au dé-
veloppement commercial, financier et
du secteur privé. Les préts pour pro-
jets d’investissement ont soutenu
principalement des projets ruraux et
de développement des ressources
humaines. La Banque a servi de cata-
lyseur notable pour la mobilisation
de ressources, obtenant pres de 1
dollar US pour chaque dollar BIRD.
Grice au soutien effectif et en
temps utile de la Banque et d’autres
bailleurs de fonds, la Tunisie a évité
une crise de la balance des paiements
ala fin des années 80 et a depuis réussi
a maintenir une stabilit¢ macroéco-
nomique et un progres socioécono-
mique remarquable. Les principales
caractéristiques du succes de la Tuni-
sie ont été sa prise en charge et un

Xi
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and social sectors. The
Bank’s major contribution in
the rural sector was in put-
ting Tunisian agriculture on
the path of liberalization, sup-
porting reform measures that
contributed to increasing
farm incomes in remote
areas, and improving resource man-
agement sustainability. With Bank
support, Tunisia made impressive
progress in almost all areas covered
by the MDGs, already meeting some
targets—and the country is likely to
meet others by 2015. For example,
by the mid-1990s, almost all chil-
dren attended school, meeting the
MDGs of universal primary educa-
tion. Overall, the outcome of the
Bank’s assistance program is rated
satisfactory based on its substantial
relevance and efficacy. Institutional
capacity was strengthened further
with the Bank’s support, and insti-
tutional development impact is rated
substantial.

Despite significant development
progress and the satisfactory out-
come of the Bank’s assistance pro-
gram, shortfalls in some areas,
combined with the more competi-
tive environment that Tunisia will
likely face in the future, pose risks to
sustaining its remarkable develop-
ment performance. Both the low
rate of private investment and the in-
efficiency of overall investment are
indicators that past growth may be
difficult to sustain without deeper re-
form. One area where progress re-
mained below Bank expectations
was promoting private sector de-
velopment; the government still
plays a significant role in economic
activity. In the financial sector, pub-
lic banks remain large in terms of as-
sets, and non-performing loans
impose a heavy burden on the sec-

ENGLISH

tico, asi como una base de re-

cursos humanos calificada y

un entorno Macroecondomico

estable. Los programas del

Banco promovieron con €xito

las reformas a las politicas. Se

lograron reformas sustancia-

les en el sector financiero, asi
como la eliminacion de desincentivos
para la inversion y la privatizacion de
empresas publicas. Se redujeron las
tarifas, y la economia estd ahora mds
abierta al mundo. Las exportaciones de
manufacturas han experimentado un
crecimiento sostenido, hasta repre-
sentar un 80 por ciento del total. La so-
lidez general del sistema bancario ha
mejorado, como lo indica el avance
de los coeficientes prudenciales. La
privatizacion del sector bancario tam-
bién ha experimentado avances. La
asistencia del Banco contribuy6 asi-
mismo a un progreso significativo en
los sectores social y rural. El principal
aporte del Banco al sector rural fue
poner a la agricultura de Tunez en el
camino de la liberalizacion, apoyando
reformas que contribuyeron a incre-
mentar los ingresos agricolas en dreas
remotas y a mejorar la sostenibilidad
de la gestion de recursos. Con el apoyo
del Banco, Tunez hizo avances nota-
bles en casi todas las areas de los ODM,
pues ya ha alcanzado algunos objeti-
vos, y probablemente cumpla otros
para el ano 2015. Por ejemplo, para me-
diados de la década de 1990 casi todos
los niflos habian asistido a la escuela,
con lo que se cumpli6 la ODM de la
educacion primaria universal. En tér-
minos generales, el resultado del pro-
grama de asistencia del Banco se
considera satisfactorio, debido a su re-
levancia y su eficacia sustanciales. 1a ca-
pacidad institucional se fortalecio aun
mas con el apoyo del Banco, y se con-
sidera que ha habido un impacto sus-
tancial sobre el desarrollo institucional.

large consensus politique, une

base de ressources humaines

bien développée et un

contexte macroéconomique

stable. Les programmes de la

Banque ont réussi a promou-

voir des réformes stratégiques.

D’'importantes réformes du
secteur financier ont été effectuées,
tout comme le retrait des mesures de
dissuasion a I'investissement et a la pri-
vatisation des entreprises publiques.
Les tarifs douaniers ont été réduits et
I'économie est a présent plus ouverte
sur le monde extérieur. Les exporta-
tions de produits manufacturés ont
augmenté de facon constante, leur
part arrivant a 80 %. La solidité d’en-
semble du systeme bancaire s’est amé-
liorée comme le montre la
progression des ratios prudentiels. La
privatisation du secteur bancaire a
également progressé. L'aide de la
Banque a elle aussi contribué a I'avan-
cement non négligeable du secteur
rural et du secteur social. La plus im-
portante contribution de la Banque en
faveur du secteur rural a été de placer
I'agriculture tunisienne sur la voie de
la libéralisation, en soutenant des me-
sures de réforme qui ont contribué a
I'augmentation du revenu fermier
dans les zones retirées et a 'amélio-
ration de la durabilité de la gestion
des ressources. Avec le soutien de la
Banque, la Tunisie a fait d’énormes
progres dans presque tous les do-
maines couverts par les ODM ; elle a
déja atteint certains objectifs et va vrai-
semblablement atteindre les autres
d’ici 2015. Par exemple, vers le milieu
des années 90 presque tous les enfants
allaient a I’école, atteignant ainsi les
ODM d’éducation primaire univer-
selle. Dans leur ensemble, les résultats
du programme d’aide de la Banque est
noté comme satisfaisant sur la base de
sa pertinence et de son efficacité im-



tor and pose risks to stability.
In trade policy, tariff rates re-
main above competitors’ lev-
els, and more needs to be
done to ensure that discrim-
ination against non-EU trade
is eliminated within the over-
all framework of the EUAA.
Another area where the govern-
ment’s program needs to be en-
hanced and the Bank needs to direct
its attention more than in the past is
the overall efficiency and fiscal sus-
tainability of social expenditures, as
expenditures on social services re-
main high. Education expansion at
the post-basic level and a decline in
basic education enrollment due to
demographic changes will necessi-
tate efficiency improvements. In the
rural sector, addressing issues such
as land tenure, rural finance, non-
farm rural development, and re-
search and extension will be
important, as these are areas where
past Bank assistance programs were
less successful. Finally, past positive
development outcomes have fos-
tered a large middle class that will
press for more participation in the
development process. In the past,
Tunisia has managed well its eco-
nomic and regional political uncer-
tainties by maintaining social and
macroeconomic stability, gradually
diversifying its export base, and forg-
ing closer relations with the EU.
Given its past record, sustainability
of the achievements is rated likely.
This evaluation recommends that
the Bank should continue to sup-
port improving the environment for
private sector development and en-
hancing competitiveness, as the
country seeks to integrate more into
the global economy and will con-
front an increasingly competitive cli-
mate in the next few years. Adopting
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Pese a los avances signifi-
cativos en el desarrollo y al
resultado satisfactorio del pro-
grama de asistencia del
Banco, las deficiencias en al-
gunas areas, combinadas con
el entorno mas competitivo
que Tunez posiblemente en-

frente en el futuro, plantean riesgos
para la sostenibilidad de su desta-
cado desarrollo. Tanto la baja tasa de
inversion privada como la ineficien-
cia de las inversiones en general in-
dican que el crecimiento pasado
posiblemente sea dificil de mante-
ner si no se profundiza la reforma. Un
area en la que el progreso no satisfizo
las expectativas del Banco fue la pro-
mocion del desarrollo del sector pri-
vado; el gobierno
desempenando un papel significa-
tivo en la actividad econdémica. En el
sector financiero, los bancos publicos
siguen estando sobredimensionados
en términos de activos, y los présta-
mos no redituables representan una
carga pesada para el sector, ademads
de constituir un riesgo para la esta-
bilidad. En materia de politica co-
mercial, los aranceles siguen estando
por encima de los niveles de los com-
petidores, y es necesario tomar mas
medidas tendientes a eliminar la dis-
criminacion contra el comercio pro-
veniente de paises fuera de la UE,
dentro del marco general del EUAA.
Otra drea en la que es necesario me-
jorar el programa del gobierno, yala
que el Banco necesita prestar mas
atencion que en el pasado, es la efi-
ciencia general y la sostenibilidad fis-
cal del gasto social, pues el gasto en
servicios sociales sigue siendo ele-
vado. La expansion de la educacion
en el nivel posterior al basico, con-
jugada con la declinacion en la ins-
cripcion en la educacion bdsica
debido a cambios demograficos,

continua

EXECUTIVE SUMMARY

portantes. La capacité institu-
tionnelle s’est vue renforcée
plus encore grace au soutien
de la Banque et 'impact en
termes de développement ins-
titutionnel est noté comme
important.

En dépit de notables pro-
gres au niveau du développement et
les résultats satisfaisants du pro-
gramme d’aide de la Banque, les in-
suffisances dans certains domaines,
combinées au contexte plus compé-
titif auquel la Tunisie sera vraisem-
blablement confrontée a I’avenir,
posent des risques pour le maintien
de ses remarquables performances
au niveau du développement. Tant
le faible taux des investissements pri-
vés que l'inefficacité globale des in-
vestissements sont des indicateurs
qu’il peut étre difficile de soutenir la
croissance passée sans des réformes
plus profondes. Un domaine dans le-
quel le progres est resté en deca des
attentes de la Banque est la promo-
tion du développement du secteur
privé ; le gouvernement joue encore
un role non négligeable dans I'activité
économique. Dans le secteur finan-
cier, les banques publiques demeu-
rent importantes en termes de total
de bilan et les créances non produc-
tives imposent un lourd fardeau sur
le secteur et posent des risques en
termes de stabilité. Dans le domaine
de la politique commerciale, les tarifs
douaniers demeurent au dessus du ni-
veau des concurrents et il convient de
faire plus pour assurer que la discri-
mination a 'encontre du commerce
non UE soit ¢liminée dans le cadre
global de 'AAUE. Un autre domaine
ou le programme du gouvernement
a besoin d’étre amélioré et auquel la
Banque doit préter une plus grande
attention que par le passé, est I'effi-
cacité globale et la durabilité fiscale
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a results-based approach,
with agreed and monitorable
output and outcome indica-
tors embedded in an im-
proved monitoring and
evaluation framework, would
help to anchor the Bank’s as-
sistance program in the fu-
ture. Specifically, the Bank should
(i) help the country pursue trade
openness with the EU and the rest
of the world, (ii) help improve the
business environment through reg-
ulatory and judiciary reforms, in-
cluding measures to reduce the flow
and stock of non-performing loans,
and (iii) promote enterprise and fi-
nancial sector privatization. Future
Bank programs should also (iv) help
strengthen rural institutions to sup-
port efficient output and input mar-
kets (for example, land and rural
finance) while maintaining social
and political stability through better
targeted safety nets. After 21 years
without a rural sector-wide review,
the Bank should undertake one to
inform its future programs. Finally,
the Bank should also fill the gaps in
core diagnostic economic and sec-
tor work (ESW) by completing a
public expenditure review (PER), a
Country Financial Accountability As-
sessment (CFAA), and a Country Pro-
curement Assessment Review
(CPAR). In particular, a PER could
help build capacity to prioritize pub-
lic spending and provide the basis
for measures to efficiently address
education expansion.

ENGLISH

Xiv

hardan necesaria la imple-
mentacion de mejoras orien-

tadas a la eficiencia. En el

sector rural serd importante
abordar temas como la te-
nencia de tierras, el financia-
miento del sector rural, el
desarrollo rural no agricola y

la investigacion y extension, pues son
areas en las que los programas de
asistencia anteriores del Banco han
tenido menos éxito. Por ultimo, los
resultados positivos del pasado en
el area del desarrollo han promovido
la formacion de una gran clase media
que ejercerd presion para lograr una
mayor participacion en el proceso
de desarrollo. En el pasado, Tunez ha
tenido se ha manejado bien ante la in-
certidumbre econdmica y politica re-
gional, manteniendo la estabilidad
social y macroecondmica, diversifi-
cando gradualmente su base de ex-
portaciones y forjando relaciones
mas estrechas con la UE. A la luz de
sus antecedentes, se considera pro-
bable que pueda sostener sus logros.
Esta evaluacion recomienda que el
Banco continde apoyando las mejo-
ras coyunturales para el desarrollo
del sector privado y el aumento de la
competitividad, dado que el pais pro-
cura profundizar su integracion a la
economia global, y probablemente
deba enfrentar un clima cada vez mas
competitivo en los afos venideros. La
adopcion de un enfoque orientado a
los resultados, con indicadores de
productos y resultados acordados en
un entorno mejorado de seguimiento
y evaluacion, ayudaria a forjar una
base firme para el programa de asis-
tencia del Banco en el futuro. Espe-
cificamente, el Banco deberia (i)
ayudar al pais a procurar lograr la
apertura comercial con la UE y el
resto del mundo, (ii) contribuir a me-
jorar el entorno comercial mediante

des dépenses sociales, car les
dépenses en maticre de ser-
vices sociaux demeurent éle-
L'expansion de
I’enseignement au dela de
I'enseignement de base et la
diminution des inscriptions

au niveau de 'enseignement

de base en raison de changements
démographiques nécessiteront des
améliorations en termes d’efficacité.
Dans le secteur rural, il sera important
d’aborder des questions comme
celles de la propriété fonciere, du fi-
nancement rural, du développement,
de la recherche et de la vulgarisation
ruraux hors exploitations agricoles,
car ce sont la des domaines dans les-
quels les programmes d’aide de la
Banque n’ont pas par le passé aussi
bien réussi. Enfin, les résultats posi-
tifs passés en matiere de développe-
ment ont favorisé une vaste classe
moyenne qui va exiger une plus
grande participation au processus de
développement. Par le passé la Tuni-
sie a bien géré ses incertitudes éco-
nomiques et de politique régionale en
maintenant une stabilité sociale et
macroéconomique, en diversifiant
graduellement ses exportations et en
¢établissant des rapports plus étroits
avec I'UE. Compte tenu de ses résul-
tats passés, la durabilité de ces résul-
tats est jugée comme vraisemblable.
Les recommandations de la pré-
sente évaluation sont que la Banque
devrait continuer a soutenir 'amélio-
ration de la conjoncture pour le dé-
veloppement du secteur privé et une
meilleure compétitivité a mesure que
le pays cherche a s’intégrer plus en-
core dans I’économie mondiale et
sera confrontée dans les prochaines
années a un contexte de plus en plus
concurrentiel. Le fait d’adopter une ap-
proche fondée sur les résultats avec
des extrants convenus et controlables

vées.



reformas regulatorias y juri-
dicas, por ejemplo con medi-
das para reducir el flujo y la
cantidad de préstamos no re-
dituables, y (iii) promover la
privatizacién del sector fi-
nanciero y de las empresas
publicas. Los programas fu-
turos del Banco deberian, ademas,
(iv) ayudar a fortalecer las institu-
ciones rurales a fin de dar apoyo a los
mercados eficientes de productos e
insumos (por ejemplo, el financia-
miento rural y de adquisicion de tie-
rras) manteniendo a la vez la
estabilidad social y politica a través de
redes de seguridad mejor orienta-
das. Después de 21 anos sin realizar
un examen con alcance a todo el sec-
tor rural, el Banco deberia llevarlo a
cabo para informar sus futuros pro-
gramas. Por ultimo, el Banco tam-
bién deberia llenar el vacio existente
en materia de trabajos basicos de
diagnostico con estudios econdmicos
y sectoriales, mediante una Revision
del Gasto Publico, una Evaluacion de
la Capacidad de Gestion Financieray
una Evaluacion de las Contratacio-
nes del Pais. En particular, el estudio
del gasto publico podria ayudar a for-
talecer las capacidades para priori-
zar el gasto publico y proporcionar un
pardmetro de medicion para abor-
dar con eficiencia la expansion de la
educacion.

By Ky

Gregory K. Ingram

Director-General, Operations Evaluation
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et des indicateurs de résultats
intégrés dans une démarche
de supervision et d’évaluation
aiderait a asseoir le pro-
gramme d’aide de la Banque a
l’avenir. En particulier, la
Banque devrait (i) aider le pays
a poursuivre l'ouverture de
son commerce avec 'UE et le reste du
monde, (ii) aider a améliorer le
contexte commercial par le biais de ré-
formes réglementaires et judiciaires,
y compris des mesures visant a ré-
duire le flux et les réserves de créances
non productives, et (iii) promouvoir
la privatisation des entreprises et du
secteur financier. Les programmes fu-
turs de la Banque devraient égale-
ment (iv) aider a renforcer les
institutions rurales en soutenant des
marchés d’intrants et d’extrants effi-
caces (par exemple le financement
foncier et rural) tout en maintenant la
stabilité sociale et politique par le biais
d’une meilleure protection sociale ci-
blée. Apres 21 ans sans un examen
de I'ensemble du secteur rural, la
Banque devrait en entreprendre un
pour transmettre I'information aux
programmes futurs. Enfin, la Banque
devrait également combler les lacunes
des activités économiques et secto-
rielles de base (ESW) en effectuant
un examen des dépenses publiques
(PER), une évaluation de la respon-
sabilisation financiere du pays (CFAA)
et une revue de la passation des mar-
chés du pays (CPAR). Un PER pourrait
notamment aider au renforcement
des capacités visant a établir les prio-
rités des dépenses publiques et a
fournir la base pour des mesures per-
mettant d’aborder de fagon efficace
I'expansion de I'’éducation.
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Tunisia’s Socioeconomic

Development

Progress Achieved and

Challenges Ahead

his Country Assistance Evaluation (CAE) looks at the effectiveness of
World Bank assistance since 1990 from three perspectives: an analysis
of the Bank’s assistance program, the Bank’s development impact, and
the contribution of the Bank and its development partners to development
outcomes. Annex C describes the methodology. The evaluation is based on
background studies, internal World Bank reports, and interviews with gov-
ernment officials, Bank staff, donors, and civil society. Annex B contains a list
of the people interviewed. The CAE was prepared in collaboration with the

Islamic Development Bank.

Background

Tunisia gained its independence from France in
1956. As a republic with a strong central author-
ity vested in the president, it has since experi-
enced political stability at a time when its
neighborhood has been experiencing signifi-
cant turmoil. As a moderate Arab country in
North Africa, it has managed not to be
absorbed within the vortex of the more
complex Middle Eastern politics, while
maintaining a good link with its Arab
neighbors, often serving as an interlocutor, or a
political haven. The United States has
announced the opening in 2004 of a regional
office in Tunis of the US-Middle East Partner-
ship Initiative. As with its neighbors in North

Africa, much of Tunisia’s land is arid, or semi-
arid, with as little as 3 percent of arable land
irrigated, while rain-fed agriculture is subject to
severe annual fluctuations in rainfall. In 2002,
the population of 9.8 million had a per capita
income of US$2,000 (annex table A.1).

After independence, the political leadership
opted initially for a dirigiste economic system,
with mainly public ownership of manufacturing
industries, banks, and other financial institu-
tions. At independence, the country’s most
important raw materials were petroleum,
natural gas, and phosphates. However, oil and
gas production has been decreasing as reserves
have been depleted, and the quality of
phosphate deposits is poor. As an alternative



source of income, attention has been given to
the development of manufacturing, tourism,
and other services. At the same time, the
country invested heavily in human resource
development and paid particular attention to
welfare and education. This proved an
important contributor to Tunisia’s economic
performance in subsequent decades.

The oil hoom of the 1970s. The multi-fold increase
in the price of crude generated high export
revenues that financed significantly higher
levels of investment (30 percent of GDP),
particularly in manufacturing. As a result, real
GDP growth averaged 7.4 percent annually
throughout the 1970s. High oil revenues
allowed the economy to perform well under the
dirigiste system. Directive policies controlling
investment and prices were broadly applied, in
the context of protected trade and generous
subsidies to enterprises. The priority given to
human resource development continued.

The first half of the 1980s: decline and apprehension.
Problems with economic performance started
to emerge in the early 1980s as oil prices and
production levels declined, while high invest-
ment levels and public expenditures were
maintained. Although Tunisia’s Sixth Five-Year
Plan (1982-86) proposed stringent policies,
unaffordable investment levels and lax policies
continued, leading to a deterioration in the
macroeconomic situation. By 1984, inflation
had risen to 10 percent; the current account
deficit had grown to almost 11 percent of GDPF,
external debt to 46 percent of GDP, and the
debt service ratio to 21 percent. By 1985, a
balance of payment crisis appeared imminent.

The turning point in the mid-1980s. Faced with
growing macroeconomic imbalances, the
government pursued a program of stabilization
and adjustment supported by the World Bank
and the International Monetary Fund (IMF).
The reform program proceeded at a gradual
but steady pace, consolidating past progress,
although the state continued to keep a
prominent position in the economy. The fiscal
deficit and inflation fell, and GDP grew at 4
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percent per annum between 1987 and 1994.
The fiscal and current account deficits have
hovered around 4 percent of GDP since the
mid-1990s.

A new phase of development by the mid-1990s. Given
Tunisia’s limited domestic markets, the govern-
ment decided to increase its integration in the
world economy to accelerate higher growth. In
1995, Tunisia became the first country in the
region to sign an association agreement with the
EU (EUAA). The agreement includes provisions
for the phased establishment of a free trade
zone for manufacturers over a 12-year period
(1996-08). Also, Tunisia signed bilateral trade
agreements with Morocco, Jordan, Libya, Iraq,
and Syria. The economy is now more open to
the outside world, and imports and exports
constitute about 90 percent of GDE up from 70
percent in the mid-1980s. This ratio compares
favorably to other Middle East and North Africa
(MNA) countries at similar income level (annex
table A.2k).

From oil dominated and volatile to more stable and
diversified economy. Since the mid-1980s,
Tunisia’s exports have been successfully diversi-
fied, moving away from resource-based exports
dominated by oil and gas to manufactures (table
1.1). Export of manufactures has grown at
around 10 percent a year in real terms since
1987, increasing the share of manufactures in
exports to over 80 percent. Tunisia’s economy is
now driven mainly by textiles, electrical and
mechanical equipment, and food processing (in
the manufacturing sector), tourism and related
activities (in the services sector), and produc-
tion of olives and cereals (in the agricultural
sector). Tunisia’s major exports are now textiles
and leather (making up 50 percent of exports).
Today, Tunisians enjoy more than two-and-a-half
times the real incomes that their parents had
thirty years ago. The service sector, which
accounts for nearly 60 percent of GDP, has been
providing the largest contribution. The
industrial sector is the second largest, with
about 28 percent of GDP, and has been fairly
dynamic. Agriculture’s contribution to growth
fluctuates widely, largely based on weather
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1980 1987 2001
0il products 52.5 235 9.2
Non-oil products 415 76.4 90.8
Manufactures 35.7 60.3 80.7
Chemicals 13.2 18.1 10.0
Machinery and transport equipment 24 6.1 15.4
Food 7.2 12.7 79

Source: UN Comtrade Database; data refer to percentage ratio.

conditions. Nevertheless, agriculture remains a
major sector in the economy, employing about
one fourth of the labor force and accounting for
almost 12 percent of GDP in 2001.

Economic and social performance since the late
1980s. Tunisia has achieved very good economic
and social performance by maintaining a stable
macroeconomic framework, placing strong
emphasis on social achievement, and
implementing—although gradually—structural
Table 1.2 reflects progress in
macroeconomic performance; tables 1.3 and
1.4 show progress in poverty reduction and
social development.

reforms.

