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TUNISIA

1. 5/16/68 Presideu Habib Bourguiba - Breakfast at Blair [louse (see
attached attendance list)

2. 5/17/68 Ben Salah, Secretary of State for the Plan and National Economy
Hamed Ammar, Tunisian Embassy

8/21/68 Ambassador Rachid Driss

3. 9/18/68 Ambassador Rachid Driss

4. 5/15/69 Ahmed Ben Salah, Secretary of State for the Plan and National Economy
and Secretary of State for National Education

Mr. Bahroun, Director General of the Plan

Ambassador Rachid Driss

9/17/69 Ambassador Rachid Driss

5. 1/23/70 Chedly Ayari, Secretary of State for Planning
Ambassador El Goulli

Ben Yahia, Attache, Tunisian Embassy

6. 11/3/70 Mohamed Masmoudi, Minister of Foreign Affairs
Ambassador El Goulli

Abdelaziz Lasrani, Director for International Cooperation, Ministry
of Foreign Affairs

7. 9/18/70 Hedi Nouira, Governor, Central Bank of Tunisia (Meeting Chairman)
(Copen.)

8. 10/l/71 Mansour Moalla, Minister of Planning

Belhadj Amor, Director of Budget and Chief of Cabinet, Ministry of Finance
Ahmed Abdelkefi, Technical Advisor to the Ministry of Planning
Ahmed Ghezal, Minister Counselor, Embassy of Tunisia

9. 12/8/71 Habib Bourguiba, Jr., President of SNI
Ambassador El Goulli

10. 9/27/72 Tansour 7-1calla, Minister of Planning
'1ohamed Ghenima, Governor, Central Bank
Ambassador El Goulli

Habib Bourguiba, Jr., President of SNI

Moncef Bel 11adj Amor, Secretary General of the Ministry of Finance

3/22/73 Ambassador El Goulli

11. 5/14-16/73 Notes on Visit X/J" 'J

12. 5/14-16/73 Prime Minister Hedi Nouira

(Tunis) Mohamed Masmoudi, Iinister of Fore gn Affairs
IMansour Moalla, "linister of Planning

Driss Guiga, Minister of Education
Chedli Ayari, Minister of National Economy
Dhaoui Hannablia, Mirii.- ter of Azriculture
',loliam,ed Fitouri, Mini rer of Finance
ATbassador El Goulli
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12. 5/14-16/73 Mohamed Ghenima, Governor of the Central Bank
(Contd) Tijani Chelli, President, Agency for Industrial Promotion

Mancef Belkhodja, Societe Nationale d'Investissement (SNI)
(Tunis) Messrs. Darghout and Berrebi - Textile industrialists

Mustapha Zaanouni, Secretary of State for Plan
Mr. Aouidj, Chef de Cabinet

Mr. Abdelkafi, Director for International Cooperation

President Habib Bourguiba
Mr. Chatti, Director of the President's Cabinet

Hassan Belkhodja, President, Societe Tunisienne de Banque (STB)
Sadok Bahroun, Societe Tunisienne d'Electricite et Gaz (STEC)
Adelaziz Lazram, President, Banque Nationale de Tunisie
Tahar Amira, President, Gafsa Phosphate Mining Co.

Mr. Torjemane, Managing Director, Union Internationale des Banques
Mr. Boukhris, ICM
Mr. Jilani, Textile Industrialist
Messrs. Mhenni and Zalila, Contractors
Mr. Majoul, Vice President, Federation of Industries, UTICA and

a leather manufacturer
Mr. Chatti, Managing Director, STIL

12/6/73 Ambassador Slaheddine El Goulli (farewell call)

13. 3/13/74 Minister of Foreign Affairs Habib Chatti
Ambassador

14. 5/28/74 Minister of Planning Mansour Moalla
Ambassador Ali Hedda
Mr. Chelvi, Director of Human Resources, Planning Ministry

10/21/74 Slaheddine El Goulli, former Ambassador to US

15. 1/16/75 Chedli Ayari, Minister of Planning
Mohamed Ghedira, Secretary of State, Ministry of Agriculture

Ambassador Ali Hedda

3/8/75 Abdul Aziz Al Mathari, Chairman, Arab Investment Guarantee Corporation

(Kuwait) (Dinner Guest)

6/12-13/75 Mustapha Zaanouni, Minister of Planning
(Paris-Dev.

Cte.)

1/6-10/76 Mustapha Zaanouni, Minister of Planning
(Dev.Cte.,
Kingston)
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16. 10 /19/76 Mustapha Zannouni, Minister of Planning

Ali Hedda, Ambassador to the U. S.

17. 7/14/77 Hassam Belkodja, Minister of Agriculture
Ali Tekaia, Minister Counselor and Charg6 d'Affaires of Embassy

18. 9/28/80 H.E. Mansour Moalla, Minister of Planning and Finance
Annual Mr. Souissi, Director General of Projects, Ministry of PlanningMeeting Amb. Ali Hedda

19. 11/29/80 Prime Minister Hedi Nouira
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INTEkN,'TIONAL DEVELOPMENT INTCRNA-1-!ONi,L HANK, FOR fNTER.NATtONAL, FINA ACF
ASSOCIATION R E CON S TRUC I f ON AN D DL V E LO H-1 EN 1 1 CORPORAIION

K IDUMOFFICE MEMORAIN
TO: Files DATE- 1-6,

FROM. III. P. 3enjeni"

SUE3Jf--c,r: To.-nisiE,,: -7r. 11c",[a-r-.xn s with Prf,,sid-ent BourFuiba

Mr. Mcil nara this norninr, called u-non President I-DourLuiba at
Blair House. The following Tunisian officials were also present at
the breakfast yieeting.