Poverty and Social Conditions

Poverty reduction. Tunisia has made remarkable
progress in reducing poverty. The Bank’s

Table 1.2

estimate of Tunisia’s incidence of poverty, as
measured by the head count index, dropped
from 40 percent of the population in 1970 to 11
percent by 1985, to 8 percent by 1990, and to 4
percent by 2000 (table 1.3). Although rural
poverty has also decreased over the years, its
level has remained twice the national average.
However, there is controversy about the rural
poverty incidence (chapter 3). The rural
population comprises 35 to 40 percent of the
population and the rural poor derive their
incomes primarily from agricultural activities,
which are subject to large fluctuations. These
fluctuations have a strong impact on the
economy. A one percentage point decrease in
agriculture causes a 0.25 percent decline in
overall GDP, stemming from significant indirect
effects on manufacturing and service activities
that have a linkage with agriculture. The share
of the poor and vulnerable people in the total

Indicator 1986-90  1991-95 1996- 00 2001 2002 Est. 2003
GDP growth (%, real GDP at market price) 29 3.9 5.6 49 1.7 5.5
Inflation (%, CPI Index) 7.1 5.8 3.4 2.7 23 2.1
Real effective exchange rate (REER) index (1990=100) 107.9 102.6 104.2 100.9 99.7 —
Budget deficit (% GDP) 38 37 37 38 35 3.1
Current account deficit (% GDP) 39 5.8 3.1 47 815 3.1
Foreign direct investment (% GDP) 08 1.6 26 2.2 38 2.1
Total public debt (% GDP) 62.0 60.7 59.4 60.2 64.3 60.2
Gross foreign reserves (months of imports c.i.f) 19 1.8 2.9 215 2.9 2.9

Source: Calculations based on data from the World Bank (2000b) and IMF data.
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1990 1995 2000
National Rural Urban National Rural Urban National Rural Urban
Incidence: National Headcount Index
(% of population) 79 14.8 33 8.1 15.8 32 41 8.3 17
Inequality. Gini coefficient 0.40 0.35 0.37 0.42 0.35 0.39 0.41 0.36 0.39

Source: Bank staff estimate for 2000 and World Bank, Country Assistance Strategy, Report No. 20161-TN (2000), Box 1, page 6.

Table 1.4

Lower-

middle-

income

Tunisia MNA countries

Indicator 1970-75 200001 1970-75 2000-01 200001
Life expectancy (years) 55 72 46 68 69
Total fertility rate (births per woman) 5 2 6.6 3 2
Infant mortality (per thousand births) 94 26 125 43 88
Gross primary enrollment (% of school-age population) 72 119 69 97 107
Male 79 123 . 103 107
Female 65 116 . 90 107
Gross secondary enrollment (% of age group) 22 73 29 64 70
Adult illiteracy (% of population 15 years and above) 64 28 67 34 15
Male 51 18 56 24 9
Female 77 39 77 46 21

a. Data refer to the most recent year available during the period specified.

Source: World Bank, World Development Indicators (various issues); details in Annex A, tables A.2d and A.2e.

population—as measured by the number of
people having expenditures below and about
30 percent above the poverty line—rose from
14 percent in 1990 to 17 percent in 1995, before
falling to 10 percent in 2000. Addressing this
vulnerability and targeting anti-poverty
interventions becomes harder as poverty
incidence falls.

Social Achievement. Tunisia made impressive
achievements in human development in the
past 30 years. Life expectancy has grown from
55 to 72 years; adult illiteracy has decreased
from 64 to 28 percent; and infant mortality has
dropped by nearly two thirds (table 1.4). By the
mid-1990s, Tunisia had succeeded in enrolling

almost all of the country’s six-year-olds in first
grade, meeting the Millennium Development
Goal (MDG) of universal primary education.
Tunisia’s social indicators are better than the
average of MNA countries, as well as of other
lower-middle-income countries. The UNDP
Human Development Report for 2003 ranks
Tunisia ninety-first out of 175 countries on the
human development index, ahead of other
MNA countries at similar income levels (UNDP
2003).

Gender equity. Tunisia leads the MNA Region with
regard to gender equity (table 1.4). The gap
between girls and boys in basic education is low,
and more than half of all university students are
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women. Compulsory education for girls and
boys through ninth grade has helped bridge the
gap between female and male school enroll-
ment rates. The status of women has improved
steadily, with rates of female labor force partici-
pation that are higher than for other countries
in the Region, but at 32 percent (in 2001), low
compared with other lower-middle-income
countries (World Bank data, 2003). Tunisia’s
female participation rate in the workforce
increased by 4 percentage points during the
1990s. Tunisian women received the right to
vote immediately after independence in 1957,
before many other MNA countries; the propor-
tion of seats held by women in the national
parliament was 12 percent in 2001. Tunisia ranks
above the MNA average on the United Nations
Gender Development Index (GDI).! As
indicated earlier, this was due to the direct
attention given to human resource develop-
ment, with particular emphasis on gender
equity.

Further progress in the social sectors is
required to consolidate past gains and prepare
Tunisia for a more competitive environment in
the twenty-first century. There is still room for
enhancing the quality and efficiency of social
achievements. For example, the school system
is still burdened with high dropout and repeti-
tion rates in the upper grades. Adult illiteracy
rates remain high. Public health resources are
not used efficiently (as evidenced by low rates
of use of public health services), and the quality
of services does not meet the population’s
expectations. Social has been
achieved at a high cost relative to comparator
countries: public expenditures on education
are 7.7 percent of GNP compared to a MNA
average of 5.2 percent and a lower-middle-
income-country average of 4.9 percent (World
Bank 2000b). Similarly, Tunisia’s health
expenditures of 5.5 percent of GDP are higher
than the MNA average of 4.6 percent (World
Bank data, 2003).

progress

Debt Burden and External Assistance

Despite its remarkable economic progress and
ability to weather past shocks, Tunisia’s
economy remains vulnerable to external

shocks. The ratio of external debt to GDP is
relatively high, hovering around 60 percent
(table 1.2), and the U.S. dollar, with a share of
over 40 percent, dominates the currency
composition of this debt. These factors
together with the current account and budget
deficits make the country vulnerable to
external shocks. Furthermore, foreign
exchange reserves have remained low (below
three months of imports). The economy
weathered past shocks well (for example, the
continued aftermath of September 11, 2001,
events and a terrorist attack in Djerba, which
led to a sharp drop in tourism) in terms of
maintaining macro balances. However, the
transition to greater integration into global
markets raises challenges for debt sustainabil-
ity due to competitive pressures and increased
exposure to volatility.? Tunisia has recently
been trying to diversify the currency composi-
tion of its debt by issuing euro-dominated
sovereign bonds, as it did in July 1999. Also the
government is gradually shifting from external
to domestic sources of financing.

Tunisia has received large net financial flows
(including grants and private flows), averaging
nearly US$700 million annually (3.5 percent of
GDP) over the 1990-01 period (table 1.5). In
per capita terms, Tunisia received an annual
average of US$70 per capita in net flows, below
those for other MNA countries at similar
income levels. The Bank has provided signifi-
cant assistance to Tunisia, committing US$2.7
billion for 40 loans since 1990. With old loans
being serviced and repaid, the Bank’s share of
net flows to Tunisia is about 5 percent. Since
1996, EU member states have provided
increased assistance to support the implemen-
tation of Tunisia’s association agreement in
1995. The share of the EU and France nearly
doubled in the 1996-01 period. Also, Tunisia is
one of the largest recipients of Islamic
Development Bank (IDB) assistance, with $1.2
billion in financing since 1976 (or about US$2
per capita per year).

Meeting the Challenges of Globalization
Increasing competitive pressures. The Tunisian
economy will face increasing competitive
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1990-01 1990-95 199601

$m % $m % $m %

Total receipts, net® 689 100 762 100 615 100
IBRD 88 5 48 6 18 3
EC/EU 347 50 280 37 413 67
France 98 14 64 8 132 21
Germany 26 4 26 4 23 4
Japan 100 15 100 13 100 16
United States 62 9 128 17 —4 —1
Arab countries and agencies 3 0 17 2 -10 —2

a. Total includes both official and private flows, from all sources, excluding the Islamic Development Bank.
Source: OECD (2003), as detailed in Annex A, table A.3a.

pressures with the implementation of the EUAA
and the elimination of the Multifiber Agreement
(MFA). Tunisia’s economy is open, but it is
dependent on one dominant market (the EU)
and on a few products (e.g., textiles account for
42 percent of exports). More than 75 percent of
Tunisia’s trade is currently with the EU; the
region is the source of 67 percent of the capital
that flows into Tunisia; it accounts for a large
share of Tunisia’s tourism market; and it has a
large number of expatriate Tunisians (600,000).
Therefore, economic conditions in the EU affect
both external demand for Tunisia’s products
and domestic demand (through workers’
remittances and receipts). The
economic opening—agreed with the EU over a
12-year period beginning in 1996—poses
further challenges: dismantling tariffs, liberaliz-
ing the service sector, and establishing a free
trade zone for manufactures by 2008. Tunisian
producers will face much stronger competition
in the local market with the implementation of
the EUAA and in their export markets after the
elimination of the MFA by 2005. Since Tunisia’s
domestic market is small, investment and
growth will depend critically on greater export
competitiveness and further integration into
the global market.

tourism

The role of the state in a rapidly changing world
scene. The prudent and gradual approach—

which has produced positive development
outcomes—is now likely to have reached its
limit under new developments in the interna-
tional markets. The demise of the MFA and full
implementation of the EUAA in the next few
years impart some urgency to the need to
accelerate reforms to enhance competitiveness
and integration into the global economy. The
government still involves itself in economic
activities, with a public investment share of
GDP at 13 percent, and still owns significant
shares of the financial sector and public
enterprises, which the government views as
necessary to preserve social cohesion. One
such program is the mise a niveau program
(box 1.1). The World Bank has reservations
about the program’s efficacy and the distorted
incentives it encourages. More important, the
response of private investment to the policy
measures has not been as strong as expected.
Tunisia’s private gross fixed investment
remains low: averaging 13.5 percent of GDP
during 1997-01, moderately up from 13
percent over 1990-96 (World Bank data, 2003)
due to the slow pace of reform. Public invest-
ment accounts for another 13 percent of GDP.
The high and persistent unemployment rate
(14.3 percent in 2003) highlights the need to
strengthen investment to sustain higher
growth and generate jobs under increasing
competitive pressures. As such, sustaining
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Tunisia’s positive economic performance in the
more competitive environment it is likely to
face in the next decade will likely require
reducing the government’s role in economic
activity, as well as continuing to improve the
design and operational efficiency of the regula-
tory and incentives regime, with the objective

of leveling the playing field within the private
sector. Past positive development outcomes
have fostered a large middle class (80 percent
of the population) that will press for greater
participation in the development process
through an increased role for civil society and
the private sector in the process.

Mise a niveau Program (Enterprise

Restructuring and Upgrading)

Mise a niveau program and the Government Ninth Development
Plan (1997-01). The Ninth Development Plan aimed at improv-
ing business conditions and competitiveness. Within this frame-
work, the mise a niveau program targeted the modernization of
industrial infrastructure by adopting new technology, promot-
ing quality, and training workers. The program finances: (i) up-
grading and modernization of equipment, for which the subsidy
covers 10 to 20 percent of the cost; (ii) the cost of “intangibles”
(e.g., consultants and software), for which the subsidy covers
up to 70 percent of the cost; and (c) financial restructuring, for
which no subsidy is provided.

Mise a niveau program coverage. This program started in 1996
and has been targeted at small and medium enterprises (SMEs),
i.e., enterprises with more than 10 employees. So far, 2,700 out
of approximately 3,600 eligible enterprises have participated. Of
these, 1,550 have had their restructuring programs approved.
However, the program is having difficulty reaching the small end
of the SME sector since these firms have problems in obtaining
the required commercial bank sponsorship. They are too small
for the commercial banks and too large for the specialized
micro credit bank.

Program effectiveness. About 1,550 enterprises benefited
from the program, requiring total investment expenditures of
Tunisian dinar (TD) 2.5 billion (US$1.8 billion) and matching in-
centives grants from the government of TD 356 million (US$260

Source: OED Mission findings.

million or 1.3% of GDP). These grants are funded by a 1 percent
surcharge on the value added tax (VAT), which has raised, so far,
about TD 30-40 million annually. In addition, the EU and the
African Development Bank (AfDB) supported the program. The
management of the mise a niveau concluded that, between 1997
and 2003, the firms benefiting from the program seem to have out-
performed the manufacturing sector’s henchmark with regard
to turnover (11 percent growth compared to 8.5 percent for the
henchmark); export growth (16 percent growth compared to 11
percent); and employment growth of 4 percent (not bench-
marked). However, the real net effect of the mise a niveau pro-
gram is not clear, either in terms of actual improved performance
in relations to enterprises that have not benefited from such as-
sistance, or in terms of penetration of export markets.

The mise a niveau program is controversial. While the EU and
the AfDB are supporting the program financially, the Bank has
reservations about its efficacy and the distorted incentives it en-
courages. The government feels that it would be politically very
difficult to subject enterprises to more competition without sup-
porting the enterprises with technical assistance and equipment
financing to upgrade their operations. The government also
seeks to support social stability through this program. The
Bank's reluctance to support this program, given its reservations
about the program’s efficacy and targeted nature of the support,
is justified.






World Bank Assistance

Program

he World Bank has been a large player in Tunisia in terms of both lend-

ing and policy influence. Annual average lending commitments for fiscal

years 1990-03 were US$200 million (or US$20 per capita per year), rep-
resenting over one-quarter of the MNA portfolio (figure 2.1). Annual average net
disbursements were US$27 million; however, net transfers were negative for most
of the period, as old loans were being serviced and repaid (the Bank has com-
mitted US$5.1 billion for 121 projects since 1958).

The Bank also served as a significant catalyst
for mobilizing resources, leveraging US$1 on
every IBRD dollar. The Bank also maintained an
active policy dialogue, and its analytical work
pointed out the agenda for reforms and guided
Bank strategies and lending.

World Bank Assistance Strategies

In the 1990s and in 2000, World Bank programs
were guided by country strategy documents (box
2.1). The overarching strategy objective is growth
with equity. The Bank emphasized support for (i)
stability and growth, boosting competitiveness,
enhancing outward orientation, and rejuvenating
private investment; (ii) human development; and
(iii) rural development.

The mid-1990s country strategy was based
on the 1995 Country Economic Memorandum
(CEM), which argued for a Bank program in
Tunisia that would support the country’s
efforts to promote economic integration within

the world economy, and particularly that of the
EU, while maintaining social stability and
environmental sustainability (World Bank
1995b). The proposed Bank program under
this country strategy emphasized nonlending
services and, within lending operations, sector
investment loans to support targeted sectoral
policies to modernize key sectors (box 2.1).

The 2000 Country Assistance Strategy (CAS)
reaffirmed the main themes and objectives of
its predecessor, reflecting the judgment that
Bank assistance to Tunisia should stay the
course of a strategy that had yielded good
results so far and was still appropriate. Accord-
ingly, the Bank would support Tunisia’s efforts
to: increase its outward orientation; develop a
larger and more dynamic private sector; further
strengthen human resources; and consolidate
environmental management (box 2.1).

World Bank strategies were relevant and
consonant with Tunisia’s development priorities
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as outlined in a series of five-year plans. For
example, the Ninth Development Plan
(1997-00) aimed at opening up the economy to
competition while maintaining macroeconomic
stability and strengthening the social agenda and
environment management. The Tenth Develop-
ment Plan (2002-06) also aims to strengthen
competitiveness, embrace the knowledge
economy, and meet the jobs challenge. The
Bank strategies reflected Tunisia’s development
priorities as outlined in its development plans.
The increased focus on the social sectors in the
Bank strategies has been appropriate and is
reasonably aligned with the MDGs and the
country’s emphasis on human
development.

While largely relevant to Tunisia’s develop-
ment constraints and priorities, the country
strategies did not pay sufficient attention to the
fiscal sustainability of social policies, with
health care and social affairs absorbing a fifth of
government spending and general education
another fifth of the budget. There are serious
education sector fiscal issues looming, with
declining primary student populations and
booming demand for secondary and higher
education.

World Bank strategies developed indicators
for monitoring results, but several of these are
difficult to measure effectively since they are

resource

neither quantified nor time-bound. Many
indicators exhibit such weaknesses as vague
wording, input orientation, or no baseline data.
For example, in the education sector, the 2000
CAS progress indicators include “greater cost
recovery in higher education, improvements in
teacher training”; in the health sector,
“enhance efficiency of public expenditure on
health.” Despite the declaration about the
importance of monitoring and evaluation
(M&E), the commitment to M&E is weak.! The
2000 CAS (p. 33) noted that the indicators were
subject to refinements: “These indicators, to be
refined with additional data availability, have
been designed from available baseline values
and reasonable medium-term targets.”

Economic and Sector Work

Economic and sector work (ESW) was relevant,
of high quality, conformed to the Bank’s
assistance strategy, and provided a solid basis
for policy dialogue with the government
(annex table A.4). Some core diagnostic ESW—
including the 1995 Country Economic
Memorandum (CEM), the 2000 Social and
Structural Review, and the 1995 Poverty Allevia-
tion report—covered macro, social, and
sectoral issues, and informed Bank strategies
as discussed below. Other ESW sought to
address known policy shortcomings in such



Mid-1990s country strategy: An outward-oriented private-sector-
led growth strategy

Goals. The objective was to promote rapid and sustainable
outward-oriented and private-sector-based growth, while main-
taining social stability and environmental sustainability. The
strategy to achieve this objective emphasized: (i) deepening
structural reforms to foster competition; (ii) human capital de-
velopment toward middle-income standards; and (iii) modern-
ization of key infrastructure services, and environmental
management.

Assistance program. Under the base case scenario, lending
would average US$240 million per year during FYs 1996-99. The
proposed program would allocate nearly half the portfolio to sec-
torwide investment loans with the other half divided between
policy-based loans and traditional investment projects. The
base case scenario assumed satisfactory implementation of
policy reforms and unavailability of other sources of finance (e.g.,
EU and AfDB). Triggers for higher lending levels (US$350 million
per year) included a strong acceleration of structural reforms
or a shock to the economy. The mid-1990s country strategy en-
visaged strategy notes on the role of the state, and on structural
changes in agriculture, and the general equilibrium model analy-
sis of the impact of trade liberalization on the agricultural sec-
tor. In addition, the Bank would prepare a seminar on
“Cross-Country Lessons from Civil Service Reform.”

WORLD BANK ASSISTANCE PROGRAM

2000 CAS: An update of the earlier strategy

Goals. The 2000 CAS substantially reiterated the mid-1990s
country strategy objectives, noting that the pace of private in-
vestment remained gradual. The strategy to achieve these ob-
jectives was similar to that of the earlier period.

Assistance program. The CAS outlined three scenarios for the
proposed lending program for FYs 2000-02. Under the base case
scenario, the Bank would maintain the level of commitments of
previous years, averaging about US$200 million per year. The pro-
posed program would sustain the change in the mix of instruments
begun with the mid-1990s country strategy, emphasizing sector
investment loans, policy-based lending, and economic and sec-
tor work (ESW). The base case would include one policy-based
operation (for US$150 million, or 25 percent) focusing on private
sector development and/or the financial sector. Under the low-
case program, lending would be scaled back, focusing on one
or two investment-type operations targeted at the social sectors.
Triggers for the high-case scenario included: (i) implementa-
tion of the free trade agreement with the EU, (ii) a substantial in-
crease in privatization proceeds, (iii) further progress in financial
sector reforms, and (iv) initiation of social security and labor mar-
ket reforms. The level of commitments under the high case sce-
nario was not proposed. Planned ESW included 18 reports, sector
notes, and workshops covering trade, private sector development,
social conditions, education, transport, water, and agriculture.

sectors as finance and water, as well as labor
and employment issues (annex table A.4). On
the other hand, the last agricultural sector
review was undertaken in 1982.

The World Bank’s analytic and advisory activi-
ties (AAA) were generally sound but had some
notable omissions, as discussed below. Tunisia
is a relatively small country and increasing its
integration into the global markets was
appropriately emphasized; the high tariff and
non-tariff barriers of the 1980s were distor-
tionary, and replacing them with low and
uniform tariffs was the right approach. The
main thrust of the 1990 analytical work was to
argue the case for a greater openness in the
Tunisian economy in order to increase competi-
tion and thereby the efficiency of investment.
The work also emphasized the need to explic-

itly adopt a more aggressive export-orientation
policy. The recommendations of a subsequent
economic report in 1991 reinforced those of the
earlier work and stressed the need to increase
the efficiency of investment by increasing
domestic and foreign competition.

Similarly the Bank’s analysis and its
recommendations on private sector develop-
ment and privatization were sound. The Bank
economic report at the beginning of the 1990s
emphasized the need to strengthen signifi-
cantly the role of the private sector and to
remove the barriers to domestic competition.
The 1994 Private Sector Assessment also made
a strong case for a relatively small country like
Tunisia to improve its export performance and,
to that end, to significantly expand the role of
the private sector (World Bank 1994b). That,
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the report argued, would in turn require
policies to increase domestic and external
competition and to remove obstacles facing the
functioning of markets.

The 1995 CEM, Towards the 21 Century,
built on the recommendations of these reports
and underpinned the three strategic directions
of the mid-1990s country strategy: (i) the pace
of structural reform needed to move forward
more decisively, particularly to complete trade
liberalization and forcefully open up to private
sector development; (ii) the State needed to
redefine its role in the economy and concen-
trate on strengthening its role in the provision
of public goods, while opening up much more
significantly to the domestic and foreign
private sectors; and (iii) despite good progress
so far, the country needed to continue to
upgrade human resources and environmental
management to meet the expected increase in
international competition. The CEM also
included environmental considerations in its
analysis of growth prospects and the role of
government, and emphasized the need to
assess the sustainability of land and water
resources in an integrated fashion.

The 2000 Social and Structural Review
(World Bank 2000b) and the 2000 Private
Sector Assessment Update provided the main
strategic orientation of the 2000 CAS. The
review, which gave Tunisia high marks on
economic reforms and achievement since the
mid-1980s, argued that if the country hoped to
achieve a level of development comparable to
countries in the lowest tier of OECD countries,
it needed not only to maintain reforms, but also
to accelerate their pace, in view of the
imminent threat of international competition
in general, but particularly within the EU-
related economic sphere. The Update
represented another piece of good analysis
that utilized a survey of Tunisian enterprises. It
reiterated the main recommendations of the
Review, presented a detailed review of private
sector development to date, and made
recommendations for future development.

During the first half of 2001, a sizeable Bank-
Fund mission visited Tunisia twice, as part of the
joint IMF-World Bank Financial Sector Assess-

ment Program (FSAP). The overall assessment
was that the authorities had implemented
prudent and appropriate financial policies over
the preceding decade, enabling the country to
achieve reasonably high and stable growth with
low inflation. A program to modernize, restruc-
ture, and consolidate banking, securities
market, and the insurance industry had been
gradually implemented. It had so far included
an overhaul of the legal and accounting
frameworks, a strengthening of financial
supervision, and a shift to more market-
oriented policies. The assessment systemati-
cally examined the whole range of financial
reform areas, pointing out where further action
was needed and concluding with a list of policy
priorities for the future.

An internal Bank analytical work tried to
help the government understand why, despite
strong growth, unemployment remains high, at
around 15 percent. This work provided an in-
depth analysis of the employment and labor
market situation and made a number of
recommendations to improve it. It concluded
that unemployment remains high, partly
reflecting demographic pressures, and partly
the decrease in the employment intensity
growth. While this analysis argued that the
main solution to the employment problem is
continued growth, it also provided an extensive
list of recommendations to help improve
employment policies and procedures to
remove rigidities in the labor market, including
facilitating exit of private firms.

The analytical reports were of satisfactory
quality. The Quality Assurance Group (QAG)
assessed a number of reports, rating them all
either highly satisfactory or satisfactory. The
recommendations were reflected in the 2000
CAS. Summary evaluations of key reports are
provided in the forthcoming OED working
papers (Kanaan; Tsakok) listed in the bibliogra-
phy. Omissions in ESW include core diagnostic
products: public expenditure reviews (PERs),
Country Financial Accountability Assessments
(CFAAs), and Country Procurement Assessment
Reviews (CPARs). Periodic reviews of public
expenditures would have been of particular
importance to improving the efficiency and fiscal



sustainability of social services while at the same
time preserving social gains.? Other fiduciary
diagnostic reports—CFAAs and CPARs—are also
essential to analyze issues related to economic
management, governance, and transparency.
Because of these omissions, the share of
resources allocated to Tunisia’s ESW—averaging
16 percent a year during the 1990s—was below
the Bankwide average (18 percent) and far below
the MNA average (21 percent) (annex table A.6).

Lending

The structure of the Bank’s portfolio changed
rapidly after 1990, when policy-based lending
was introduced, with commitments amounting
to nearly US$900 million (table 2.1). Economic
policy, financial, and private sector develop-
ment drew the largest amount of Bank support
between FY90 and FY03 (39 percent of total
Bank commitments), followed by education
and health (21 percent), and rural/agriculture
(19 percent). As evident from table 2.1, the

Table 2.1

WORLD BANK ASSISTANCE PROGRAM

Bank provided support to other sectors;
however, the evaluation is confined to the
above-mentioned sectors, constituting 80
percent of total commitments.

Resource mobilization. The Bank mobilized—in
conjunction with various donor programs—a
high co-financing ratio for its support. Between
FY90 and FY03, the Bank attracted US$2,372
million in co-financing against US$2,745 million
in IBRD commitments, leveraging nearly
US$1.00 on every IBRD dollar (table 2.1).3

The Bank’s actual lending volumes were
roughly the same as proposed in the CASs, but
the share of adjustment lending was signifi-
cantly higher than planned (table 2.2). Some
projects included in the 2000 CAS base case
were delayed due to low government interest
or interventions by other donors, and others
were reduced in scope.? The difference was
made up by increasing the size of planned
policy-based loans. Whereas the 2000 CAS base

No. of Commitments Co-financing

Sector Projects US$m % US$m %
Economic policy, financial, and private sector development @ 8 1,060 39 522 22
Education 7 474 17 362 15
Health, nutrition and population 3 106 4 108 9
Rural sector® 10 525 19 787 33
Energy and mining 1 60 2 39 2
Environment 2 12 0 3 0
Transport 3 139 5 87 4
Urban development 4 250 9 401 17
Water supply and sanitation 2 118 4 100 4
TOTAL 40 2,745 100 2,372 100
Memo items

Adjustment 5 867 32 484 20

Investment 35 1,878 68 1,888 80

a. Includes ECAL I-I11 ($487 m), Economic and Financial Reform Support ($250 m), Public Enterprise Reform ($130 m), Export Development ($35 m), Industry Support ($39 m), and Private

Investment Credit ($120 m).

b. Includes Northwest Mountainous and Forestry ($34 m) and Areas Development ($28 m), Agricultural Support Services ($21m), Water Sector Investment ($103 m), Agricultural Sector

Investment | &1 ($162 m), Natural Resource Management ($27 m), National Rural Finance ($65 m), Forestry Development Il ($69 m), and Agricultural Research ($17 m).

Source: World Bank data as of September 30, 2002.
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Table 2.2

Country strategy period

Country strategy period

FY97-99 FY00-02
Proposed Actual Proposed Actual

Loan commitments

(in US$ million at current prices)
Total during period 659 658 623 511
Average annual 220 219 208 170

(in % of total commitments)
Adjustment lending 25 36 25 49
Other 75 64 75 51

Source: Own calculations based on Bank's strategies.

case called for one relatively small adjustment
operation (US$150 million), the third Economic
Competitiveness Adjustment Loan (ECAL III)
was for US$253 million, or nearly half of the
total lending program.

OED Findings on Closed Projects

OED ratings of Tunisia’s projects have been
high—in terms of outcome and sustainability—
relative to all projects Bank-wide and to other
countries in the MNA Region (table 2.3). This is
true for both adjustment and investment
lending, while Tunisia’s project rating in terms

Table 2.3

of institutional development impact is similar
to the Bankwide average.

Portfolio Performance Assessments

Ratings of Tunisia’s project portfolio are also
good and compare favorably with both MNA
project ratings and Bankwide. Only 11 percent
of Tunisia’s active projects and 6 percent of
commitments were considered “at risk.” For
MNA as a whole, the comparable numbers are
25 percent and 28 percent; and Bank-wide
they are 18 percent for both projects and
commitments. The Bank’s current portfolio

Total Satisfactory Likely Substantial
evaluated outcome sustainability ID

Country (USS$ million) (%) (%) (%)
Tunisia 2,367 82 84 41

0/w adjustment lending 967 87 100 17
MNA 15,974 71 52 35
Algeria 37255 46 721
Egypt 2,025 83 40 34
Jordan 1,534 94 80 49
Morocco 4,736 67 38 59
Bankwide 251,234 76 66 43

Source: OED rating database, details in Annex A, table 5.



comprises 18 operations with commitments
of over US$1.1 billion. About a third of the
commitments are for financial and private
sector development; another third for urban
development and water supply (building new
infrastructure and tourism development); a
quarter for human development projects; and
the remainder for transport and agriculture/
rural development.

WORLD BANK ASSISTANCE PROGRAM

Efficiency of World Bank Assistance

The Tunisian country assistance program is
relatively inexpensive (annex table A.6). The
average program cost of US$13 per US$1,000 of
net commitments for satisfactory and non-risky
projects is lower than the MNA average of
US$21 and the Bankwide average of US$16 for
the 1990s. Tunisia’s average project size is close
to the Bankwide and MNA averages.






The Development Impact
of World Bank Assistance

his chapter evaluates World Bank assistance by assessing its contribu-

tion to Tunisia’s development outcomes. This is done by examining in

more detail the progress on each of the three areas identified in the
Bank’s strategy: macroeconomic stabilization, growth, and structural reforms,
including financial, trade, and private sector development; human resource
development; and poverty alleviation and rural development.

Macroeconomic Stabilization, Growth,
and Structural Reforms

The Bank’s strategy has focused on mainte-
nance of macroeconomic stability (in conjunc-
tion with the IMF) and promoting equitable and
sustainable growth, mainly through increasing
the country’s openness to domestic and
external competition. To promote increased
competition, the Bank’s assistance has been
directed at a number of key structural areas,
including financial sector reform, trade liberal-
ization, enhancing the business environment,
and promoting private sector development. All
of the Bank’s policy-based loans—the 1987
Industry and Trade Policy Adjustment Loan
(ITPAL), the 1988 Structural Adjustment Loan
(SAL), the 1991 Enterprise and Financial Reform
Support Loan (EFRSL), and ECAL (1996), ECAL
II (1999), and ECAL III (2001)—have included
the maintenance of a stable macroeconomic
environment as a primary component and,
therefore, have supported underlying fiscal,

monetary, and exchange rate policies that have
been successfully implemented. As discussed
below, they have also supported structural
reforms in the financial, external, and private
sectors. Tunisia’s prudent macroeconomic
management and cautious yet determined
structural reforms have led to improved
economic performance, essentially across the
entire spectrum of standard indicators:
sustained economic growth; declining inflation;
a stable real exchange rate; a sound and stable
fiscal position; controlled monetary aggregates;
and a stable and manageable balance of
payments position (table 1.2).

Real GDP growth accelerated from about 3
percent over 1986-90, to about 4 percent over
1991-95, and to over 5 percent over 1996-02,
meeting the country strategy targets (annex
table A.7a). Tunisia has been one of the fastest
growing economies as compared to MNA and
other lower-middle-income countries since the
mid-1980s (table 3.1).
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Table 3.1
Lower-middle-
Tunisia income countries MNA Region®
Indicator Mid-1980s® Late 1990s” Mid-1980s®  Late 1990s” Mid-1980s? Late 1990s"
GDP per capita ($ current) 1,158 2,137 1,422 1,665 2,852 2,512
GNP per capita ($ current) 1,160 2,060 1,250 1,740 1,990 2,000

a. Refers to data from 1982 to 1987.

b. Refers to data from 1994 to 1998.

c. MNA includes oil-exporting countries.
Source: World Bank (2000b).

Financial Sector Reform
The Bank assistance program set out to
decontrol interest rates, improve the
soundness of the banking system, and privatize
financial institutions. Next to stabilization
policies, reform and modernization of the
financial sector has achieved the most
progress. Certainly it has progressed more
rapidly than other structural adjustment areas.
The Bank and the Fund, among others, have
been very active supporters in this area. Except
for ECAL I, all the five other Bank adjustment
operations had significant financial sector
reform components, with ECAL II having been
devoted entirely to that objective. The
implementation experience of all these loans
improved after a relatively slow start. These
loans were based on analyses contained in
several ESW pieces, including the 1995 CEM
and the 2000 Social and Structural Review.
Initial progress was made in conjunction
with ITPAL, with the partial freeing of interest
rates, although ceilings were still maintained for
a number of sectors. A further initial and partial
increase in competition was achieved in
conjunction with the SAL, when certificates of
deposit and commercial paper were introduced
and a branch of a foreign bank was opened in
Tunisia. Steps were also taken at that time to
remove caps on interest rate spreads. In the
early 1990s, and in conjunction with EFRSL, a
new regulatory and supervision framework for
banks was put in place; about 90 percent of
interest rates were liberalized, although money
market rates remained fixed by the Central
Bank. The level of reform and Bank support in
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this sector was ratcheted up in the late 1990s in
conjunction with ECAL II where all the agreed
performance criteria for loan disbursement
were met. The agreed targets for reducing
nonperforming loans (NPLs) were also met,
although at the expense of the budget and the
banks. The overall soundness of the banking
system improved significantly, in accordance
with a number of prudential ratios. The activi-
ties of non-banking intermediaries increased
appreciably, as did those of the securities and
money markets. Civil code revisions regarding
loan recovery were approved, although with
some delay. A revised Banking Law that met
international standards was submitted to the
Chamber of Deputies, and a revised Civil and
Commercial Procedures Code was approved.
Progress was made in privatization. An
insurance company (Tunisian Lloyds) was
privatized in conjunction with ECAL II. Most
recently and in conjunction with ECAL III,
another large insurance company (Al Ittihad)
was restructured, and a new mutual fund
company was created to take it over. The
privatization of one commercial bank, Union
Internationale des Banques (UIB),
completed and that of another, Banque du
Sud, is proceeding, although at a pace that is
slower than originally envisaged. In October
2002, the French group Société Générale
bought a 52 percent stake in UIB. By 2002,
assets in private banks were 55 percent of total
bank assets, still below the 2000 CAS target of
60 percent (annex table A.7a). Eleven private
leasing companies were operating in the
country in 2001; leasing companies’ share of

was
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financing private investment rose from 8
percent in 1996 to 12 percent in 2001.1 At
present, only four commercial banks remain in
the public sector, with combined assets that
represent 45 percent of the entire commercial
banking system.? At least for the foreseeable
future, there appears to be no intention to
privatize these banks, because their continued
role in the public domain is considered
necessary to serve “strategic” sectors, one per
sector: agriculture, housing, tourism, and
micro-credit for very small enterprises
(although there is talk of merging the last two).
The government does not wish to relinquish
the control it exerts over the bank and
enterprises through the public banks, as it feels
there is adequate competition since private
banks are not prevented from operating in
these sectors. Nevertheless, these public banks
with a heavy burden of nonperforming loans
pose risks to financial stability.

Progress in reform of the insurance industry;,
with much appreciated World Bank support,
has also taken place. Two insurance companies
have recently been privatized; however, the
country’s largest insurance company, with a 34
percent share of the entire market, is likely to
remain in the public sector for some time. As
with the banks, the government is reluctant to
give up ownership of some key entities that it
uses to exercise control over part of the market
or to provide subsidized services for social or
stability reasons. But when the EUAA comes
into effect in 2008, the Tunisian economy will
have to align its structure along EU norms,
which will require an even greater private role
in the financial sector.

Nonperforming loans remain a top priority
for action in the financial sector and for the
economy at large. In conjunction with ECAL II,
NPLs were reduced from about 36 percent in
1993 to about 19 percent in 2001,%> which was
still high. They are believed to have increased to
22 percent since 2002 reflecting the exposure of
banks to the tourism sector, which was hit by
the unfavorable international environment. The
Central Bank continues to closely monitor the
situation and is implementing a scheme that
allows it to work with the banks involved to

clean up their portfolios over time. A major
problem is the fact that the judicial system is
very slow in implementing procedures related
to loan recovery; for example, whereas the
seizure of property used as collateral is possible
in principle, the procedure is so cumbersome
and lengthy that it is effectively not an option
that can be used at present. In addition to
dealing with the stock of NPLs, it is even more
important to deal with preventing new NPLs by
addressing the root causes within the public
enterprise (PE) sector (particularly the tourism
sector). The Central Bank is trying to instill a
new credit culture within the banking system to
prevent new NPLs in the future.

Trade Liberalization

By the mid-1980s, Tunisia was a highly
protected economy, with extensive restrictions
on imports and a widely dispersed and high
tariff structure. Immediately following the
implementation of the successful stabilization
in 1986, the country embarked on a number of
structural reforms, including trade liberaliza-
tion, to inject more competitiveness and
efficiency into the economy. Both the Bank and
the Fund gave priority to supporting the
government program and often pressed it to
take action in dismantling the quantitative
restrictions (QR) regime and reforming the
tariff structure. Four Bank structural adjustment
operations (ITPAL, SAL, EFRSL, and ECAL I)
included trade liberalization components, and
one investment operation (Export Develop-
ment Project) supported export development
through financing technical assistance and pre-
shipment finance guarantees. Considerable
analytical work was undertaken to support
reforms in trade policy, including the 1994
report on the determinants of export growth
(World Bank 1994a), the 1995 CEM, and the
2000 Social and Structural Review.

Early Bank operations with regard to disman-
tling the QR regime met with stiff resistance, and
achieved only modest progress in rationalizing
the tariff structure (e.g., the tariff range was
compressed from 5 to 235 percent to 14 to 41
percent). This continued until the mid-1990s,
when Tunisia joined the World Trade Organiza-
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tion (WTO) and signed the EUAA. On the eve of
these events, 30 to 40 percent of imports were
still subject to restrictions. Since then, liberaliza-
tion has proceeded in the context of the free
trade component of the EUAA. Tunisia’s
weighted average tariff rate fell from 30 percent
in the mid-1990s to 27 percent in 2001. With the
exception of Morocco’s rate of 28 percent,
Algeria, Egypt, and Jordan have lower rates
(Annex table A-2]). Also, the weighted average
tariff rate in non-MNA high-growth countries
(Chile, Korea, Malaysia, Mauritius, and Thailand)
is much lower, ranging from 5 percent in
Malaysia to 16 percent in Mauritius.

Further progress in trade liberalization will be
governed by implementation of the EUAA (i.e.,
full liberalization of the trade regime, at least
regarding trade with the EU, is now expected in
2008). In the meantime, implementation of the
early phase of the EUAA has actually increased
effective protection since duties on production
inputs have been reduced ahead of those on final
goods, but this is the standard nature of this
agreement as applied in several other countries
that have similar agreements with the EU. The
gap between tariffs applied to imports from the
EU and the rest of the world has also widened
(Annex table A-2m).* It would have been prefer-
able for Tunisia to move more forcefully to lower
protection and barriers to free trade. However,
in view of the importance of the EUAA, it was
understandable for the Bank to go along with the
requirements of that agreement while pointing
out the need for Tunisia to take other measures
to enhance competitiveness, such as reducing
cost of production. Such complementary
measures have been slow in coming. In addition,
the Bank could have helped design programs to
lower the discrimination against non-EU trade in
parallel with implementation of the EUAA.

Private Sector Development and the

Enabling Environment

Under the dirigiste system that characterized
the economic structure until the mid-1980s,
the economy was heavily regulated and public
enterprises dominated the business sector,
including banks and other financial intermedi-
aries. Since 1987, the Bank has given top

priority in its assistance strategy to helping the
country inject more competition into the
economy by creating a friendlier climate for
private sector development, privatizing public
enterprises, or helping them become more
efficient. To that end, eight Bank lending
operations (ASAL1, ITPAL, SAL, PERL, EFRSL,
PICP, ECAL I, and ECALIII) have included major
components designed to help achieve these
objectives. All these loans were, in turn, based
on a set of high-quality ESW that included the
1994 and 2000 Private Sector Assessments and
the 2000 Social and Structural Review.

The results and achievements of the
country’s efforts and the Bank’s support have
been mixed. Progress has been greatest in
specific, more “technical” areas such as price
decontrol and some aspects of the regulatory
and procedural environment; progress on the
more strategic dimensions such as the pace of
privatization and addressing the financial and
other problems of public enterprises has been
slow but steady. For example, upon completion
of the EFRSL in the early 1990s, prices and
margins had been decontrolled for the bulk of
commodities, although some controls remain
to date at the retail level. A law prohibiting non-
competitive pricing was passed. A unified
Investment Code was adopted under the
EFRSL, although it still contained some costly
and inefficient clauses such as tax privileges for
foreign investors. A new Company Code was
adopted in November 2002 and amendments
are being proposed. Some modest measures
have been implemented to facilitate labor
mobility. A law that created a severance scheme
for laying off workers has been passed, but
enterprises continue to face obstacles and very
complex procedures if they want to dismiss
workers for “economic reasons.”

Recent Bank surveys on business climate
show that the private sector enjoys a better
business climate in Tunisia than in other MNA
countries. Specifically, Tunisian entrepreneurs
score higher on average than other MNA
countries in terms of starting a business,
getting credit, and closing a business. In
contrast, they face more rigid employment laws
and more court involvement in the process of
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Court involvement in closing a business (higher
values indicate more court involvement)

Closing a business (higher values indicate a more

efficient system)

Getting credit (higher values indicate easiness
of getting credit)

Enforcing contracts (higher values indicate
more complexity)

Employment laws (higher values indicate

rigid laws)

Source: Doing Business in 2004 Database (World Bank 2004).

closing a business than the regional average.
Tunisia lags considerably behind the OECD
countries (figure 3.1).

As far as privatization is concerned, 163 PEs
were sold for a total of 2,345 million dinars
(US$1720 million or 9 percent of GDP) during
1987-03 (table 3.2). When the privatization
program started 1987, the sectors
earmarked for privatization were chosen
strategically, but gradually other sectors of the
economy were drawn in. The first privatization
program (1987-94) targeted small and
medium-size PEs, mainly in the textile, tourism,
and construction sectors. The Bank supported
the reform through a Public Enterprise Restruc-
turing Loan (PERL). However, the reform
program was modest, resulting in the privatiza-
tion of a few small-scale PEs, generating about
US$80 million in sales proceeds. Further
progress has taken place since 1995 with the
privatization of large PEs such as the large
cement plants under ECAL I, with privatization
proceeds amounting to US$570 million in 1998.
Sales take place competitively primarily
through invitations to tender with set terms

in
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\l Tunisia O MNA average O OECD average \

70 80

and conditions, or through the securities
market (annex table A.2j). However, in the
recent privatization of Global System Mobile
(GSM), the Bank was not comfortable with the

Table 3.2

Of which:
Total Receipts from
Sector receipts  foreign investors
Tourism 277 93
Transport 69 17
Chemical & mechanical industries 108 6
Trade 137 76
Agriculture, fishing, food 75 -
Construction materials 825 771
Textiles 19 5
Others 835 788
Total 2345 1756

Source: Ministry of Economic Development.
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process and allowed the associated floating
tranche of ECAL III to lapse. Moreover, more
information is needed on the relative
importance of the privatized enterprises, in
terms of their size in the PE sector and their
contribution to employment. to assess the
overall impact of the program.

Tunisia attracted a small but rising amount of
foreign direct investment (FDI) inflows, averag-
ing 2.6 percent of GDP during the 1990s,
compared to an average of 0.8 percent during the
second half of the 1980s. Annual average FDI
inflows to other MNA countries at similar income
level during the 1990s were also small: Jordan
received an amount of FDI averaging 0.7 percent
of GDP annually, Morocco 1.1 percent of GDP, and
Egypt 1.1 percent of GDP (Dabour 2000).> Apart
from small FDI amounts directed to tourism,
Tunisia receives negligible FDI in the non-energy
services sector (World Bank data, 2003).

In sum, a successful stabilization and
economic growth program supported by the
Bank and the Fund was maintained. Tunisia has
also experienced a significant diversification of
its resources with non-oil/gas manufactures
assuming a larger role in the economy. The
Bank’s program successfully promoted policy
reforms in the trade, financial, and private
sectors, especially with respect to improving the
soundness of the banking system, as evidenced
by a number of prudential ratios. Nevertheless,
incomplete reforms in these areas have the
potential to make it difficult to sustain past
economic performance, in light of the more
competitive environment that Tunisia is likely to
face in the next few years. Although tariffs have
been reduced and the economy is now more
open to the outside world, tariff rates are still
high relative to competitors. Progress has been
made in privatization, but it is not clear that the
state’s role in commercial sectors has been
substantially reduced, because the Bank’s
program did not specify objective indicators for
measuring progress, such as reducing the
percent of revenues or value added generated
by state-controlled firms. Despite recent steps
to eliminate past losses and establish a sound
regulatory framework for the banking sector,
nonperforming loans remain high and have

risen recently, reflecting incomplete enterprise
adjustment (e.g., privatization) and a slowdown
in tourism. As a result, Tunisia’s private invest-
ment remains low as a share of GDP (13.5
percent) and of total investment (56) and does
not compare favorably with other MNA
countries at similar income level (annex table
A.7a). Also, the private investment ratio to GDP
in non-MNA high-growth countries (Chile,
Korea, Malaysia, Mauritius, and Thailand) was 25
percent over the 1990s (World Bank data, 2003).
Moreover, the country is already beginning to
face some of the socioeconomic problems that
prevail in more developed countries, such as
persistent youth unemployment.® The Bank’s
program needs to continue to support Tunisia’s
effort to implement the EUAA and pursue trade
openness beyond the EU, to improve the regula-
tory climate for private enterprises, to
strengthen the court system to enforce business
laws and regulations (particularly in relation to
nonperforming loans), and to continue progress
on enterprise and financial sector privatization.

Human Development and Progress
toward MDGs

The Bank’s human resource development
strategy has emphasized achieving universal
primary education, expanding post-primary
enrollment, reducing infant mortality and fertil-
ity, increasing health coverage, and enhancing
the quality and efficiency of education and health
services. The Bank’s strategy focus on the social
sectors is aligned with the MDGs and the
country’s emphasis on social achievements. With
the Bank and other donor support—for
example, EU, the African Development Bank
(AfDB), and the French Development Agency
(Agence Francgaise de Développement, AFD),
Tunisia has already met some MDG target levels
and is likely to meet them all by 2015 (box 3.1).
The Bank’s assistance contributed to many of
these outcomes. Education and health were the
basis for 21 percent of all Bank lending to Tunisia
during the 1990s. Most of this went to education,
a pattern repeated from previous decades.”

Education. The Bank focused initially on increas-
ing enrollments, then shifted toward improving
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Indicator 1990 1995 1999-2000 Goals
1. Eradicate extreme poverty and hunger .
Population below $1 a day (%) . 2.0 1
Prevalence of child malnutrition (% of children under 5) 10.3 9.0 5,15
Income share held by lowest 20% 5.7
2. Achieve universal primary education
Net primary enrollment ratio (% of relevant age group) 935 97.8 98.2 100
Youth literacy rate (% ages 15-24) 84.1 89.8 934 100
3. Promote gender equality
Ratio of girls to boys in primary and secondary education (%) 81.9 89.1 93.0 100
Ratio of young literate females to males (% ages 15-24) 81.0 87.6 91.6 100
4. Reduce child mortality
Under 5 mortality rate (per 1,000) 52.0 330 30.2 17.6
Infant mortality rate (per 1,000 live births) 37.3 305 25.8 12.3
Immunization, measles (% of children under 12 months) 93.0 91.0 84.0
5. Improve maternal health
Maternal mortality ratio (modeled estimate, per 100,000 live births) . 70.0 . 52.2
Births attended by skilled health staff (% of total) 80.0 81.0 82.0
6. Combat HIV/AIDS, malaria, and other diseases
Prevalence of HIV, female (% ages 15-24) . d
Tuberculosis cases detected under DOTS (%)° 79.0 @
1. Ensure environmental sustainability
Access to an improved water source (% of population) 80.0 90
Access to improved sanitation (% of population) 76.0 88
8. Develop a Global Partnership for Development
Personal computer (per 1,000 people) 26 6.7 22.9
Fixed line and mobile telephones (per 1,000 people) 37.6 58.6 95.6

a. Halt and begin to reverse.

b. DOTS or “directly-observed treatment, short-course” is the internationally recommended TB control strategy.

Source: World Development Indicators database, April 2003.

quality and efficiency. The considerable Bank
support to schools, vocational training, and
more recently to universities supplemented
government resources substantially and also
attracted a number of co-financiers. The govern-
ment has assigned top priority to funding
education ever since independence. At times,
education accounted for over a quarter of the
total budget of the central government—higher
than in any comparator country, including those
at much higher income levels. Much of the

Bank’s support and Tunisia’s investment went
into infrastructure and equipment, at times
forming 85 to 90 percent of total project costs
(annex table A.20). Bank programs have been
credited with improving basic education
services, with particular emphasis on poor areas.
Basic school enrollments have steadily risen to
near 100 percent; between 1990 to 2001, there
has been a doubling in enrollment in the second
cycle of basic and secondary schools enrollment
(grades 7 to 12) (annex table A.7b).
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Although early Bank education projects
emphasized enrollment expansion, in line with
government policy, the lending portfolio of the
mid- to late 1990s addressed quality and
efficiency. Recent projects have focused on
teaching and learning processes that are child-
centered, and on improving the efficiency of
education spending, albeit largely at the tertiary
level. Repetition and dropout rates of sixth
graders declined from 23 percent and 13.6
percent in 1995 to 8.1 percent and 4.7 percent
in 2001, respectively.® Likewise, completion
rates for grades 6 and 7 rose from 62 percent
and 32 percent in 1995 to 87 percent and 63.5
percent in 2001, respectively (annex table A.7b).
Basic, secondary, vocational, and tertiary facili-
ties and services have also been enhanced,
although further improvements are needed in
the efficiency of services. For the vocational
education subsector, attempts to improve the
relevance of training and to strengthen linkages
with the job market have been moderately
successful.

Nevertheless, Bank projects have tended to
equate quality with inputs (teacher training,
class size, equipment, and higher spending per
student) instead of student performance and
outcomes. Weak monitoring and evaluation
mechanisms helped sustain these assumptions
and practices, and costs were not kept in check.
Recent performance in international standard-
ized testing (an outcome measurement) was
poor, reinforcing concerns about the quality of
education.” With Bank support, the government
launched a reform program in 2002, including
the introduction of new subjects (physics to
students in the seventh grade and English to
students in the fourth grade) and improvements
in the quality of textbooks. However, funding of
management and systemic improvements was
small even for those Bank projects with overrid-
ingly qualitative objectives.'?

Health. During interviews, government officials
acknowledged the Bank’s support for construc-
tion of 20 percent of total primary health units
and for providing equipment. Health coverage
has expanded, and fertility and mortality have
declined. Infant mortality rate dropped to 26 per

thousand live births in 2002 compared to 30.5 in
1995 and total fertility rate declined to 2 (table
1.4). The efficiency of large urban hospitals has
improved with management upgrading and cost
sharing with the social security program, and
management information systems are being
installed.!' However, the Ministry of Health has
not granted these hospitals the autonomy to
fully manage their human resources and
budgets.'? Reform of health insurance has been
slow. Recent reforms such as decentralization,
regional health planning, and effective resource
allocations are expected to enhance quality and
efficiency. As demographic changes cause enroll-
ment in basic education to fall and demand for
secondary and higher education to increase, the
government, with Bank support, will need to
focus attention on the education system at post-
primary levels (figure 3.2).13 There are now
300,000 university students, which will rise to
500,000 by the end of the decade. The composi-
tion of education expenditure is more skewed
toward the secondary and higher education
levels than in other countries.'* Public spending
on education is already high (27 percent of total
public expenditure and more than 7 percent of
GDP in 2003) and cannot be expected to expand
significantly, thus further improvements in
efficiency need to be pursued. There is no
mechanism for analyzing the education system’s
fiscal sustainability in the ongoing Bank-
supported Education Quality Improvement
Program Phase 1 (EQIP 1), which focuses on
promoting inclusion in basic education by
reducing dropout and repetition rates through
improved teaching.’® With the upcoming
completion of the EUAA; the projected
pressures on the budget for higher social
spending; and the need to accelerate the
reduction of the public debt by more ambitious
fiscal consolidation; improving the efficiency of
social expenditures is becoming of paramount
importance.

In sum, the support of the Bank and other
donors (EU, AfDB, and AFD) and the govern-
ment’s sustained emphasis on human resource
development have resulted in remarkable
progress in almost all areas covered by the MDGs
(box 3.1). Figures 3.3-3.5 summarize the main
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Education System Expansion at the
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achievements in comparison with the averages
for MNA and other middle-income countries.

Poverty Alleviation and Rural
Development'®

Rapid economic growth laid the groundwork
for poverty reduction given that income
inequality remained unchanged. The poor
accounted for 4 percent of the population in
2000, down from 8 percent in 1990 (World
Bank data). Tunisia’s incidence of poverty is the
lowest among MNA countries at similar income
levels (annex tables A.2b and A.2c). Although
rural poverty has decreased over the years, its
2000 level remained four times the urban level
(World Bank data).

Controversy on poverty estimates not yet resolved. As
mentioned earlier, there is a range of estimates
of poverty in Tunisia. World Bank and Tunisian
analysts note that poverty is predominately
rural and this contradicts the findings of the
governmental institutions.!” Official Tunisian
data shows that poverty has not been primarily
rural since 1990. According to the National
Institute of Statistics (INS), the incidence of
rural poverty in 1990, 1995, and 2000 was 5.7,
4.9, and 2.9 percent, respectively. These levels
are much lower than those reported by the
Bank (table 1.3).*® The Bank is working with
the Tunisian authorities to reconcile the
methodological differences that are driving the
substantial discrepancies in poverty estimates.
It is important to close the large gap between
estimates so that the focus can be shifted to
policy and strategy to reduce poverty. Every
attempt should be made before the 2005
Household Survey and before the next poverty
assessment is completed (a collaborative effort
between the government and the Bank is
recommended) to address differences in
poverty measurements.

The Bank's rural development strategy. The Bank
assistance strategies have broadly agreed on
the following priorities for agriculture and rural
development: (i) liberalize the agriculture
sector, (ii) increase the efficiency of resource
use, (iii) promote sustainable natural resource

management, (iv) increase incomes in remote
rural areas, (v) strengthen agricultural support
services; and (vi) promote land consolidation
and tenure security. These objectives were
rooted in the Bank’s analytical work since 1982
(annex table A.4)." To achieve its objectives, the
Bank provided a number of agricultural loans:
two Agriculture Sector Adjustment Loans
(ASALs), two Agriculture Sector Investment
Loans (ASILs); one Water Sector Investment
Project (WSIP); two Agriculture Research and
Extension/cum/  Services  projects;  two
Northwest Mountainous Areas Development
Projects, one Forestry Development Project; one
Natural Resource Management Project; and one
Rural Finance Project. Progress toward address-
ing the Bank’s program priorities is examined
below.

Liberalization. With assistance from the Bank
through the two ASALs, Tunisia has undertaken
substantial agricultural policy reforms since
1989. Subsidies for fertilizer, animal feed, seed,
irrigation, and mechanized services have been
substantially reduced. The supply of farm
inputs, collection of produce, and the
provision of mechanized plowing and harvest-
ing have been privatized. The role of private
extension agents and veterinarians has
expanded. Progress has been slower, however,
in liberalizing food marketing, with the state
remaining involved in cereals, milk, olive oil,
sugar, tea, coffee, and tobacco.

Increased efficiency of resource use in irrigated
perimeters. This objective, supported by ASIL and
WSIP loans, was partially achieved as water tariffs
were raised, and many water users’ associations
were created to manage irrigation in a decentral-
ized way. Since Tunisia has not developed direct
measurements of water savings at farm and
irrigation perimeter levels, there is no direct
measure. But there are some indirect measures,
including the extent of the use of water savings
devices and the value added from the use of
irrigated perimeters. In 1995, the government
launched a national water savings program by
subsidizing the purchase of water saving
equipment. So far, around 72 percent of the
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public irrigation perimeters are equipped with
these devices. However, following the drought
of 1998, the government started to subsidize
water tariffs. This subsidization runs counter to
the objective of increasing water tariffs and
water savings devices to improve efficient use.
Regarding the value added from the use of
irrigation perimeters, the continued subsidiza-
tion of wheat maintains an incentive system that
favors the cultivation of cereals, a low value crop.
Problems of accessing the EU market?® and
domestic problems of marketing high-value
crops are also undermining the switch to higher
value crops; addressing these problems
warrants Bank support.

Sustainable Natural Resource Management. There
have been substantial physical achievements in
Forestry II, Natural Resource Management, the
Northwest Mountainous Areas, and the
Northwest Mountainous and Forested Areas
projects. For example, in the Northwest
Mountainous Areas project the water conserva-
tion component was fully implemented,
covering some 53,000 hectares. Improved soil
management allowed farmers to plant pastures
and alternative crops on land that would
otherwise have been left fallow. An increased
demand for agro-forestry species was met by the
Office du Développement Sylvo-Pastoral du
Nord-Ouest (ODESYPANO), a regional develop-
ment agency, supporting the establishment of 36
small private enterprise nurseries. The Bank
sought to improve natural resource management
in a sustainable fashion by involving local
communities. The partnership between the
Forestry Department and local NGOs expanded
from piloting 10 integrated rural development
operations to 40. Forestry Groups with Collec-
tive Interest (groupement forestier d’interet
collectif, GFIC) in forested areas or Agricultural
Development Groups (groupement développe-
ment agricole, GDA) in agricultural areas have
been created. The government has subsequently
allocated increased resources—budgetary and
from donors—to natural resource management.

Increased incomes in remote rural areas. The Bank
sought to increase the incomes of poor farm

families in remote rural areas such as the North
West Region through its two Northwest
Mountainous Area Development projects. It
substantially achieved this objective as well as
the broader objective of improving the living
standards of these farm families (table 3.3). The
major benefits to the poor have been improved
access to public goods and services, including
schools, health facilities, and potable water.
The positive results on poverty reduction are
supported by the Bank findings in 2003, which
noted the overall reduction in rural poverty
and pointed out that the North West Region is
no longer the poorest of rural areas.?! Table 3.3
also shows that farm income is only half of total
household income for small farmers (with less
than 5 hectares), reflecting the positive but
limited contribution of improved agricultural
techniques to rural vulnerability/poverty
reduction. The project report points out that
the very poor and landless did not benefit
much from the agricultural interventions.??
This highlights the need for supplementing
efficiency gains with better targeted safety nets.

Strengthen agricultural support services. The Bank
sought to improve agricultural support services
(such as research and extension and rural
finance) and to strengthen several institutions
(such as water and community groups) as
means to achieving developmental objectives.
The outcome is mixed. The Bank achieved its
objectives to improve participation and
resource management and to increase family
incomes by supporting water users associa-
tions and community development structures,
both local level institutions. The Bank’s contri-
bution to strengthening agriculture research
and extension and rural finance to assist small
holders was less successful. Despite some
progress, research and extension is far from
being demand-oriented because the agendas
of researchers still dominate, and the transla-
tion of research results into extendable
messages is still problematic. In rural finance,
government policy on debt forgiveness in
response to drought still continues to
undermine financial discipline, and therefore
the viability and reach of rural finance.
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Indicator Unit 1996 2000 Difference (%)
Agricultural income:

Less than 5 ha 11b] 1,113 1,633 46.7

More than 5 ha 10 3,141 4,724 50.4
Contribution to total household income:

Less than 5 ha % 47 48 1.0

More than 5 ha % 65 67 2.0
Employment in family farm Work day 136 285 109
Distance to potable water km 15 0.8 —46.7
Areas close to basic education facility % 39 46 17.9
Distance from clinic km 7 8l —44.3
Wheat yield

Less than 5 ha QT/HA 11.5 13.6 18.3

More than 5 ha 10.7 16.1 50.5
Barley yield QT/HA 11.1 15.4 387
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Notes: TD: Tunisian Dinar; km : kilometers; QT/HA: Quintal per hectare. 1 Quintal = 100 Kilos. The survey covered 158 households with less than 5 ha farms and 101 households with

greater than 5 ha farms. These households come from 28 Community Development Groups.

Source: Northwest Forestry and Pastoral Development Agency (ODESYPANOQ).

Land consolidation and tenure security. The Bank
tried to promote land consolidation and tenure
security as a means of improving incentives to
invest in land and increase productivity,
especially among small holders. It succeeded in
implementing some pilot cases, but did not
succeed in accelerating the process of land
consolidation and tenure security. A 2003
project performance assessment report (PPAR)
notes that the Bank did not give sufficient
attention to these complex and sensitive land
issues and argues correctly that the Bank has
largely tacked the land issue onto projects
(ASAL II, ASIL I, and Northwest Mountainous
Area projects) (World Bank 2003).2> On the
other hand, the Bank contributed in later years
to raising government consciousness and
increasing government resources to land issues.

To conclude, the Bank was successful in
supporting measures that raised farm incomes
in remote rural areas, increased local institu-
tions participation, and improved resource
management sustainability. On the other hand,
the Bank’s contribution to linking research to
extension, to enhancing rural finance, and to

promoting land tenure and output markets was
less successful. Future Bank programs should
focus on these areas: supporting institutions
essential for efficient functioning of output and
input markets (for example, land and rural
finance), while maintaining social cohesion
through better targeted safety nets for the rural
population. Ministry of Agriculture (MOA)
officials suggested that the Bank and the MOA
should closely collaborate to undertake a
sectorwide review as a first step. As MOA
officials pointed out, the last agricultural sector
review was carried out over twenty years ago
and a new review is needed to inform future
Bank programs.

Outcome, Sustainability, and

Institutional Development

The Bank’s assistance, in tandem with that of
the IMF and other donors, made a contribution
to maintaining macroeconomic stabilization
and structural reforms, which in turn facilitated
growth. Along with sustained per capita
income growth, solid progress was made in
reducing poverty. With Bank assistance, the



THE DEVELOPMENT IMPACT OF WORLD BANK ASSISTANCE

overall soundness of the banking system
improved. However, large public banks with a
heavy burden of nonperforming loans still
dominate the banking sector and pose risks to
the system’s stability. Tariffs have been reduced
and the economy is now more open to the
outside world but protection remains high
compared to Tunisia’s competitors. Further
progress in trade liberalization will be governed
by the implementation of the EUAA. The Bank’s
assistance also contributed to significant
progress in the rural and social sectors. In the
rural sector, the Bank’s assistance made
important contributions such as achieving
sustainable resource use, increasing farm
incomes, and improving living standards in
remote areas. However, efforts to facilitate
rural credit and land consolidation were less
effective. With Bank support, remarkable
progress in meeting the MDGs was made.
Almost all children attend school, more
children are surviving their first years, life
expectancy has grown substantially, and gender
equity has improved steadily. However, the
Bank did not pay sufficient attention to the
country’s expanding social programs and
public expenditure reviews were not periodi-
cally undertaken. Overall, the outcome of the
Bank’s assistance program is rated satisfactory
based on its substantial relevance and efficacy.
There are two risks/vulnerabilities to sustain-
ability: the relatively high level of external debt
and large fiscal deficit increase Tunisia’s vulner-
abilities to external shocks, and vulnerabilities
to regional and international developments,
including the expiration of the MFA. However,
the country has managed economic and
regional political uncertainties quite well by
gradually diversifying its export base, forging
closer relations with the EU, and maintaining
social and macroeconomic stability.>* The
progress achieved in attaining and maintaining
macroeconomic stability is likely to be
sustained—a broad political consensus that
realizes the benefits and understands the
importance of economic stability has evolved.
Similarly, the structural reforms that have been
accomplished have been based on a consensus
among the key actors in the economy and are

likely to be sustained. As Tunisia has joined
WTO and has signed a free trade agreement
with the EU, trade and investment policy
reforms are unlikely to be reversed. Sustain-
ability is rated likely.

The already relatively good institutional
capacity in the country was strengthened further
by the Bank’s support. Institutional changes in
Tunisia’s policy, regulatory, and legal environment
were accomplished with the help of Bank
assistance. A broad range of investment, competi-
tion, and banking laws were implemented (annex
table A.2n). New structures were established and
now are operating successfully, such as the bank
supervision and the associated revised banking
law, and the new regulatory framework for
mutual funds that complied with international
standards and represented good progress in
ensuring an adequate legal framework for the
sector. On the other hand, there has been poor
enforcement of regulations concerning loan
recovery and, although a law that created a
severance scheme for laying off workers has been
passed, enterprises continue to face obstacles
and very complex procedures if they want to
dismiss workers for “economic reasons.”

Other organizations were restructured. The
capacity of the ODESYPANO, a regional
development agency in the northwest, still one
of the poorest regions, and of the community
development committees has been enhanced.
Contracting of soil and water conservation
works to private firms, privatization of veteri-
nary services, and strengthening of water user
and community development groups and
agricultural development associations all has a
positive impact. On the other hand, the Bank’s
efforts to strengthen institutional development
to promote rural finance, enhance research
and extension, and address land tenure
problems—some of the most difficult
structural problems in rural development—
had a limited impact. In contrast, substantial
institutional and structural changes were made
in the education and health sectors with the
Bank’s support, facilitating the remarkable
progress toward meeting the MDGs. On
average, the Bank’s contribution to institu-
tional development has been substantial.
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Contributors’ Performance

Tunisia’s Own Central Role

he main party responsible for the significant socioeconomic achieve-
ments of Tunisia is the country itself. The Bank’s support and that of
other development partners no doubt played important roles, but it was
the government’s own belief in the correctness of the policies it followed and
its ability to muster the national consensus to implement them that made the

biggest difference.

Perhaps three main attributes of Tunisia’s
efforts were crucial for this overall success: (i)
program ownership and the explicit policy of
the government to move ahead with difficult
policies and reforms only after a broad consen-
sus with labor unions, the business community;,
and the political structure had been achieved,
albeit within a regime that is governed by a
strong central authority. Although this meant
that the pace of reform had to be cautious and
deliberate, it also meant that there have been
no policy reversals and that economic agents
could count on a basically predictable policy
environment; (ii) the maintenance of high
investment levels in human resources, which
has led to a well-educated population and a
well-trained and qualified labor force; and (iii)
the achievement and maintenance of
macroeconomic stability through a combina-
tion of sound fiscal, monetary, and foreign
exchange policies.

These factors enabled the country to
implement reforms across a wide variety of
areas: price liberalization, trade, financial and
private sector development, investment
incentives, legal and institutional frameworks,
human resources, and agriculture and rural
development. However, although comprehen-
sive, both the pace and the depth of reforms
has been uneven. Whereas stabilization policies
were implemented rather swiftly and generally
have been maintained, and broad fiscal and
financial sector reforms have moved forward
rapidly, progress with public enterprise restruc-
turing and privatization has been relatively
modest, proceeding at a more cautious pace
because the consensus behind them is not as
firm. In addition, labor mobility remains
hampered by rigidities in the labor market
whose removal has experienced considerable
resistance from the unions. Trade liberalization,
on the other hand, was initially resisted and
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had moved slowly, but eventually would
accelerate under the EUAA free trade
agreement. The government has placed strong
emphasis on education. This investment has
paid off impressively: rising education
standards were a major contribution to the rise
in total factor productivity.

According to some policymakers, the
1986-93 period represented the first phase of
reforms that were not fully developed at the
time and, sometimes, not fully owned by the
country. This led to mixed and partial results
and some slippage in implementing policies. To
these practitioners, 1993 signaled the beginning
of the “post-adjustment” phase, in preparation
for the signing of the EUAA in 1995. During this
period, the authorities took a couple of years to
develop their own program and build the
requisite internal consensus for its support.
This served as the basis for the three Economic
Competitive Adjustment Loans (Tunisian
officials chose the name over a Structural
Adjustment Loan [SAL], noting that adjustment
had already been completed and the country
had entered its post-adjustment phase).
However, even when the authorities have
themselves been convinced of the reforms that
they owned, they have chosen to continue to
move prudently and deliberately to ensure that
all concerned were on board. In the words of an
official, “We wait until things ripen and then we
move, step-by-step. This is why there have been
no reversals or slippages in this phase. For
example, after seven years of partial trade
liberalization and five years of hesitant privatiza-
tion, both have now accelerated.”

Perhaps the most controversial issue has to
do with the “appropriate” pace of reform. The
gradualist, cautious approach followed by the
Tunisian authorities to ensure as broad a politi-
cal consensus as possible in sensitive areas has
led to some delays, from the standpoint of the
Bank, and it entails some risks, as the economy
faces growing competitive pressures. But on
the other hand, the gradual approach has
allowed the government to build the necessary
consensus and has served the overall objective
of reform well, at least so far. Bank staff went
along with this pace in general, but by the late

1990s started encouraging Tunisia with more
urgency to accelerate the implementation of its
reforms and make the private sector more
open and transparent, in view of the significant
increase in competitive pressures expected for
the country. Because of domestic opposition to
the more difficult measures required, the
Tunisians have elected not to abandon the
gradualist approach that has served them well
so far, in order to avoid risking a major derail-
ment of reforms.

The World Bank's Performance

The Bank provided significant assistance to
support the country’s development efforts. Its
analytical work was timely; the topics covered
were driven by socioeconomic developments
in the country. It was generally of high quality
and important for the design of the Bank’s
strategies. It also underpinned the Bank’s
lending.

Policy-based and sector investment loans
were generally well conceived and designed.!
They covered the right policy areas, starting with
a broad catch-all operation like the Industrial
Trade Policy and Adjustment Loans, which was
appropriate for the early days of reform, and
became more focused and specific as the process
matured. Successive operations covered the
same set of areas, but each time building on
previous progress and adding new and deeper
dimensions. This reasonable approach worked
particularly well in financial reform, where Bank
assistance supported the country first in
introducing the basic rudiments of a modern
financial system in the early days and then in
adopting more specific measures appropriate for
a more advanced system by the turn of the
century. Similarly, early education and health
projects placed more emphasis on improving
access; the lending portfolio of the later 1990s
was more focused on sector-wide policy issues
such as enhancing the quality of services.

In general, Bank staff and management
showed reasonable flexibility during implemen-
tation. For example, Bank staff showed flexibil-
ity during ECAL I preparation, reaching an
agreement with the government to postpone
the banking reforms initially envisaged in the



operation in order to arrive subsequently at a
fully agreed policy package for the sector loan
(ECAL II). This flexibility entailed a reduction of
the ECAL I amount by half. On the other hand,
the Bank was not comfortable with the telecom-
munication privatization process, and decided
to allow the floating tranche of ECALIII to lapse.
In a few instances, a technical or partial waiver
for a tranche-release condition had to be given,
or a loan covenant was not honored, and the
Bank still disbursed the loan. This was normally
a negotiable approach, since the agreed
measures were subsequently implemented and
the momentum of the overall reform effort
maintained.

In particular, an explicit approach of
“incremental progress” by all the parties
involved has proven very effective in Tunisia.
This approach involved the Bank staying the
course in a particular policy area and address-
ing the same or closely related issues in that
policy area with successive analytical pieces or
lending operations, but each time incremen-
tally and patiently introducing additional
measures until more complete progress was
achieved over time. This was particularly clear
in the more difficult areas in finance, agricul-
ture, and investment incentives—areas where
political resistance initially slowed down the
rate of progress, and patience and persistence
proved worthwhile.

As is to be expected, where there was strong
concordance between the Bank and the
government (as in the case of the Natural
Resource Management Project), there was
great progress; and vice versa, as in the case of
rural finance. The Bank was not able to change
the government’s traditional approach of re-
scheduling and forgiving debts as a method of
drought relief. This behavior undermined
incentives to repay the National Agricultural
Bank (Banque Nationale Agricole or BNA)
loans even among farmers in irrigated areas
who were not drought-afflicted.

While turnover of country directors for
Tunisia has not been high (annex table A.9),
staff rotation is relatively high at the project
level. There have been three or more task
managers in eight (24 percent) out of 33
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projects (annex table A.8). The turnover was
the highest for the Hospital Restructuring
Loan, which had five task managers, and the
Private Investment Credit, which had four.
Ongoing projects with a high turnover of task
managers include the Education Quality
Improvement Program (with three task
managers).

Other Development Partners

The International Monetary Fund. Tunisia joined
the Fund in April 1958. The IMF has played a
significant role in supporting the country’s
successful stabilization and financial sector
reform efforts. As with the Bank, the Fund
provided valuable technical advice and consid-
erable funding, and played an important role in
helping the government avert the threatening
balance of payments crisis in the mid-1980s. A
Standby Arrangement in an amount of SDR
103.65 million was approved in July 1988, and a
drawing of SDR 207.30 from the Extended Fund
Facility was approved in July 1992. These
amounts were very important in helping
Tunisia meet external financing requirements,
and the underlying programs supported the
government’s efforts to maintain macroeco-
nomic stability and implement structural
reforms in a number of the areas also
supported by Bank adjustment lending. The
Fund and the Bank jointly conducted a financial
assessment. The Fund also provided assess-
ments of the country’s macroeconomic
conditions under the three ECALs. The Fund
and the Bank also cooperated in a number of
areas to provide technical advice, most notably
for the financial sector and debt management.

The European Union. The partnership between
Tunisia and the EU has been very strong, both
with the Commission itself and with the
European Investment Bank (EIB). Over the
1977-1996 period, four financial protocols were
implemented, for a total support from the
European Union of euro 742 million; of this,
euro 324 million is directly from the Commis-
sion’s budget, and euro 418 million is from EIB.
Priority was given during this period to support
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agriculture and rural development, environ-
mental management, transport, industry,
infrastructure, and training. After Tunisia
signed the Association Agreement in 1995, the
nature of the support shifted significantly
under the MEDA I program (1996-99). In line
with the Tunisian government’s priorities at the
time, 48 percent of this program’s euro 428.4
million support was for structural adjustment,
in conjunction with World Bank ECAL support.
In addition, EIB provided euro 620 million in
loans, mainly in support of infrastructure,
environmental protection, and private sector
development. MEDA II (2000-06) was designed
to support similar priorities that were further
emphasized in the Document de Strategie
(2002-2006) and the accompanying Pro-
gramme Indicatif National (2002-2004).
Under MEDA II, the Commission provided euro
249 million for structural adjustment; modern-
ization of industry, the judiciary, ports, and
information technology ; the media; and
greater participation of civil society in socioe-
conomic development. The EU analyses of
economic developments and prospects in
Tunisia are similar to the Bank’s, giving the
country high marks on macroeconomic
stabilization and good overall performance on
structural adjustment, but stressing the need
to accelerate the implementation of policies
that would increase competitiveness, such as
further export-orientation, private sector
development, and dealing more decisively with
the public enterprise sector through the mise d
niveau (box 1.1) program. Finally, the EU has
also given Tunisia high marks for its efficient
absorptive capacity of the EU assistance
program.

The EU has co-financed all three Bank-
supported ECALs, for a total of euro 260
million. The EU—along with the German
Agency for Reconstruction (Kreditanstalt fiir
Wiederaufbau or KfW) and AFD—have been
important partners in the Bank’s rural develop-
ment program. Staff of the EU delegation in
Tunis feel that the cooperation with the Bank
has basically been very good, especially during
loan preparation and appraisal, but that the
Bank could do a better job of actively engaging

EU staff during loan implementation and
supervision. The EU noted the lack of Bank
representation in Tunis. At present, the Bank
has only a liaison office in Tunis staffed by one
Operations Officer; the Country Director is
based in Washington, D.C.

The African Development Bank. AfDB has enjoyed
excellent cooperation with Tunisia and has
contributed significantly to its development
effort. Since the beginning of its operations in
the country in 1968, it has committed about
US$4,290 million equivalent in support of 84
operations. AfDB loan commitments have
averaged about US$250 million equivalent
annually in recent years. These loans have
given priority to electrification, roads, railways,
water resources, agriculture, rural develop-
ment, and structural adjustment, in conjunc-
tion with the three ECALs (for a total of about
330 million AfDB currency units), and small and
medium enterprise (SME) development
through support of the mise d niveau program
in conjunction with the EU. AfDB staff working
on the ECALs commended the excellent
working relationship with the Bank.

The Islamic Development Bank. Tunisia joined the
IDB in 1974 and since then has enjoyed an
exemplary relationship with the IDB. The IDB
supported Tunisia’s development efforts by
providing trade financing (US$818 million),
project financing (US$355 million), and special
assistance (US$4 million). Priorities for IDB
assistance have been public utilities, mainly
water and sewerage (44 percent), agriculture
and integrated rural development (17 percent),
and social sectors (15 percent). The IDB co-
financed one World Bank project and the
working relationship between the two institu-
tions has been excellent.

Exogenous Factors

The amount of rainfall in a particular year is a
very important, unpredictable, and ever-
present exogenous factor for Tunisia. It has an
immediate effect on agricultural production,
which, because of its significant share of GDP,
greatly influences aggregate production. The



cyclical nature of GDP in Tunisia is due to
rainfall cycles, and it is interesting to note in
this context that this cyclical relationship is
asymmetric. The influence of agricultural
production on GDP is stronger in the contrac-
tion phase than in the expansion phase, since
when agricultural output is higher than normal,
its multiplier effect through its use by agro-
industries takes place only if spare capacity is
available. There is also a household incomes
effect that reinforces this asymmetry.

Another important exogenous factor that
applies to most countries is the level of
economic activity in trading countries. In the
case of Tunisia, this means essentially the rate
of economic growth in the EU. Because of
increasing international competition in exports
to the EU, this factor is likely to be quite signif-
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icant, particularly during years of low, or
negative EU growth.

Although Tunisia is not a direct participant
in the Middle East conflict, its economy can still
feel any significant perturbations in the region,
as happened during the Gulf War; the attack in
Djerba, a tourist resort; and the current
uncertain situation in Iraq.

By their nature, exogenous factors are not
within the country’s control. But Tunisia can try
to build up resilience against them by increasing
the flexibility of its economic structure so it can
respond more rapidly to unpredictable changes
in its environment. Its prudent macroeconomic
stabilization measures and adjustment program
to make the economy more open and competi-
tive have enabled Tunisia to weather some of
these factors over the past couple of decades.
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Recommendations

his evaluation finds that a combination of macroeconomic stability, at-

tention to human resource development, and structural reform can yield

dramatic improvements in the living standards of developing countries.
Also, government ownership of reforms and the reform program are impor-
tant ingredients of a successful Bank assistance program. It also shows that
ESW can play an important role in formulating and supporting reform pro-
grams that underline Bank lending, particularly adjustment lending. In this re-
gard, omission of diagnostic work, such as sector work, public expenditure
analysis, and core fiduciary work do have an impact on the Bank’s programs
in sectoral reform, the efficiency of public expenditures, and accountability.

This evaluation has the following recommen-
dations:

* Follow through on supporting programs to
improve the environment for private sector de-
velopment and enhance competitiveness, as
Tunisia seeks to integrate within the world
economy:. Specifically, the Bank should help the
country (i) pursue trade openness with the
EU and the rest of the world; (ii) improve the
enabling environment to attract private and
foreign investment; (iii) strengthen the judicial
system to implement laws and regulations re-
garding loans recovery, particularly nonper-
forming loans and measures to facilitate exit of
private firms; and (iv) continue progress on pri-
vatizing public financial and enterprise firms.

* Continue support for social sectors. While sup-

portive of the MDGs, the Bank’s program needs
to continue this emphasis and focus on im-
proving the country’s capacity to prioritize pub-
lic spending and address burgeoning demand
for secondary and tertiary education—given
the demographic transition under way—while
preserving social gains. As expenditures on so-
cial services remain high, representing over 40
percent of expenditures, education expansion
at the post-basic level will necessitate efficiency
improvements. A public expenditure review
could help build capacity to prioritize social
spending and provide the basis for measures to
efficiently address education expansion.

* Focus on institutional development and safety

nets in the rural sector. Future Bank programs
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should focus on institutional development to
support efficient output and input markets
(for example, land and rural finance), while
maintaining social and political stability through
better targeted rural safety nets. Good quality
economic and sector studies should inform
future Bank programs. After 21 years without
a comprehensive Bank agricultural sector re-

view, OED agrees with the government’s sug-
gestion that it is time to undertake one.

* Enbance a results-based monitoring and eval-

uation approach. Strengthening monitoring
of output and outcome indicators embedded in
an improved monitoring and evaluation function
would help to anchor the Bank’s future assis-
tance program in a result-based approach.
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Development Diamond*

Life expectancy

GNI Gross
per primary
capita enrollment

Access to improved water source

= TUNISIQ
Lower-middle-income group

Economic ratios*

Trade

Domestic

. Investment
savings

Indebtedness

s [ UNISTA
Lower-middle-income group

M. East and Lower-middle-
POVERTY and SOCIAL Tunisia North Africa income
2002
Population, mid-year (millions) 9.8 306 2,411
GNI per capita (Atlas method, US$) 2,000 2,070 1,390
GNI (Atlas method, US$ billions) 19.6 670 3,352
Average annual growth, 199602
Population (%) 12 19 1.0
Labor force (%) 24 29 1.2
Most recent estimate (latest year available, 1996-02)
Poverty (% of population below
national poverty line) . . .
Urban population (% of total population) 67 58 49
Life expectancy at birth (years) 73 69 69
Infant mortality (per 1,000 live births) 24 37 30
Child malnutrition (% of children under 5) 4 "
Access to an improved water source
(% of population) 80 88 81
Illiteracy (% of population age 15+) 27 35 13
Gross primary enrollment
(% of school-age population) 17 95 1M1
Male 120 98 m
Female 115 90 110
KEY ECONOMIC RATIOS and
LONG-TERM TRENDS 1982 1992 2001 2002
GDP (US$ billions) 8.1 155 20.0 212
Gross domestic investment/GDP 31.7 343 27.9 25.8
Exports of goods and services/GDP 36.9 395 471 443
Gross domestic savings/GDP 21.2 27.4 23.4 214
Gross national savings/GDP 225 26.4 236 224
Current account balance/GDP -9.2 -7.0 -4.3 -35
Interest payments/GDP 2.1 26 2.1 22
Total debt/GDP 46.4 56.1 54.5 57.2
Total debt service/exports 16.2 20.0 139 15.4
Present value of debt/GDP . . 54.2 .
Present value of debt/exports 102.7
1982-92 199202 2001 2002 2002-06
(average annual growth)
GDP 38 47 49 1.7 47
GDP per capita 1.3 32 37 05 37
Exports of goods and services 7.2 56 12.1 0.0 55
STRUCTURE of the ECONOMY 1982 1992 2001 2002
(% of GDP)
Agriculture 132 16.1 11.6 10.4
Industry 311 285 28.8 29.1
Manufacturing 1.1 16.5 18.5 18.6
Services 55.8 55.4 59.5 60.5
Private consumption 62.3 56.6 60.9 62.3
General government consumption 16.5 16.0 15.7 16.3
Imports of goods and services 47.4 46.5 51.7 48.7
1982-92 1992-02 2001 2002
(average annual growth)
Agriculture B3 19 =5 -10.3
Industry 36 48 5.7 34
Manufacturing 20 5.6 6.9 22
Services 34 5.3 6.0 37
Private consumption 27 4.6 54 34
General government consumption 3.0 4.2 5.0 45
Gross domestic investment 08 37 6.4 —6.2
Imports of goods and services 3.0 47 13.4 —1.7

9Urowth of investment and GDP (%)

10%
0 : : : :

—1UJ 97 98 99 00 O \82

Qs (3DP

—GDI

Growth of exports and imports (%)
15

10
)

0
5 97 98 93 00 0O 0

Exports G |MpOIts
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Note: 2002 data are preliminary estimates.

This table was produced from the Development Economics central database.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will be incomplete.
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PRICES and GOVERNMENT FINANCE 1982 1992 2001 2002

Domestic prices (% change) Inflation (%)

Consumer prices . 5.8 19 28 5

Implicit GDP deflator 16.0 5.7 2.7 28 4

3

Government finance 2

(% of GDF, includes current grants) 1

Current revenue 31.7 26.8 24.6 24.6 04 | | | | | !

Current budget balance 6.7 41 5.2 47 97 98 99 00 01 02

Overall surplus/deficit 2.2 -3.0 =3k =3l — GDPdeflator  se=om== CP|

TRADE 1982 1992 2001 2002

(US$ millions)

Total exports (fob) 1,980 4,014 6,606 6,857 ; ;

e 7 . i e Export and import levels (US$ mill.)
n.a. 63 416 541 489 10,000
Manufactures 965 2,432 4,981 5,272 7500
Total imports (cif) 3,389 6,432 9,521 9,503 '
Food 356 430 654 653 5,000
Fuel and energy 377 449 888 886
Capital goods 1,032 1,578 2,240 2,236 2,500

Export price index (1995=100) . 79 151 154 0

Import price index (71995=100) . 89 107 109 % 9 % %9 00 00

Terms of trade (71995=100) . 89 141 141 o Exports = Imports

BALANCE of PAYMENTS 1982 1992 2001 2002

(US$ millions)

Exports of goods and services 3,002 5,973 9,518 9,539 0

Imports of goods and services 3,859 6,978 10,423 10,431 Current account balance to GDP (%)

Resource balance —856 —1,005 -905 —-893 0 % : 97 : % : %9 : 0 : o1 : 02

Net income ~294 654 -941 -984 Iy

Net current transfers 403 570 983 1,130 21

Current account balance —748 -1,089 —863 —746 =3+

Financing items (net) 776 1171 1,118 895 4t

Changes in net reserves =21 -82 ~255 ~149 5l

Memo:

Reserves including gold (US$ millions) 614 862 1,999 2,301

Conversion rate (DEC, local/US$) 0.6 09 1.4 1.4

EXTERNAL DEBT and RESOURCE FLOWS 1982 1992 2001 2002

(US$ millions)

Total debt outstanding and disbursed 3,772 8,543 10,884 12,100 Iy 2
IBRD 76 1470 1297 1164 Composition of 2001 debt (US$ mill.)
IDA 68 56 37 35

Total debt service 563 1342 1,465 1,641 G:682 _ A1.297
IBRD 53 267 226 233 B: 37
IDA 1 2 2 2

Composition of net resource flows
Official grants 29 140 . . D: 3,638 D:2,701
Official creditors 279 278 365 -90
Private creditors 29 74 229 556
Foreign direct investment 340 526 .

Portfolio equity 0 0 0
E: 2,529

World Bank program
Commitments 0 210 328 112 A-IBRD E - Bilateral
Disbursements 83 M 293 117 B-IDA D -Other multilateral ~ F - Private
Principal repayments 27 149 148 156 C - IMF G - Short-term
Net flows 56 -39 145 -39
Interest payments 27 120 80 79
Net transfers 29 -159 65 -118

Note: This table was produced from the Development Economics central database.
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ANNEX A.2: KEY BACKGROUND DATA

Table A.2a

Indicator 1990 1991 1992 1993 1994 1995 1996
GDP growth (annual %) 8.0 39 7.8 2.2 3.3 2.3 7.1
GNI per capita, Atlas method (current US$) 1,430 1,490 1,700 1,690 1,740 1,820 2,000
GNI per capita, PPP (current international $) 3,770 3,940 4,310 4,400 4,540 4,720 5,030
GDP per capita growth (annual %) 5.4 19 5.6 0.2 14 0.7 5.5
Agriculture, value added (% of GDP) 15.7 16.7 16.1 14.7 12.6 11.4 13.7
Manufacturing, value added (% of GDP) 16.9 16.9 16.5 17.1 18.3 18.8 18.3
Services, etc., value added (% of GDP) 54.5 54.3 55.4 57.3 58.4 59.6 57.8
Exports of goods and services (% of GDP) 43.6 40.4 395 40.4 449 447 421
Imports of goods and services (% of GDP) 50.6 45.3 46.5 48.0 479 48.7 43.7
Current account balance (% of GDP) -38 -36 7.1 -9.1 -3.4 43 2.4
Total debt service (% of GNI) 26.7 26.0 219 229 20.8 18.4 17.8
External debt, total (% of GNI) 64.7 65.7 57.8 63.2 65.2 62.1 59.7
Gross foreign reserves in months of imports 1.6 1.6 1.4 1.4 22 2.5 3.1
Current revenue, excluding grants (% of GDP) 30.7 29.0 29.4 30.3 313 30.1 29.6
Expenditure, total (% of GDP) 34.6 34.0 32.1 33.1 32.3 32.8 32.6
Gross domestic savings (% of GDP) 255 27.1 274 217 215 20.7 235
Illiteracy rate, adult total (% of people ages 15 and above) 40.9 398 38.7 37.7 36.5 35.3 34.1
Immunization, DPT (% of children under 12 months) 93.0 93.0 95.0 94.0 93.0 94.0 95.0
Improved water source (% of population with access) 80.0

Improved sanitation facilities (% of population with access) 76.0 . . . . . ..
School enrollment, primary (% gross) 113.3 113.7 114.1 116.6 117.2 116.8 116.5
School enrollment, secondary (% gross) 449 459 48.6 53.2 56.8 60.4 64.6
Population, total (in million) 8.2 8.3 8.5 8.7 8.8 9.0 9.1
Population growth (annual %) 24 20 20 20 18 1.6 15
Urban population (% of total) 57.9 58.7 59.5 60.3 61.1 61.9 62.6
Life expectancy at birth, total (years) 70.3 70.5 70.8 70.8 71.0 7.4 716
Fertility rate, total (births per woman) 35 . 32 . 29 2.7 2.5
Infant mortality rate (per 1,000 live births) 37.3 35.7 34.2 323 31.7 305 29.7
School enrollment, primary, male (% gross) 119.6 119.5 119.4 121.6 121.8 120.9 120.1
School enrollment, primary, female (% gross) 106.6 107.5 108.6 111.4 112.4 112.6 112.6
Illiteracy rate, adult male (% of males ages 15 and above) 284 27.6 26.7 26.0 25.0 24.0 23.0
Illiteracy rate, adult female (% of females ages 15 and above) 5315 52.1 50.8 494 481 46.7 453

Source: World Bank database as of March 23, 2003.
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Average, 1990-2000

Lower-

middle-

income

1997 1998 1999 2000 2001 Tunisia  Algeria Egypt Jordan Morocco MNA countries
5.4 48 6.1 47 5.4 47 20 46 48 48 3.0 3.7
2,080 2,050 2,090 2,100 2,070 1,855 1,741 1,086 1,513 1,162 1,876 1,100
5,220 5,350 5,730 6,070 6,450 4,961 4,591 3,039 3,628 3,188 4,595 3,824

4.0 3.4 47 3B 42 3.1 0.1 26 0.9 0.9 0.9 25
13.2 12.5 12.9 12.3 11.8 13.6 1.1 17.3 47 16.5 14.0 15.3
18.5 18.4 17.9 18.2 18.1 17.8 10.8 17.8 14.7 17.6 13.1 259
58.2 59.2 59.2 58.9 59.4 57.7 35.9 50.5 68.8 51.6 46.2 453
43.8 43.0 42.2 44.0 44.2 427 28.8 21.2 49.5 27.4 31.8 27.2
46.2 46.3 44.4 47.6 47.8 46.9 24.7 27.8 74.2 32.7 31.6 26.6
3.1 =34 2.2 —4.2 4.7 —4.3 3.7 1.3 —4.7 -1.3 . .
17.1 16.8 17.3 222 . 20.7 49.4 18.9 228 37.3 16.8 15.2
60.7 56.7 60.1 59.7 60.2 61.5 63.9 55.7 142.3 71.6 41.3 36.6
3.1 26 3.2 26 25 2.1 6.8 8.9 47 46 7.3 6.3
28.7 293 28.8 28.6 296 29.9 30.7 26.9 28.1 14.8
31.9 31.7 31.6 32.0 . 32.6 31.1 33.6 32.4 311 . 18.0
240 236 24.6 239 245 240 32.5 14.6 29 17.3 233 293
328 31.5 30.2 29.0 27.9 34.5 B4l 48.4 13.8 55.6 40.2 17.9
96.0 97.0 96.0 94.6 78.6 85.7 94.1 89.1 83.3 89.6
80.0 94.0 94.5 96.5 78.5 87.0 77.0

. . . 76.0 73.0 90.5 98.5 68.5 80.3 48.4
120.2 118.5 118.2 116.5 106.5 96.8 81.8 80.2 95.6 1121
68.4 72.9 74.6 . 59.0 62.9 77.2 58.9 37.6 61.7 62.8
9.2 9.3 95 9.6 9.7 9.0 28.1 58.8 42 26.6 2699  2043.0
1.4 1.3 1.3 1.1 1.2 1.6 1.9 20 338 1.8 2.1 1.1
63.4 64.1 64.8 65.5 66.1 62.2 54.6 43.1 76.9 52.3 55.6 42.0
71.9 72.1 72.1 72.1 71.3 69.4 65.2 70.2 65.6 66.0 68.5
24 22 2.1 2.1 2.6 38 3.6 4.4 34 4.0 2.3
276 26.6 26.2 258 30.7 38.6 52.7 2738 56.8 51.7 37.9
1238 121.8 121.2 121.0 112.9 102.9 81.2 91.2 102.3 113.9
116.5 115.0 115.0 . 111.8 99.8 90.4 82.4 68.7 88.6 110.3
219 208 19.7 18.6 17.7 233 29.1 36.2 6.9 421 28.8 1.1
43.8 42.3 40.9 39.4 38.1 459 50.0 60.9 21.4 68.9 52.0 24.8
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Poverty and Inequality in Tunisia, Egypt,

Table A.2b
Morocco, and Jordan

Headcount Headcount Headcount Gini
index (%) index (%) index (%) coefficient

0.406
NA
0.400
0.4

0.394
NA

0.320
0.320

0.446
NA
0.395

0.36
0.40
0.36
0.36
0.36

a. World Bank, Jordan Development Policy Review (2002), p. 11.
Sources: Adams and Page 2003a, b.
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Comparing National and International
Table A.2c Poverty Lines for Selected Countries
in MNA Region

Population
below $2.00/
person/day (%)
1995 1995 15.1
1997 1995 52.7
1997 1997 7.4
1998/99 1990/91 75
1995 1995 10.0
1998 NA NA
1991/92 1998 452

Source: Adams and Page (2003).
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Table A.2d

Indicators Tunisia Algeria

1975 1978 1979 1980 1975 1978 1979 1980 1975
Life expectancy at birth, total (years) 58.6 . . 62.4 56.3 . . 59 53
Life expectancy at birth, female (years) 59.3 . . 63.5 57.3 . . 60 55
Life expectancy at hirth, male (years) 57.8 . . 61.4 B3 . . 58 52
Infant mortality rate (per 1,000 live births) 94.4 . . 69.2 120 . . 98 139
Birth rate, crude (per 1,000 people) 36.7 . . 34.8 46.2 . . 42 39
Death rate, crude (per 1,000 people) 10.9 . . 9 14.2 . . 12 15
Fertility rate, total (births per woman) 59 . . 5.2 7.3 . . 6.7 5.4

Improved water source (% of population with access)

Improved water source, urban (% of urban population
with access)

Improved water source, rural (% of rural population

with access)
Immunization, DPT (% of children under 12 months) . . . 36
Immunization, measles (% of children under 12 months) . . . 65

Sanitation (% of population with access) . . . . . . . . .
Illiteracy rate, adult total (% of people ages 15 and above) 63.8 58.6 56.8 55.1 69.2 65 63 61 65

Illiteracy rate, adult female (% of females ages 15
and above) 771 723 705 68.8 832 79 78 76 79
Illiteracy rate, adult male (% of males ages 15 and above) 506 45 433 4.7 539 49 47 46 50

Sanitation, rural (% of rural population with access)
Sanitation, urban (% of urban population with access) . . .
School enrollment, primary (% net) . . . 82.2 76.6 . . 81

School enrollment, primary, female (% net) . . . 7.8 63.9 . . 71

School enrollment, primary, male (% net) . . . 92.1 88.9 . . 91

School enrollment, secondary (% net) 16.3 . . 229 . . . 31

School enrollment, secondary, female (% net) 12.2 . . 17.3 . . . 24

School enrollment, secondary, male (% net) 20.3 . . 28.2 . . . 37 .
School enrollment, secondary (% gross) 211 . . 27 20 . . 33 40
Pupil-teacher ratio, primary 40 . .. 38.5 40.9 . . 35 35
Land use, arable land (% of land area) 221 22 21.9 205 29 29 29 29 27
Labor force, total (millions) 1.8 2.0 2.1 2.2 41 45 47 49 12.7
Labor force, female (% of total labor force) 263 279 284 28.9 209 212 21.3 214 26.2

Source : World Bank, World Development Indicators (various issues).
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Table A.2e

Tunisia Algeria
1996 1997 1998 1999 2000 2001 1996 1997 1998 1999 2000 2001 1996

Life expectancy at birth, total (years) .72 72 72 .12 .10 . 71
Life expectancy at birth, female (years) .14 T4 T4 . . 2 . 73
Life expectancy at birth, male (years) .70 7N . .69 . 69
Infant mortality rate (per 1,000 live births) 30 28 25 24 . 37 35 . 34
Birth rate, crude (per 1,000 people) 20 19 18 17 . . e . 25
Death rate, crude (per 1,000 people) 55 56 56 56 . 6 6.1 . 56
Fertility rate, total (births per woman) 25 24 22 22 . . 36 . 34
Improved water source (% of population with access) . . . . . . . . . 9%
Improved water source, urban (% of urban population

with access) . . . . . . . . . 98
Improved water source, rural (% of rural population

with access) . . . . . . . . . 88 .
Immunization, DPT (% of children under 12 months) 91 96 96 100 . 77 79 80 83 . 91
Immunization, measles (% of children under 12 months) 86 92 94 93 . 75 74 75 78 . 92
Sanitation (% of population with access) . . .. . . . . . M /3

Illiteracy rate, adult total (% of people ages 15 and above) 3473 3130 29 28 37 36 35 33 32 32 48
Illiteracy rate, adult female (% of females ages 15

and above) 45 44 42 4 39 49 47 46 44 43 60
[lliteracy rate, adult male (% of males ages 15 and above) 23 22 217 20 19 18 26 25 24 23 22 23 36
Sanitation, rural (% of rural population with access) . . .. . . . . . .47
Sanitation, urban (% of urban population with access) .. . .. . . . . . .90 .
School enrollment, primary (% net) 98 .. 98 . . 94 . 9% . . 93
School enrollment, primary, female (% net) 9% . 96 . . 91 . 92 . . 88
School enrollment, primary, male (% net) 99 . 99 . . 97 . 96 . . 98
School enrollment, secondary (% net) . .. . . . 56 . b8 . . 68
School enrollment, secondary, female (% net) .. . . . . 55 . b9 . . 64
School enrollment, secondary, male (% net) . . . . . 58 . 58 . . Al
School enrollment, secondary (% gross) 65 64 73 . . 63 . 66 . . 75
Pupil-teacher ratio, primary 25 24 25 .. .. 21 27 .. .. . 27
Land use, arable land (% of land area) 19 19 19 . . 32 32 32 . . 2.8
Labor force, total (millions) 34 35 36 37 38 39 9 93 96 99 10 11 22
Labor force, female (% of total labor force) 307 309 312 314 317 319 251 257 264 270 276 283 29.0
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2000 2000 1996

38 . 3.3

95 . . 96 . . 82 . . 89
96 . . 100 . . 100 . . 82
. 94 . . 84 . . 58 . . 41
96 . 100 91 . 95 93 . 53 48
98 . 98 86 . 93 91 . 54 50 .
. 94 . . 99 . . 75 . . 55
46 45 13 11 10 55 53 51 43 4 38
58 56 19 17 16 68 66 64 52 49 46
35 33 6.6 58 52 4 40 38 34 32 30
91 . . 98 . » 42 . . 41
. 98 . . 100 . . 100 . . 81
92 . . 83 . 74 79
89 . . 83 . 65 »
95 . . 82 . 83 85
72
75
. . . 70 . . .
81 . 56 80 . 89 40
24 . 21 25 . 28 28 . . N
2.8 . 28 29 . 20 20 . 6.5 6.5
23 24 1.2 1.3 1.5 10 11 12 260 275 289
29.7 30.4 22 23 25 34.6 34.7 34.7 26.2 26.9 27.1
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Tunisia: Privatization and Restructuring
by Sector (1987 to August 2003)

me-m-

720
952.0
825.0
108.0

19.0

1,318.0
271.0
137.0

69.0

835.0
2,346.0

Table A.2f

Source: Directorate of Privatization, Government of Tunisia.

Tunisia: Foreign Investment in

T | A.2
able & Privatization (1987 to August 31, 2003)

Receipts from foreign investors
0
782

Source: Ministry of Economic Development.
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Tunisia: Privatization and Restructuring
by Sector (October 1998 to August 2003)

Table A.2h

Receipts, million TD
24
855
798
51
6

Source: Ministry of Economic Development.

Tunisia: Privatization Types

Tabl A.2i
AR : (between 1982 and August 31, 2003)

Number of enterprises
87
31
38
10
2

Note: Total Receipts amounted to 2,346 MDT.
Source: Privatization Directorate, Government of Tunisia.

Tunisia: Mode of Privatizations

T | A.2j
able ! (between 1982 and August 31, 2003)

Privatization proceeds in MDT

1,239
352

756
2,346

Source: Privatization Directorate, Government of Tunisia.
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Trade and Openness: Tunisia and
Comparator Countries

Table A.2k

Source: World Bank, World Development Indicators, and World Bank , “Jobs, Growth, and Governance in the Middle East and North Africa” (2003).

Average Tariff Rates in Selected Countries

T | A.21
able (weighted, %)

Source: World Bank, World Integrated Trade Solutions ( WITS) as of October 2003.

Tunisia: Summary Tariff Statistics,

Table A.2m 2000-02

EU-preferential tariffs

Source: IMF 2003, table 2, page 20.

54



ANNEX A: STATISTICAL ANNEXES

Tunisia: Investment, Competition, and
Banking Laws

Table A.2n

A revised Banking Law and a new regulatory framework for mutual funds were submitted to the Chamber of Deputies in the context of ECAL II.
Overall, the law complied with international standards and represented good progress in ensuring an adequate legal framework for the sector.

A law prohibiting non-competitive pricing was passed under EFRSL in the early 1990.

Categories of Investment in Five Most
Table A.2n Recently Closed Education Projects and
in the Ongoing Quality Project (EQIP)

Higher ed. Education &
EQIP 1 restructuring training sector
(2000-05) (1992-02) Loan (1989-97)

122

49

1

0.3
182

Note: Costs are projected costs for the EQIP project and actual for the other project.
Source: Internal World Bank data.
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ANNEX A.3: EXTERNAL ASSISTANCE TO TUNISIA

Table A.3a

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

All donors 6199 3335 6965 7179 6945 15109 6507 5226 4993 6221 665.5 729.6
World Bank 1032 1728 354  108.6 146 684 -3.1 | 489 —39.3 410 -169 1447
IBRD 1020 1720 -369 101.2 153 647 146 458 —-36.5 438 -145 1469
IDA -1.0 =20 -1.9 2.0 2.1 2.1 =21 =21 2.1 2.1 =21 =21
IFC 22 28 34 9.4 14 BE=IIEGE -156 RS0 —0.6 —0.6 -03 —
World Food Program 13.6 34 2.6 37 37 39 2.5 40 —0.1 - - -
France 110 -101.8 1426 1059 1053 1188 1039 653 1921 2572 357 1395
Germany 234 21.6 52.7 50.2 228 -16.0 35 1803 -150 692 289 242
Japan 148 2631 -70.8 102 3802 5309 2844 148 15.1 458 1195 117.8
Sweden 28.4 329 12.6 20.7 9.7 0.2 -73 -64 0.7 -09 44 1.5
United Kingdom 15.0 138 1034 1.2 84 14 43 4.1 439 —3.3 50.8 -26.8
United States 240 8.0 -10 -140 -130 766.0 20 510 -54 480 40 -300
Arab Countries 1050 =30 4.4 -45 151 = -226 -383 -205 -320  -184 -115 -15
Arab agencies 320 28.5 46.8 34.1 3.0 —038 0.7 0.1 0.5 0.4 04 11
EC/EU 2054 166.3 5828 3931 171.0 1640 3078 467.0 4240 3296 6191 3330
Others 444 2541 1354 8.8 4.1 36.4 -97 -188.2 —85.2 88.0 —168.1 28.4
Net receipts
Algeria 641 1,968 -1,062 —15 661 548 1876 391 203 934 384 552
Egypt 3311 4,237 1,661 2677 3228 2441 2737 2916 4119 1,771 3,242 23800
Jordan 1,087 747 404 118 465 944 846 503 611 511 573 490
Morocco 1,620 1,888 1,182 746 811 617 812 549 895 587 586 377

Source: OECD 2003.

Table A.3b

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Commitments 147 68 38 144 268 273 99 242 222 194 202 76 253 112
Net disbursements 140 109 58 27 14 10 —57 28 48 88 -16 28 77 =19
Net transfers 47 -1 -56 92 -106 -118 182 80 -145 -62 -99 48 -3 =9
Net disbursements

per capita (US$) 172 131 68 31 1.6 1.1 -63 30 52 35 -17 29 79 -1.9
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Algeria: World Bank Flows, 1990-03

Table A.3c

(US$ million)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Commitments 458 431 215 240 140 331 428 89 150 0 98 42 31 89
Net disbursements 171 95 236 36 9 203 256 131 -4 147 119 -105 -104 -114
Net transfers 95 1 127 80 -104 77 112 -260 118 -276 248 -229 -217 -188
Net disbursements
per capita (US$)** 6.8 37 9.0 1.3 03 72 90 45 01 49 -39 34 33| 36

Egypt:

World Bank Flows,

1990-03

Table A.3d

(US$ million)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Commitments 62 524 376 338 121 80 172 75 142 550 50 0 50 12
Net disbursements —70 —98 —60 33 -16 -84 —67 55 29 51 -38 57 48 26
Net transfers —207 249 184 92 136 207 180 -146 41 -114 94 -105 87 53
Net disbursements
per capita (US$) —1.3 BSEcE 1.7 06 -03 -15 11 09 05 -08 -06 -09 -07 -04

3e Morocco: World Bank Flows, 1990-03
(US$ million)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Commitments 483 626 325 543 412 58 540 108 200 440 8 98 5 4
Net disbursements 189 135 263 58 19 -102 141 —24 =31 13 |-227 =130 -218 =197
Net transfers -20 -103 22 -201 -245 -381 134 -274 249 -103 427 -310 -375 -305
Net disbursements
per capita (US$) 7.9 899 105 23 0.7 =8 53 SUG) 1.1 AN 7.9 B=AGN /.3 B=6i)

Y Jordan: World Bank Flows, 1990-03
(US$ million)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Commitments 175 25 0 55 100 147 120 140 67 210 35 120 5 120
Net disbursements 78 =17 21 38 22 31 40 109 -7 89 24 103 -10 99
Net transfers 43 —61 —20 -4 =22 -] =9 63 56 41 =7 50 53 70
Net disbursements
per capita (US$) 24.7 47 85 9.8 54 7.3 92 245 15 187 49 206 1.9 185

* Until April 29, 2003.
** 2002 and 2003 population figures extrapolated using 2001 population growth rate.
Source: World Bank's data as of April 29, 2003.
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Annex A.4

Report Title Report Type* Date Report # Year
1. Tunisia— Country Assistance Strategy CAS 03/28/00 20161 2000
Agriculture
1. From universal food subsidies to a self-targeted program: a case
study in Tunisian reform Pub 12/31/96 \WDP351 1996
Economic Policy
1. Moracco, Tunisia — Export growth: determinants and prospects SR 10/31/94 12947 1994
2. Tunisia — Poverty alleviation: preserving progress while preparing
for the future (Vol. 1-2) SR 08/31/95 13993 1995
3. Tunisia —towards the 215 century (Vol. 1-2) ER 10/31/95 14375 1995
4. Logistical constraints on international trade in the Maghreb PRWP 05/31/96 WPS1598 1996
5. From universal food subsidies to a self-targeted program SR 06/30/96 15878 1996
6. Tunisia's global integration and sustainable development: strategic
choices for 21st century Pub 08/31/96 15966 1996
7. Implementation of Uruguay Round commitments: the
development challenges PRWP 10/31/99 WPS2215 1999
Trade policy developments in the Middle East and North Africa Pub 02/29/00 20322 2000
Exports and information spillovers PRWP 11/30/00 WPS2474 2000
Education
1. Tunisia — Higher education: challenges and opportunities SR 05/08/97 16522 1997
2. Education in the Middle East and North Africa: a strategy
towards learning for development WP 04/30/99 21589 1999
3. L'Enseignement Superieur Tunisien: Enjeux et Avenir Pub 03/31/98 17493 1998
Energy
1. Tunisia — Inter-fuel substitution study: a joint report ESMAP 05/31/90 ESM114 1990
Tunisia — Power efficiency study ESMAP 02/29/92 ESM136 1992
Tunisia — Energy management strategy in residential and
tertiary sectors ESMAP 04/30/92 ESM146 1992
4. Increasing the efficiency of gas distribution — Phase 1: case studies
and thematic data sheets ESMAP 07/31/99 ESM218 1999
Environment
1. The greening of the economic policy reform (Vol. 1-2) EWP 02/28/97 16339 1997
Finance
1. External finance in the Middle East — trends and prospects DWP 12/31/93 20956 1993
2. Making micro finance work in the Middle East and North Africa WP 12/31/98 23076 1998
Health
1. How access to contraception affects fertility and contraceptive
use in Tunisia PRWP 01/31/92 WPS841 1992
Towards a virtuous circle: nutrition review of MNA DWP 08/31/99 20960 1999
3. Risks and macroeconomic impact of HIV/AIDS in the Middle East
and North Africa: why waiting to intervene can be costly PRWP 08/31/02 WPS2874 2002
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Annex A.4

Report Title Report Type* Date Report # Year
Multisector
1. The World Bank research oberver Pub 02/28/98 17258 1998
Others
1. Strengthening Tunisian municipalities to foster local urban development ~ OEDRP 01/01/01 24568 2001
3. The World Bank in action: stories of development WP 01/01/02 24928 2002
3. Initiative in legal and judicial reform WP 03/31/02 25082 2002
Social Protection and Poverty Analysis
1. Options for pension reforms in Tunisia PRWP 07/31/93 \WPS1154 1993
2. Tunisia's insurance sector PRWP 05/31/95 WPS1451 1995
3. Tunisia — Social Structure review 2000: integrating into the world
economy and sustaining economic and social progress WP 06/30/00 20976 2000
Private Sector Development
1. Privatization in Tunisia DWP 01/31/93 11645 1993
2. Tunisia — Private sector assessment SR 11/30/94 12945 1994
3. Tunisia — Private sector assessment update - meeting the challenge
of globalization (Vol.1-3) SR 12/14/00 20173 2000
4. s inequality bad for business: a non-linear microeconomic model
wealth effects on self-employment PRWP 01/31/01 WPS2527 2001

Public Sector Management

1. Partners for development: new roles for government and private
sector in the Middle East and North Africa Pub 09/30/99 19807 1999
Transportation

1. Optimal user charges and cost recovery for roads in

developing countries PRWP 10/31/91 WPS780 1991
Urban Development
1. The urban age — innovations in urban management 3 (4) Newsletter 01/31/96 17449 1996

Water Supply and Sanitation
1. Water pricing experiences: an international perspective Pub 10/31/97 \WTP386 1997

Abbreviations:

CAS: Country Assistance Strategy

DWP: Departmental Working Paper

ER : Economic Report

ESMAP: Working Paper, Economic & Social Council for Asia & Pacific
EWP: Environmental Working Paper

IDP: Internal Discussion Paper

OEDAR: OED Annual Report/Review

PRWP: Policy Research Working Paper

Pub: Publication

SR: Sector Report

Source: Imagebank, Word Bank. These documents can be accessed at World Development Sources at www-wds.worldbank.org.
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ANNEX A.5: EVALUATION RATINGS

Table A.5a

Inst. development

o/w: Outcome Sustainability* impact*
Total  Adjustment % % % % % % Sub-
Country evaluated ($m) Satisf Satisf. adj.  Likely Likely adj Substan. stan. adj
before 1990
Tunisia 2,180 533 91 100 73 72 20 29
MNA 14,282 1,897 76 87 48 45 30 59
Algeria 2,056 . 48 .. 7 .. 1 .
Egypt 3,130 70 83 0 56 0 19 0
Jordan 753 . 77 0 51 .. 31 .
Morocco 4177 1,256 81 88 52 38 51 76
Bankwide 186,355 29,568 71 68 53 58 33 34

*The Institutional Development Impact and Sustainability ratings have been in use only since FY98. Hence, the data for these two ratings for the period before FY 91 apply for smaller

levels of total net commitment than shown in columns 2 and 3 of the tab.
Source: OED internal database as of May 1, 2003.

Satisfactory Likely sustainability Substantial ID
Net outcome (%)
commit- 0/w Net 0/w Net 0/w Net 0/w
ment  Adjustment commit- Adjust-  commit- Adjust-  commit- Adjust-
Country (USSM) (USSM) ment ment ment ment ment ment
Tunisia 2,367 967 81.8 86.5 83.8 100 | 17
MNA 15,974 5,276 711 72.1 52.1 56.5 35 41
Algeria 3253 1,099 458 41 1.2 0 21 27
Egypt 2,025 150 83.2 100 395 0 34 100
Jordan 1,534 870 936 100 795 90.8 49 63
Morocco 4,736 1984 67.2 67.6 38 46 58.9 51.4
Bankwide 251,234 87,978 75.9 76.9 65.5 71.9 43 44

Note: Sustainability and institutional development impact ratings have been in use only since FY98.
Source: OED internal data.
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Ratings for the Active Portfolio for
Tunisia and Comparator Countries

Table A.5b

No. of projects Projects at risk (%)
18 1"
110 25
13 38
16 25
6 17
15 13
18

Source: World Bank data as of May 2003.
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Table A.5c

Approval Exit Lending

FY FY Project ID Project name instrument type
Agriculture

1967 1974 P005595 Cooperative farm project Investment
1972 1977 P005607 Agricultural credit project Investment
1972 1980 P005608 Fisheries project Investment
1975 1983 P005616 Irrigation rehabilitation project Investment
1977 1982 P005622 Second agricultural credit project Investment
1977 1984 P005623 Sidi Salem multipurpose project Investment
1979 1987 P005629 Second fisheries project Investment
1980 1987 P005633 Third agricultural credit project Investment
1980 1987 P005633 Southern irrigation project Investment
1997 2004 P005736 TN- Natural Resource Management Investment
2000 2006 P035707 TN- Water Sector Investment Project Investment
2001 2007 P005750 TN- Agriculture Support Services Investment
Economic Policy

1987 FY90 P005688 Industry & Trade Policy Adj. Adjustment
1988 FY91 P005718 SALI Adjustment
1992 FY95 P005742 Econ. & Fin. Reform SU Adjustment
Education

1967 1976 P005596 Second education project Investment
1976 1983 P005620 Third education project Investment
1981 1989 P005640 Fourth education project Investment
1983 FY90 P005650 Education V Investment
1989 FY97 P005715 Edu. & Training Sector Investment
1992 FY02 P005726 Higher Education Restructuring Investment
1995 FY02 P005743 Secondary Education Investment
1998 12/31/2003 P005741 TN-Higher Education Reform Support | Investment
2000 6/30/2005 P050945 TN- Education PAQSET 1 Investment
Electric Power & Other Energy

1972 1977 P005610 Power project Investment
1977 1981 P005625 Second power project Investment
1981 1986 P005643 Third power project Investment
Energy and Mining

1984 FY91 P005656 Mining Technical Assistance Investment
1984 FY91 P005657 Power IV Investment
1985 FY93 P005662 Elec. & Mec. Ind. Il Investment
1987 FY94 P005701 Energy Conservation Demonstr Investment
1988 FY95 P005667 SMI-1I Investment
1989 FY94 P005729 Petroleum Explor. Pr. Investment
1992 FY97 P005735 Gas Infrastructure Investment
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Commitment Latest risk
($m) DO rating
18 NR
8 NR
2 NR
12.2 NR
12 NR
42 NR
28.5 Sub
30 Modest
25 NR
26.5 Sat Modest
103.3 Sat Modest
213 Sat Sub
150 Modest 7.25
150 Sub 8.25
250 Modest 7.25 Sat Sub
13 NR
8.9 NR
26 Modest
27 Neg 4
95 Modest 7.25
68.7 Subs 8.25 Sat Modest
91.3 Sub 8.25 Sat Neg
80.0 Sat Modest
99.0 Sat Sub
12 NR
14.5 NR
415 NR
13.4 Sub 8.25
38.7 Neg 6
54 Modest 425
4 Modest ®
28 Neg 375
B3 Modest 6.75
60 Modest 125 Sat Modest

(Table continues on the following page.)
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Table A.5c

Approval Exit Lending

FY FY Project ID Project name instrument type
Environment

1994 FY00 P005588 Mediterranean Pollution Control Investment

1994 FY01 P005733 Mountainous Areas Dev. Investment

1994 2003 P005591 Ozone Depleting Subs Investment

2003 2003 P072317 TN- NW Mountainous & Forest Areas Dev. Investment

Finance

1968 1972 P005597 Second Societe Nationale d'Investissement project Investment

1970 1975 P005602 Third Societe Nationale d'Investissement project Investment

1972 1978 P005609 Fourth Societe Nationale d'Investissement project Investment

1973 1978 P005612 Fifth Societe Nationale d'Investissement project Investment

1976 1981 P005619 Sixth Societe Nationale d'Investissement project Investment

1978 1983 P005627 Industrial finance project - BDET component Investment

2002 6/30/2003 P055815 TN- ECAL Il Adjustment
Financial Sector

1985 FY92 P005663 Export Industries Investment

1994 FY01 P005748 Private Investment Credit Investment

1997 FY9s P042287 ECAL | Adjustment
1999 FY01 P053255 TN- ECAL Il Adjustment
Health, Nutrition & Population

1991 FY9s P005717 Population and Family Investment

1991 FY00 P005738 Hospital Mgmt. & Fin. Investment

1971 1979 P005604 Population Project Investment

1981 1989 P005642 Health and Population Investment

1998 12/31/2003 P005746 TN- Health Sector Loan Investment

Industry

1981 1989 P005639 Small-scale industry development Investment

1981 1984 P005641 SOGITEX textile rehabilitation project Investment

1996 12/31/2003 P040208 TN- Industry Support Institution Investment

Mining

1975 1979 P005617 Phosphate project Investment

0il & Gas

1971 1974 P005606 El Borma - Gades gas pipeline project Investment

1980 1974 P005635 Second natural gas pipeline project Investment

1995 6/30/2004 P005589 Solar Water Heating Investment

Public Sector Governance

1990 FY93 P005710 Public Enterprise | Adjustment
Rural Sector

1981 FY90 P005638 Northwest Reg. Proj. Investment

1983 FY91 P005649 Central Tunisia Irrigation Investment
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Commitment Latest risk
($m) rating

0 Sub 8.25 H Sat. Neg

26.4 Subs 75 Sat Modest

3.8 Sat Low or
Neg.

34 Sat Sub

10 NR

10 NR

10 NR

14 NR

20 NR

30 NR

2525 Sat Sub

50 Modest 5.7

118.8 Sub 8.25 Sat Neg

69.9 NR Sat Modest

134 Modest 7.25 Sat Neg

26 Sub 10 H Sat. Neg

29.7 Sub 8.25

9.6 NR

125 Sub

50.0 Sat Modest

30 Modest

18.6 NR

38.7 Sat Modest

75 NR

37 Modest

74 Sat Modest

24 Sub 5.25

16.5 Sub 8.25

(Table continues on the following page.)
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Table A.5c

Approval Exit Lending
FY FY Project ID Project name instrument type
Rural Sector (continued)

1985 FY92 P005660 NW Agri. Production Investment
1985 FY95 P005661 NATL. IRR. MGMT. IMP Investment
1986 FY94 P005665 Gabes Irrigation Investment
1988 FY96 P005683 Forestry Investment
1988 FY92 P005703 AG.CR.BNT IV Investment
1989 FY95 P005692 ASAL Il Adjustment
1990 FY97 P005727 Research and Extension Investment
1993 FY01 P005725 Second Forestry Deve. Investment
1994 FY01 P005721 Agriculture Sec. Inv. Investment
1995 FYO1 P005720 Rural Finance Investment
Transport

1982 FY92 P005647 Highways V Investment
1984 FY93 P005658 Urban Transport Il Investment
1988 FY95 P005672 Highway Maint. & Re. Investment
1969 1975 P005599 Second port project Investment
1969 1976 P005600 Railway project Investment
1971 1977 P005605 Highway project Investment
1974 1980 P005614 Tunis district urban planning and public transport proj Investment
1976 1983 P005621 Second highway project Investment
1978 1986 P005628 Rural roads project Investment
1980 1988 P005636 Fourth highway project Investment
1980 1989 P005637 Third ports project Investment
1998 12/31/2004 P043700 TN- Transport Sector Investment Investment
2001 6/30/2006 P064082 TN- Transport Sector Investment Investment
Urban Development

1972 1981 P005611 Tourism infrastructure project Investment
1974 1981 P005613 Hotel training project Investment
1979 1986 P005630 Second urban development project Investment
1983 FY93 P005652 Urban Dev. Il Investment
1987 FY95 P005668 Urban IV Investment
1989 FY97 P005691 Fifth Urban Investment
1993 FY99 P005687 Municipal Sec. Inv. Investment
1997 6/30/2003 P046832 TN- Municipal Development I Investment
2001 6/30/2007 P048825 TN- Cultural Heritage Investment
2003 2/28/2003 P074398 TN- Municipal Development IIl Project Investment
Water Supply and Sanitation

1969 1977 P005601 National water supply project Investment
1970 1977 P005603 Second water supply project Investment
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Commitment Latest risk
(Sm) D rating
15 Negl By
22 Modest 5.75
27.7 Sub 8.25
20 Modest 6.75
30 Sub 7.75
84 Modest 1.25
17 Modest 6
61.7 High 8.25
118.5 Sub 8.25
65 Modest 425
355 Modest 1.25
33 Modest 1.25
63 Modest 7.25
8.5 NR
17 NR
24 NR
18 NR
28 NR
32 NR
36.5 Sub
425 Modest
50.0 Sat Modest
37.6 Sat Modest
24 NR
5.6 NR
19 NR
25 Modest 6.75
30.2 Neg 4
58 Modest 5.75
75 Sub 8.25
80 Sat Modest
17 Sat Modest
78.4 Sat Sub
15 NR
10.5 NR

(Table continues on the following page.)

67



REPUBLIC OF TUNISIA: COUNTRY ASSISTANCE EVALUATION

Table A.5c

Approval Exit Lending
FY FY Project ID Project name instrument type
Water Supply and Sanitation (continued)

1974 1980 P005615 Third water supply project Investment
1975 1983 P005618 Urban sewerage project Investment
1977 1984 P005626 Fourth water supply project Investment
1979 1988 P005631 Second urban sewerage project Investment
1979 1984 P005632 Fifth water supply project Investment
1983 FY93 P005653 Urban Sewerage Il Investment
1984 FY93 P005659 Rural Water Supply Investment
1995 6/30/2003 P005680 TN-Water Supply and Sewerage Investment
1997 12/31/2004 P005731 TN- Greater Tunis Sewerage Investment
Social Protection

1991 FY95 P005734 Employment & Training Investment
1996 6/30/2003 P005745 TN- 2nd Employment and Training Investment
2002 8/31/2008 P048315 TN- Protected Areas Management Project Investment
Multisector

1999 3/31/2004 P055814 TN- Export Development Investment

Source: OED internal database.
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Commitment Latest risk
($m) rating

23 NR

28 NR

21 NR

26.5 NR

25 NR

34 Sub

50 Sub

58.0 Modest
60.0 Sub

12 Sub

60.0

5.6

35.0 Sat Modes
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ANNEX A.6: COST OF BANK PROGRAMS FOR TUNISIA AND COMPARATOR COUNTRIES

Table A.6a Costs

Lending completion ESW completion
costs, $m costs, $m

757.7
58.2
9.8
58
9.3
18
135

Percentages

33% 18%

33% 21%

40% 16%

28% 17%

33% 16%
Jordan 42% 34% 15% 91%
Morocco 35% 34% 20% 89%

70



ANNEX A: STATISTICAL ANNEXES

vl
¥4
Gl
0l
€l
Gl
4

(yuauniwwod
jau jo

000°L$ 43d s§)
$1S09 abesany

'$1509 108[0ud paddoup pue ‘ANST Pa|npayasun pue pajnpayds ‘uoisiaadns ‘1500 uoiis|dwod Buipus| Sapn|aul $1S0J [€10] JO JUNOWE 8Y ]

(uonpiw §)
azis 1a3load
afiesany

‘8Seqe1ep YUeq PLOAN 821108
'$1500 uoneledaid \NS3 Pa|nNpayds pue pajnpayasun sapnjoul $1s09 uoneledaid A\ST JO JUNOWE 8Y]
'$1500 393(0.d paddoip pue s3s09 uona|dwod Buipus| sapnjoul $1s09 Uoiia|dwod Buipus| Jo Junowe ay]

669
798
GY6'L
L96'L
888°L
eLLLL
£0l'L61
(o)1

$
'spuaw
-HWwos
18N

Aduai1d1333 q9°'V 9|qe}

71



REPUBLIC OF TUNISIA: COUNTRY ASSISTANCE EVALUATION

ANNEX A.7: COUNTRY STRATEGY OBJECTIVES AND KEY INDICATORS

1996 and 2000 Country Strategy Objectives
Table A.7a and Key Macroeconomic and Structural

Reform Performance Indicators*

AAA
Private Sector Assessment Update (FY 01);
Social and Structural Review (FY 00);
Strategy for Public Debt Management

(FY 02); Export Growth: Determinants and
Prospects (FY95); Private Sector Assessment
(FY95); Towards the 215t Century (FY96)

* The early 1990s country strategy was not a stand-alone document as it was embedded in a loan document; it did not develop quantitative performance indicators for monitoring results.
**The ratio for Algeria is 21%, Egypt 17%, and Morocco 23%..

***World Development Indicators (Nov. 3, 2003), the ratio for Algeria is 0.3%, Egypt 0.5%, and Morocco 0.2%.

Source: Internal Bank data.
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Proposed performance indicators
for 199602

Keep annual inflation at 3% during 1996-02, compared

t0 6% in 1995

Maintain fiscal deficit around 2% of GDP during 1996-02,
down from 4% in 1995

Increase reserves to 3 months of imports, up from 2 months

in 1995

Sustain an annual GDP growth averaging 5-6% during 1996-02,
up from 4% during 1991-95

Increase private investment to 15.4% of GDP by 2002,
compared to 12% over 1990-96

Increase private investment to 56 percent of total investment by
2002, compared to 46 percent in 1995

Increase privatization proceeds (% of GDP) to 6% by 1999,
compared to 1-2% in 1995

Private sector banks as percent of bank assets >50 percent in
1999, >60 percent in 2002, up from 30% in 1995

Increase ratio of Trade/PPP GDP >26 by 2002

Increase FDI/ PPP GDP > 0.7 by 2002

ANNEX A: STATISTICAL ANNEXES
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1996 and 2000 Country Strategy Objectives
Table A.7b and Key Human Development Performance
Indicators

AAA
Social and Structural Review (FYQ0); Higher

Education: Challenges and
Opportunities (FY97)

Sources: * Government data “Statistiques de I Enseignement Scolaire et de la Formation Professionnelle 2002-2003." ** Internal Bank data.
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Proposed performance indicators

Net primary enrollment ratio of 100%

Raise persistence rate to grade 9 from 42% to 73%

by 2004

Placement rate of 60% for vocational graduates in 1999
Reduce unemployment rate to 15% by 2002.

Lower maternal mortality ratios

Reduce infant mortality rate to 20 per thousand live births by 2002
Lower subsidized health care availability to roughly 25% of
the population in 1999

Improve health service quality through improved case
management and staff training

Policy measures for cost control
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No. of

Changes
Project Name (FY90-03) FY98 FY99 FY00 FYo1 FY02
Economic and Financial
Export Development Project 0 a a a a a
Industry Support Institutions Upgrading 3 a a b b
Private Investment Credit 4 a a b b
Education
Education Quality Improvement Program 2 a a a b b
Higher Education Reform Support I 1 a a a b b
Training and Employment I 1 a a a a b
Education Support Il 1 a a b b b
Higher Education Restructuring 2 a a a b b
Environment, Energy, and Mining
Gas Infrastructure Development Project 0 a a a a a
Health, Nutrition and Population
Health Sector Loan 1 a a a b b
Hospital Restructuring Support 5 a a b b b
Population and Family Health 1 a a a a a
Rural Sector
Northwest Mount. and Forestry Areas Dev. 1 a a a a a
Agricultural Support Services 1 a a a a b
Water Sector Investment Loan 2 a a a b.c c
Second Agricultural Sector Investment 1 a a b b b
Natural Resources Management 2 a a b b c
National Rural Finance 2 a a b,c c c
Agricultural Sector Investment Loan 1 a b b b b
Northwest Mountainous Areas Dev. 2 a b b b b
Second Forestry Development 2 a a b b b
Transport
Transport Sector Investment | 0 a a a a a
Rural Roads 2 b c c c c
Urban Development and Water Supply and Sanitation
Municipal Development Il 1 a a a a a
Cultural Heritage 0 a a a a a
Municipal Development Il 3 a b,c c d d
Municipal Sector Investment 4 a b,c.d d d d
Greater Tunis Sewerage Project 3 a a b b cd
Water Supply and Sewerage 3 a a b b cd
Adjustment
ECAL Il 0 a a a a a
ECALII 1 a a a a b
ECALI 2 a a a a a
Economic and Financial Ref. Supp. Loan 1 a a a a a
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Note: a=no change since FY98; b=one change since FY98; c=two changes since FY98; d=three changes since FY98.

Source: World Bank project data.



ANNEX A: STATISTICAL ANNEXES

Tunisia: Bank’s Senior Management,

1991-2003

Vice President

Resident Representative

Willi A. Wapenhans
Caio Koch-Weser
Caio Koch-Weser
Caio Koch-Weser
Caio Koch-Weser
Kemal Dervis
Kemal Dervis
Kemal Dervis
Kemal Dervis
Jean-Louis Sarbib
Jean-Louis Sarbib
Jean-Louis Sarbib
Christiaan J. Poortman

Source: World Bank Group Directory.
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ANNEX B:

LIST OF PEOPLE MET ON MISSION IN TUNISIA (AND WORLD

BANK AND IMF STAFF INTERVIEWED)

Government Officials, Donors and
Private Sector Representatives

Ministry of Development & International

Cooperation

Kamel Ben Rejeb, Director General

Monir Boumessouer, Director General,
Infrastructure

Fouad El Shrafi, Director

Lutfi Frad, Director

Mohamed Naceur Braham; Counselor of
Public Services, Director of Agriculture and
Agro-Industries

Foued Charfi; Director General, Productive
Sectors

Borgi Kacem; Director General of Regional
Development

Abel Hamid Triki, Director

Moncef Youzbachi

Ministry of Finance
Belhadji Jameleddine, Director General

Ministry of Higher Education
Abdallah Riahi, Director, Studies and Planning
Mohamed El Hedi Zaiem, Consultant

Ministry of Education and Formation

and Institute of Training

H. E. Mohamed El-Monsif Ben Saad,
Government

Secretary General (Deputy Minister)

Abdelkader Lgoulli, Director General, Services

Abdelmalik Elsallami, Advisor to the Minister

Ahmed Midamia, Director General, NVC

Mohamed Nazar El-Aish, Director General

Farahat El-Nasiri, Director

Mohamed El-Nasir, Director

Ibrahim Eltoumi, Director
Lutfi Blzabis, Director
Hofia El-Bahri, Director

Ministry of Health

Dr. Khaled Kheireddine, Director of Planning
Slaheddine Kalat, Director of Equipments
Nacer Kamel, Director of Studies

National Statistical Institute
Khalifa Ben Fagih, Director General
Abdel Majd El-Wislati

Tunisia Central Bank

Habib El Montacer, Managing Director

Badreddine Barkia, Director General,
Supervision

Samir Brahimi, Director General, Services
& Audit

Ministry of Transport
Salem Miladi, Director General

Ministry of Industry and Energy

Hamdi Guezguez, Principal Engineer

Ridha Ben Mosbah, Director General, De mise
a niveau

Mohamed El Kamel, Project Manager, ISIUP

Private Sector

Noureddine Ferchiou, Advocat, Ferchio
Assoices

Ahmed Benghazi, Associe-Gérant, Axis

Ahmed Smaoui

Prof. Marouanne El Abassi

Faycal Lakhoua, Counsellor, IACE

Jurgen Blanken, Water sector Economist, Pri-
vate Consultant
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80

National Agricultural Bank
Berraies Mohamed, Directeur

Exports Promotion Agency (FAMEX)

Slim Chaker, Director for Coordination

Trade Union
Mohamed Trabelsi, Secretaire

AfDB
O. Ojo, Chief Evaluation Officer
K. Diallo, Principal Economist

EU

Bernard Brunet, Premier Secretaire

Manfredo Fanti, Premier Secretaire

Paul Mathieu, Economist

Philippe Massin, Rural Development Expert

Amparo Gonzalez Diez, Section Chief, Rural
Development and the Environment

Jose-Maria Bellostas, Rural Development
Expert

Tunisia Leasing
Fethi Mestri, Director General

Ministry of Agriculture, Environment

and Water Resources

Ahmed EI Achek, President Director General,
Office of Sylvo-Pastoral Development of
the North West

Badr Ben Ammar, General Rural Economist,
Director General of Studies and Agricultural
Development

Abderraman Chaffai, Director, Studies and
Agricultural Development

Ahmed Ridha Fekih Salem, General Engineer,
Director General of Forests

Mohamed Gharbi, Director General, Agricul-
tural Land Agency

Abdellatif Ghedira, Chief of Mission, Cabinet
of the Minister, Director of the Bureau of
Planning and Hydraulics

Lamine Ben Hamadi, Deputy Director of
Planning and Budget, Institute of Research
and Higher Learning

Mohamed Ben Hamouda, Teacher-Researcher,
Coordinator of Regional Research Pole of

the Northwest, Institute of Research and
Higher Learning

Mohamed Mounir Hedri, Director of Research
Institute of Research and Higher Learning

Said Helal, Chief Engineer, Water and Forests,
Director of Socio-Economic Development
of the Forest Population

Abdelkadar Hamdane, Director General of
Rural Works and of Hydraulics

Abdallah Mallek, Director General of Finance,
Investment and Professional Organisations
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ANNEX C:
METHODOLOGY

GUIDE TO OED’S COUNTRY ASSISTANCE EVALUATION

This methodological note describes the key el-
ements of OED’s Country Assistance Evaluation
(CAE) methodology.!

CAEs rate the outcomes of Bank assistance programs,
not clients’ overall development progress.

An assistance program needs to be assessed on how
well it met its particular objectives, which are typ-
ically a sub-set of the client’s development objec-
tives. If an assistance program is large in relation
to the client’s total development effort, the program
outcome will be similar to the client’s overall de-
velopment progress. However, most Bank assis-
tance programs provide only a fraction of the total
resources devoted to a client’s development by
donors, stakeholders, and the government itself.
In CAEs, OED rates only the outcome of the Bank’s
program, not the client’s overall development out-
come, although the latter is clearly relevant for
judging the program’s outcome.

The experience gained in CAEs confirms that
program outcomes sometimes diverge signifi-
cantly from the client’s overall development
progress. CAEs have identified assistance pro-
grams that had:

* Satisfactory outcomes matched by good client
development

* Unsatisfactory outcomes with clients that
achieved good overall development results,
notwithstanding the weak Bank program

e Satisfactory outcomes with clients that did not
achieve satisfactory overall results during the
period of program implementation.

Assessments of assistance program outcome and
Bank performance are not the same.

By the same token, an unsatisfactory assistance
program outcome does not always mean that

Bank performance was also unsatisfactory, and
vice-versa. This becomes clearer once we con-
sider that the Bank’s contribution to the outcome
of its assistance program is only part of the story.
The assistance program’s outcome is determined
by the joint impact of four agents: (a) the client,
(b) the Bank, (c¢) partners and other stakehold-
ers, and (d) exogenous forces (such as events of
nature, international economic shocks, and so
on). Under the right circumstances, a negative
contribution from any one agent might over-
whelm the positive contributions from the other
three, and lead to an unsatisfactory outcome.

OED measures Bank performance primarily
on the basis of contributory actions the Bank di-
rectly controlled. Judgments regarding Bank
performance typically consider the relevance
and implementation of the strategy; the design
and supervision of the Bank’s lending interven-
tions; the scope, quality, and follow-up of diag-
nostic work and other analytical and advisory
activities; the consistency of Bank’s lending with
its non-lending work and with its safeguard poli-
cies; and the Bank’s partnership activities.

Evaluation in Three Dimensions

As a check on the inherent subjectivity of ratings,
OED examines a number of elements that con-
tribute to assistance program outcomes. The
consistency of ratings is further tested by ex-
amining the country assistance program across
three dimensions:

@) A Products and Services Dimension, in-
volving a “bottom-up” analysis of major pro-
gram inputs—loans, analytical and advisory
activities, and aid coordination

(b) A Development Impact Dimension, involv-
ing a “top-down” analysis of the principal
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program objectives for relevance, efficacy, out-
come, sustainability, and institutional impact
(¢) An Autribution Dimension, in which the eval-
uator assigns responsibility for the program
outcome to the four categories of actors.

Rating Assistance Program Outcome
In rating the outcome (expected development
impact) of an assistance program, OED gauges
the extent to which major strategic objectives
were relevant and achieved, without any short-
comings. Programs typically express their goals in
terms of higher-order objectives, such as poverty
reduction. The Country Assistance Strategy (CAS)
may also establish intermediate goals, such as im-
proved targeting of social services or promotion
of integrated rural development, and specify how
they are expected to contribute toward achieving
the higher-order objective. OED’s task is then to
validate whether the intermediate objectives pro-
duced satisfactory net benefits and whether the re-
sults chain specified in the CAS was valid. Where
causal linkages were not fully specified in the CAS,
itis the evaluator’s task to reconstruct this causal
chain from the available evidence and assess rel-
evance, efficacy, and outcome with reference to the
intermediate and higher-order objectives.
Evaluators also assess the degree of client
ownership of international development prior-
ities, such as the Millennium Development Goals,
and Bank corporate advocacy priorities, such as
safeguards. Ideally, any differences in dealing
with these issues would be identified and re-
solved by the CAS, enabling the evaluator to
focus on whether the tradeoffs adopted were ap-
propriate. However, in other instances, the strat-
egy may be found to have glossed over certain
conflicts or avoided addressing key client de-
velopment constraints. In either case, the con-
sequences could include a diminution of
program relevance, a loss of client ownership,
and/or unwelcome side-effects, such as safe-
guard violations, all of which must be taken into
account in judging program outcome.

Ratings Scale

OED utilizes six rating categories for outcome,
ranging from highly satisfactory to highly un-
satisfactory:

Highly Satisfactory: The assistance program
achieved at least acceptable progress toward all
major relevant objectives, and had best practice
development impact on one or more of them.
No major shortcomings were identified.

Satisfactory: The assistance program achieved
acceptable progress toward all major relevant
objectives. No best practice achievements or
major shortcomings were identified.

Moderately Satisfactory: The assistance pro-
gram achieved acceptable progress toward most
of its major relevant objectives. No major short-
comings were identified.

Moderately Unsatisfactory: The assistance
program did not make acceptable progress to-
ward most of its major relevant objectives, or
made acceptable progress on all of them, but ei-
ther (a) did not take into adequate account a key
development constraint or (b) produced a major
shortcoming, such as a safeguard violation.

Unsatisfactory: The assistance program did
not make acceptable progress toward most of its
major relevant objectives, and either (a) did not
take into adequate account a key development
constraint or (b) produced a major shortcoming,
such as a safeguard violation.

Highly Unsatisfactory: The assistance pro-
gram did not make acceptable progress toward
any of its major relevant objectives and did not
take into adequate account a key development
constraint, while also producing at least one
major shortcoming, such as a safeguard violation.

The institutional development impact
(IDI) can be rated as: high, substantial, modest,
or negligible. IDI measures the extent to which
the program bolstered the client’s ability to make
more efficient, equitable, and sustainable use of
its human, financial, and natural resources. Ex-
amples of areas included in judging the institu-
tional development impact of the program are:

* The soundness of economic management

* The structure of the public sector and, in par-
ticular, the civil service

* The institutional soundness of the financial
sector

* The soundness of legal, regulatory, and judicial
systems
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* The extent of monitoring and evaluation sys-
tems

* The effectiveness of aid coordination

* The degree of financial accountability

* The extent of building NGO capacity

* The level of social and environmental
capital.

Sustainability can be rated as highly likely,
likely, unlikely, bighly unlikely, or, if available
information is insufficient, zon-evaluable. Sus-
tainability measures the resilience to risk of the
development benefits of the country assistance
program over time, taking into account eight
factors:

* Technical resilience
* Financial resilience (including policies on cost
recovery)

Economic resilience

Social support (including conditions subject to
safeguard policies)

Environmental resilience

Ownership by governments and other key
stakeholders

Institutional support (including a supportive
legal/regulatory framework, and organizational
and management effectiveness)

Resilience to exogenous effects, such as in-
ternational economic shocks or changes in
the political and security environments.

85






ANNEX D:

MANAGEMENT ACTION RECORD

Major Monitorable OED Recommendations
Requiring a Response

Management Response

e follow through on supporting programs to improve the environment

for private sector development and enhance competitiveness as
Tunisia seeks to integrate within the world economy. Specifically, the
Bank should help the country (i) pursue trade openness with the EU
and the rest of the world; (ii) improve the enabling environment
through regulatory and judicial reforms to attract private and foreign
investment; and (iii) progress on privatizing public financial and en-
terprise firms.

Continue support for social sectors. While supportive of the MDGs,
the Bank's program needs to continue this emphasis and focus on im-
proving the country’s capacity to prioritize social spending and address
education expansion at the post-basic level given the demographic
transition underway. The Bank should undertake a public expenditure
review in partnership with the Government. This should help build ca-
pacity to prioritize social spending and provide the basis for meas-
ures to efficiently address growing demand for secondary and tertiary
education.

Focus on institutional development and safety nets in the rural sec-
tor. Future Bank programs should focus on rural institutional devel-
opment to support efficient output and input markets, including land,
rural finance, and research and extension, while maintaining social
cohesion through better targeted safety nets. After 21 years without
a comprehensive agricultural sector review, the Bank should under-
take one to inform its future programs.

Enhance a results-based monitoring and evaluation approach. En-
hancing a results-based approach with agreed and monitorable out-
put and outcome indicators embedded in an improved monitoring and
evaluation framework would help to anchor the Bank's assistance pro-
gram in the future.

The proposed CAS for FY05-08 addresses these issues squarely. The
first pillar of the CAS focuses on improving the business environment
and enhancing competitiveness, while the second pillar supports
greater quality and efficiency of the education system to address the
needs of the market place. The CAS supports greater competition in
infrastructure through the PPI (private participation in infrastructure)
agenda.

This is also addressed in the new CAS though the second pillar (edu-
cation), and the third pillar, which supports greater efficiency of so-
cial programs (pension, health, and social protection). A PER is proposed
and the Country Team agrees that emphasis should be given to
reviewing expenditures in social sectors.

The Country Team has taken CAE's recommendation and proposes to
conduct a comprehensive agricultural sector review. This will inform
policy dialogue and future lending to this sector.

The proposed FY05-08 CAS is a results-based CAS and will lead to reg-
ular monitoring of CAS outcomes and results (yearly reports and CAS
progress report in 2006). In addition, the country team has already
started reinforcing capacity of project implementation staff in Tunisia
inregular M&E of projects. CB will also be strengthened for Bank teams.
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ATTACHMENT 1:

ISLAMIC DEVELOPMENT BANK—TUNISIA COUNTRY

ASSISTANCE EVALUATION

Executive Summary

The Operations Evaluation Office (OEO) of the
Islamic Development Bank (IDB) has recently
embarked on new areas of operations evaluation,
such as country assistance evaluation, sector or
thematic studies, and impact evaluation. The
second Country Assistance Evaluation (CAE) was
conducted by OEO for Tunisia in September
2003 in collaboration with the World Bank’s Op-
erations Evaluation Department (OED) — the
first being the CAE conducted for Jordan in Oc-
tober 2002. The main objective of the CAE is to
assess the relevance and effectiveness of IDB’s
interventions in Tunisia since the start of IDB op-
erations in 1976. The scope of the present CAE
report is limited to the Bank’s project financing
activities.

Regarding its economy in general, the deter-
mined structural reforms in Tunisia led to
markedly improving economic and social per-
formance. Real GDP growth increased from 2.8
percent during 1982-86 to 4.8 percent during
1991-2001. Meanwhile, both inflation and the
current account deficit decreased significantly.
The 2002 GPD growth was reported to have de-
celerated sharply due to the combined effect of
the aftermath of September 11, 2001, and a 4-year
severe drought. The growth outlook for 2003 ap-
pears to be highly imperilled by several risky pa-
rameters. It is estimated to stand at around 4
percent, owing to the sluggish recovery of tra-
ditional export markets to the European Union
(EU)and the slight recovery from the drought.
However, the main factor of challenge for the
Tunisian economy in the near future, especially
for its industry, is definitely whether it can stand
up to the expected competition when the free
trade agreement with the European Union will
come into force in 2008.

During the 1970s and 1980s, IDB'’s strategy for
development assistance to Tunisia was mainly tar-
geted to developing the industrial sector (mainly
through equity participation), the public utilities
sector (potable water supply and sanitation), to-
gether with development in agriculture (in-
cluding integrated rural development) in line
with priorities of the Government. In the 1990s,
the IDB Assistance programmes were mainly
guided by the Country Assistance Strategy Study
(CASS) prepared in 1996 for the period 1997-
1999 and the subsequent finalisation of a 3-year
rolling work programme for the period 1420-
1422H. The Bank’s operations had sharply de-
clined over the 3 years preceding the preparation
of the CASS for Tunisia. The main reason was the
availability of more competitive alternative fi-
nancing sources particularly from the EU and var-
ious bilateral donors. This really was a threat for
more IDB involvement in Tunisia, especially
since it has been categorized as mid-high-in-
come country and could not benefit any more
from blending of concessional and non-conces-
sional modes of financing.

By and large, IDB assistance to Tunisia has
been diverse. The Bank assistance focused on
public utilities, agriculture and rural develop-
ment, industry, financial sector, and more re-
cently on social sectors (education and health).
As of June 2003, the IDB has approved a total
amount of US $1.18 billion for Tunisia, 70 percent
of which is for trade operations. Out of 44 ordi-
nary project financing operations, 20 operations
are currently active while 24 operations have al-
ready been completed. The total amount actu-
ally disbursed by the Bank for projects and
technical assistance operations up to mid-2003
was ID 94.48 million, or around one third of the
net approved amount. This low figure implies
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partially that there has been under-utilisation of
the extended financings as there were many cost
savings that stemmed from both the depreciation
of the Tunisian dinar and a tendency to overes-
timate the project costs at appraisal time.

With regard to the performance of the 11
post-evaluated projects, 10 projects were con-
sidered as successful or partly successful and
one project not successful. Currently, a 3-year
work programme for 1423-1425H is being im-
plemented as planned.

During two decades (1980s and 1990s),
Tunisia’s commitments in trade were almost con-
stant and in line with earmarked allocations,
thanks to annual operations entered into with tra-
ditional clients in that member country.

However, it is felt that Tunisia has not been en-
gaging with IDB on trade financing operations
at a level that is commensurate with the high
creditworthiness that the country does enjoy.
The main reason why Tunisia does not take ad-
vantage of IDB’s trade financing operations, at
a similar pace to other member countries of
comparable economic development, is that IDB’s
mark-up is perceived—particularly by the private
sector—not to be competitive enough as com-
pared with the rates available.

Water supply and sanitation has been the pri-
mary beneficiary sector of IDB project financing
(45 percent), with particular emphasis on the
construction of sewerage infrastructure in favour
of the Sewerage Authority (ONAS). Under IDB
financing, ONAS procured new technology of
sludge mechanical dewatering and handling.
Regarding the water supply, two projects are
currently being implemented by the Water Au-
thority (SONEDE). In view of the relatively low
rate of access to potable water of northern
zones, IDB may envisage in the future to fi-
nance projects in these regions. It was proposed
also that IDB might contribute to SONEDE pro-
gramme of renewal of transmission lines in
urban areas.

IDB assistance to the industrial sector was
primarily provided in the early 1980s through eg-
uity participation in three companies. The CAE
mission recommends to undertake a review of
the equity portfolio performance in Tunisia, in
light of the difficulties faced by these companies.

The Bank’s intervention in the Integrated
Rural Development (IRD) sector related to 5
projects which entailed activities that were spread
all over Tunisia, and whose scope encompassed
a multitude of components of both agricultural
and non- agricultural nature. All the 5 IRD proj-
ects have been post evaluated, and their per-
formance was assessed as satisfactory since the
targeted objectives were attained in terms of re-
gional development and improvement of the
living conditions of the most disfavoured pop-
ulations.

IDB involvement in the social sectors has
rather been modest and tardy. Although the
human resources development was a top prior-
ity for Tunisia, IDB was involved neither in pri-
mary and secondary education nor in vocational
training. IDB involvement in higher education
and the health sector is relatively recent, and it
is premature to assess its performance.

With regard to education, many stakeholders
interviewed by the mission expressed high con-
cern about the lagging improvements in the
quality of education at all levels. For higher ed-
ucation in particular, the Tunisian officials in-
formed the mission that their country is putting
more emphasis on vocational and technical ed-
ucation, especially computers and information
technology, to combat unemployment among
the youth, which now stands at around 16 per-
cent. In this connection, the Ministry in charge
of higher education is preparing a project to
create technological poles, and IDB may envis-
age its contribution to this project.

On the other hand, IDB extended several
lines of financing to Tunisia, but most of them
have remained dormant. The main reason for the
non-utilization of these lines of financing is the
foreign exchange risk which the local investors
and businessmen are unwilling to bear. In this re-
spect, a new global line was approved in 2003.
It has been devised to overcome all the short-
comings related to previous lines of financing ex-
tended to local banks in Tunisia, especially
through the introduction of a mechanism for
the exchange risk coverage, involving local banks
and insurance companies.

In conclusion, the Tunisian authorities af-
firmed the importance and the timeliness of the
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current evaluation of IDB’s activities in Tunisia.
The IDB’s assistance to Tunisia has been appre-
ciated and acknowledged by them. There was a
general agreement that this assistance was rele-
vant. As a matter of fact, IDB’s experience in
dealing with the different executing agencies is
considered very successful, because Tunisia pos-

sesses a very efficient and experienced technical
and administrative staff. However, there were a
number of criticisms of bank assistance. The
complaints concern mainly operational aspects
such as time-consuming disbursement proce-
dures and IDB financing cost which is viewed to
be rather high.






ATTACHMENT 2:

REPORT FROM THE COMMITTEE ON DEVELOPMENT

EFFECTIVENESS (CODE)

The Informal Subcommittee (SC) of the Com-
mittee on Development Effectiveness (CODE)
met on April 21, 2004, to discuss the Tunisia
Country Assistance Evaluation prepared jointly
by the Operations Evaluation Department (OED)
and the Islamic Development Bank (IDB).

Background
OED'’s evaluation commended Tunisia’s re-
markable socioeconomic progress and reduc-
tion in poverty rates and underlined the
important role of country ownership, a broad po-
litical consensus, a well-developed human re-
source base, and a stable macroeconomic
environment. The report noted that the Bank
program in Tunisia succeeded in promoting re-
forms in the financial, rural, and private sectors
by providing assistance in terms of policy advice,
lending, and resource mobilization. It also noted
some shortfalls that may pose risks for sustain-
ing high performance in the more competitive
environment that Tunisia is likely to face in the
near future, such as low levels of private invest-
ment, the significant role of government in eco-
nomic activities, the large number of
nonperforming loans at public banks, and high
tariffs. The evaluation concluded that the Bank
should concentrate its efforts on helping the
authorities to improve the business environ-
ment through regulatory reform, to continue
support for the rural sector and social institu-
tions, and on high quality analytical studies.
Management broadly agreed with the CAE
conclusions and noted that they will be largely
reflected in the new Tunisia country strategy. In
particular, the new country strategy will focus on
three strategic objectives: (i) strengthening en-
vironment for private investment; (ii) improving
the quality of output from the education sys-

tem and its link to the labor market; and (iii) im-
proving public services through a focus on effi-
ciency and sustainability of public expenditures.

The Chair representing Tunisia thanked OED
for preparing a very balanced and insightful re-
port, and reiterated the Tunisian authorities’
general agreement with the main conclusions
and recommendations of the evaluation. He
concurred with the OED assessment of the Bank
assistance as satisfactory, and highlighted the
important role of the Bank’s lending, policy ad-
vice and analytical work in the country’s so-
cioeconomic development. At the same time,
he stressed that the authorities have employed
a cautious approach to structural reforms in
order to ensure a broad consensus. He also ex-
pressed concerns about the increasing pressure
of the cost of doing business with the Bank and
noted that the report could have benefited from
drawing comparisons with other MDBs, as well
as specific proposals to improve flexibility of the
country strategy program and IFC’s involvement
in the country.

Main Conclusions and Next Steps

The Subcommittee welcomed the CAE and
agreed with the OED rating of Bank assistance
as satisfactory. Members endorsed the main con-
clusions and recommendations of the report.
They commended management for including
the CAE’s recommendations in the new country
strategy, and stressed the importance of drawing
lessons from Tunisia’s impressive performance.
Among other major issues discussed at the meet-
ing were the pace of future reforms, challenges
of sustaining the development progress and re-
lated vulnerabilities of the Tunisian economy,
the cost of doing business in Tunisia in the con-
text of Bank lending to the middle income coun-
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tries, and the lessons to be drawn from the joint
evaluations with other development partners.
The following points were raised:

Lessons Learned

Many members were interested in the positive
lessons from the Tunisian experience, and
whether they could be replicated in other coun-
tries. Management noted that Tunisian experi-
ence is very relevant, especially for the MNA and
Africa Regions, and that it is being currently uti-
lized through a series of regional seminars and
workshops. Some members asked for more de-
tails on the impact of and the differences in
views on the mise a niveau program of enter-
prise restructuring and upgrading. Management
noted that in its view the main factor in sup-
porting enterprise restructuring should be the
investment climate rather than providing a small
amount of subsidy, which is the essence of the
mise a niveau program

Looking Forward

Members concurred with the report’s conclusion
that the Bank should continue to support im-
proving the investment climate and enhancing
competitiveness. They stressed the importance
of developing a results-based approach in the
areas of trade openness, the business environ-
ment, enterprise and financial sector privatiza-
tion, and land and rural finance. Members
expressed concern about the size of the public
banks’ portfolio and potentially heavy burden of
nonperforming loans on the economy. Some
members concurred with OED’s observation
that further structural reforms are needed in
light of an increasingly more competitive re-
gional and global trade environment, but noted
the importance of simultaneously sustaining full
ownership of the reform process and broad po-
litical consensus. Management noted that there
is interest on behalf of the authorities to take ad-
vantage of the Bank’s assistance on debt man-
agement and doing an investment climate
assessment. Some members asked about the
reasons of IFC’s lack of activity in the country.
Management replied that IFC’s limited involve-
ment is due to the availability of alternative and
cheaper financing for Tunisian companies. At

the same time, management confirmed that IFC
is interested in exploring new opportunities in
Tunisia. Members praised the country’s success
in achieving the MDGs, but had questions about
the consistently high levels of unemployment.
Management agreed that, despite meeting the
target on unemployment, job creation and pri-
vate investment remain issues of concern for
the Tunisian authorities, given the rapid growth
of the labor force. Management noted that those
issues are discussed extensively in the country
strategy through the prism of creating more flex-
ibility in public financial management and im-
proving the investment climate. Some members
asked management to elaborate on the absence
of a full-fledged Bank office in the country. Man-
agement replied that given the presence of very
strong and competent public administration,
the Tunisian authorities at this point do not see
the need for the same kind of implementation
assistance as in other countries.

Cost of Doing Business

Some members echoed the concern expressed
by the Tunisian chair about the cost of doing busi-
ness with the Bank vis-a-vis other MDBs, and
stressed the importance of that issue in the over-
all context of lending to the middle-income
countries. OED noted that these issues will be
addressed in the OED study on lending to mid-
dle-income countries. Management added that
Tunisia could clearly be a case where the Bank
can quickly adopt national systems in order to
drive down the costs, and that the future work
on core ESW (CFAA, CPAR) is designed to address
fiduciary issues so as to move towards using na-
tional systems.

Donor Coordination

Members welcomed OED’s cooperation with IDB,
consistent with the Bank’s broader agenda of har-
monization and reducing the cost of assistance to
the clients, and urged OED to continue that prac-
tice in future. Some members were interested to
know whether joint work was an important fac-
tor in the overall success of the evaluation, and
what were the lessons learned. OED replied that
the partnership arrangement with IDB led to sig-
nificant capacity development, laying the ground-
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work for further collaboration. This was the sec-
ond joint report with IDB, and OED had found
those exercises very useful in terms of raising the
efficiency of the evaluation function, capacity
building, and sharing of ideas. Management noted

that the high level of competence of the Tunisian
authorities allows for a sufficient level of dialogue
with donors to be maintained bilaterally, but en-
couraged the authorities to do it in a more coor-
dinated manner in the future.

Chander Mohan Vasudev, Chairman
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ENDNOTES

Chapter 1

1. The GDI ranks Jordan 75th, Tunisia 76th, Alge-
ria 88th, Egypt 99th, and Morocco 102nd out of 175
countries (UNDP 2003).

2. Deeper integration into EU markets will make
Tunisia more vulnerable to economic swings in the EU.
Anemic growth in the EU is swiftly felt in Tunisia, as
in the sharp GDP slowdown seen in 2002.

Chapter 2

1. Most of the World Bank’s closed projects in
Tunisia do not have an operationalized M&E mecha-
nism.

2. The Region notes, “It is important to indicate that
it was not the Bank’s choice not to conduct a PER but
the Government’s reluctance to let the Bank do one.”

3. By way of comparison, only the Bank’s West
Bank and Gaza program mobilized more resources
than Tunisia. During FY94-01, the West Bank and
Gaza program secured $541 million in co-financ-
ing/parallel funding against $326 million in Bank com-
mitments—a ratio of $1.66 on every dollar. The Bank’s
Jordan program mobilized a co-financing ratio simi-
lar to its program in Tunisia.

4. For example, Municipal Development Project was
postponed and Cultural Heritage and Agricultural
Support Services projects were reduced in size by 40
percent.

Chapter 3

1. The authorities noted that when these private
leasing companies are combined with the private
banks, the share of assets of all private credit institu-
tions out of the total is about 62 percent.

2. Excludes five “development” banks that are joint
ventures with other Arab countries (which account for
about 5 percent of the banking assets) and are not sub-
ject to the authority and supervision of the Central

Bank, but are governed by bilateral protocols. These
are now being commercialized and the intention is to
bring them under the umbrella of the Central Bank.
Three foreign banks operate in Tunisia today, BNP,
Citibank, and Société Générale, and the Arab Banking
Group has recently been authorized to open up a
branch as well. However, the presence of foreign
banks in Tunisia remains below that seen in other de-
veloping countries, especially in EU accession coun-
tries that have modernized their banking systems
with a significant involvement of foreign banks.

3. The reduction in NPLs was largely the result of
the government taking over or guaranteeing bad
debts rather than evidence of better lending.

4. In 2002, average (unweighted) Tunisian most fa-
vored nation (MFN) tariffs were 34.5 percent, mar-
ginally down from 35.9 in 2000, compared to 24.3
percent for imports originating in the EU.

5. FDI flows also account for only a small per-
centage of gross capital formation in the region, about
5 percent in 2000. In comparison, FDI flows accounted
for 26 percent in Singapore (World Bank data, 2003).

6. Tunisia’s unemployment rate is similar to the
MNA average of 15 percent in 2000 (Finance and De-
velopment, March 2003, p. 19). Based on its ESW, the
Bank has proposed measures to improve the unem-
ployment situation.

7. The Bank’s first education project in Tunisia
was in 1962.

8. Government data, Statistiques de I’enseigne-
ment scolaire, 2002-2003.

9. Third International Mathematics and Science
Study measured student performance in mathemat-
ics and science achievements and collected relevant
information on instruction, curriculum, schools, and
policies.

10. The ongoing Education Quality Improvement
Program Phase 1 (EQIP 1). See Annex table A-20.
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11. Hospital Restructuring Support Project of 1991.

12. The Region notes that there has been sub-
stantial progress on the reforms concerning the re-
gional health bodies, although it was slow until about
two years ago. OED notes that the Region, in its eval-
uation of the health structuring project, mentioned
that requiring a legal framework for hospital autonomy
as a condition for project effectiveness is important
to ensure political commitment.

13. According to the Ministry of Education projec-
tions covering the period 2000-2020, secondary edu-
cation student numbers will increase by 80 percent and
basic education students will decrease by 40 percent.

14. Tunisia’s expenditure per student rises sharply
with the level of education. For example, per capita
tertiary spending is five times higher than primary level
and three times higher than secondary spending.
These ratios do not compare favorably with other
comparator countries (World Bank data, 2003).

15. Economic and fiscal analyses are light in the con-
text of this program.

16. This section draws heavily on World Bank
(2003) and Tsakok (2004).

17. Ayadi et al. (2001).

18. Republic of Tunisia. Ministry of Development
and International Cooperation. National Institute of
Statistics. National survey on household budget, con-
sumption, and living standards—2000. Volume A. Re-
sults of the survey on household budgets. Enquete
nationale sur le budget, la consommation et le
niveau de vie des ménages—2000. Volume A. Resultats
de ’Enquete sur le Budget des ménages, p. 33.

19. These objectives addressed all issues the Bank
raised in its analytical work except the high risks of a
drought-vulnerable agriculture and the weaknesses of
marketing. The Bank addressed the growth, sustain-
ability, and poverty reduction objectives of the gov-
ernment, but did not pay sufficient attention in its

program to the government’s other major objectives
of achieving food self-sufficiency and increasing rural
employment.

20. The 1995 EUAA excludes agricultural goods.
However, an agricultural agreement with the EU in
January 2001 presented new opportunities for Tunisian
exports, which would boost the country’s position in
the European market, especially for products such as
olive oil, double concentrate tomato paste, and table
grapes.

21. The Center West is the poorest, according to
the Bank data. In the Natural Resources Management
project (1997-2003) operating in the north (Jendouba),
center west (Kasserine), and south (Medenine), there
have been substantial physical achievements, but
since there is no M&E, there is no systematic evi-
dence on the income-increasing impact, which is pre-
sumed to be positive.

22. World Bank. Tunisia Northwest Mountainous
Ares Development project report.

23. A proposed policy note on land issues (men-
tioned in the 2000 CAS) was dropped.

24. Tunisia has successfully diversified its exports
toward new manufactured products including elec-
trical machinery, tobacco, footwear, explosives, and py-
rotechnics (World Bank 2000b), p. 14.

Chapter 4

1. One exception is the 1993 PERL. The project
seems to have been too ambitious and unrealistic in
its design from the onset. It was the first operation to
try to help a reluctant country deal with the difficult
area of public enterprise reform, employing an ex-
perimental instrument embodied in the performance
contracts, and resorting to imprecise conditionalities
that started weak and got weaker during implemen-
tation. It was also poorly supervised, except for its

transport component.
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