Mr. Habib Boux-uilba, Jr. , Sceretcary of Statc for
ForeiCm Affairs

Mr. Ahmed Ben Salvli, Secretary of State for the Plan
and the 'Hational Econoi ,,y

Mr. Chedly Klibi, Secretary of State for Cultural
Affairs

1 1r. Rachid Driss , A76bessador of Tunisia in ' Jashin,],,ton

Mr. Harned -Axamarl Economic !,11inister at the L-mbassy.

On t' n e side, 1-lessrs. Shoaib, Lejeune and Benjenk accompanied

After Ij had expr,- sscd his pleasure a' seeinf--President Bo cshin-ton, turEuiba- in .T. - e President ey-Dresqed his c-in
satisfaction -,,ith the contacts he had made so far, which had ma lc hi -
feel that Tunisia wc s held in hija esteem in the United States and ttLlat
Tunisia's friends had not had cause to regret the su-oport which they
had given to it. Yr. '-Icliarrara assu-ed the Prcsident-that the hid-i re-
gard in which Tunisia was held was not confined to t, e United States
adrunistration but that this also applied at all levels in tne ' -,Iorld
Bank.

Mr. l,!cXaz-.ara expressed his pleasure at the interest Vnich
the Tunisian Government had sho -,,n in the -Dossibi.lity of acting a , host
to the 19TO Annual i-7ceting of the Ban',:s 3card of Govornors and he
hoped that Tunis would, ind-,: ,ed, be the Tilace where this neetins would
be hold. This, however, dcpe nded on whether Tunis Dresented the neces-
sari riate-rial facilities for such a nieetinC, a nnatter which was still
under discussion. "!r. :1c-',-ianara- stressed that, althouEh the decision
was not his to mal-ze, he felt that if it proved feasible froir th2
material point of view and if the Tunisian Governncnt did not feel
that such a meetin6 would i-Lj7oL3e too great a burden or. them, there
would be every advanta-e in having it in Tunis.

Mr. Ben Salah interven,, ,d to say that m tterially he thou t
the obstacles would be overco 7e and that T'inis acceptable site
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for the meeting. Furthermore, he, like President Bourguiba, felt that
for a "Middle Eastern" and African country like Tunisia, the holding of
such a meeting on a basis which did not discriminate against any
country, would be a great step forward. Mr. McHamara replied that this
was certainly an important point, as was the fact that the Bank was an
institution which existed to help developing countries and there was no
reason why its meetings should take place in the richer countries.
Furthermore, since the studies made by the Bank and others on Tunisia
had stressed the importance of tourism for Tunisia's economic development,
a useful byproduct of holding such a meeting in Tunisia might be the
attracting of investments to that sector. Summing up his thoughts on this
matter, he repeated that while no decision could yet be made and while
some problems right arise in this connection, he felt that the selection
of Tunis might offer real opportunities for useful achievement.
President Bourguiba coTmented that by 1970 Tunisia would be able to show
its visitors the results of ten years of active international cooperation
in the field of economic development.

The President also expressed the hope that 1-r. McTamara would
visit Tunisia soon. ,r. Mciamara thanked President Bourguiba, but said
that for the time being he would confine his visits to countries with
serious economic and other problems and, happily, Tunisia was not one of
those.

Turning to current relations between the Bank and Tunisia,
11r. McNamara expressed the Bank's satisfaction at the receptivity of the
Tunisian Governmcnt to the Bank's suggestions on economic policy matters,
as recently evidenced again at the meeting of the Consultative Group in
Paris. he felt that, subject to progress being made on the lines dis-
cussed by Tunisian and Bank officials, such as reduction in current
expenditures, lesser recourse to medium-term debt, better project prepar-
ation and selection and the concentration of investment on high-yielding
sectors such as petroleum and tourism, the level of investment by the
Bank and IDA in Tunisia might be up to 50 to 75 percent higher in the
next five years than it had been in the previous five years.

After Mr. Ben Salah had remarked that the Bank could help
Tunisia in adhieving results on the matters mentioned, in particular by
assisting Tunisia in better project preparation, President Bourguiba
recalled that the past three or four years had been very difficult ones
for Tunisia. These difficulties had stemmed both from political cir-
cumstances and natural causes. In addition to successive bad harvests,
Tunisia's difficulties with France in the concluding stages of decolon-
ization and, in particular, with regard to the taking over by Tunisia
of the lands formerly held by French settlers, had created ilmortant
obstacles to the sale abroad of Tunisia's principal exports. This situ-
ation had now improved and Tunisia was certainly able and willing to
respond to the requirements of the friends who wished to extend help to
it.

Mr. PcNamara told President Bourguiba that this was a diffi-
cult time for developent aid since there was an acute shortage of funds
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for this purpose, both from private and from public sources. The money
the Bank had to borrow for its loans was getting ore extensive and the
resources which IDA required for its replenishment depended on the will-
ingness of governments to provide it. Mr. Mcilamara cited the uncertain-
ties on this score and expressed the hope that the United States Congress
would vote favora:bly on the request made to it for IDA resources. He
cormmented that the situation with which he was confronted now as President
of the Bank was, in a way, the opposite of what it had been when he was
Secretary of Defense. In the latter position he had been obliged to turn
down funds which the legislative branch insisted upon appropriating for
the defense budget, which amounted to over $70 billion. As President of
IDA, he was having a difficult time obtaining only $160 million for
development aid. At this difficult juncture, it was extremely helpful to
be able to cite as an example a country like Tunisia, whose government
was willing to take difficult decisions and respond to suggestions made
by those who cooperated with it for more effective economic development.
President Bourguiba commented that many governments considered Tunisia
as an interesting examle to cite to their legislatures. Recently a
German parliamentary delegation and a large numJoer of journalists had
been taken to Tunisia so that they could be shown the effective uses
made of German aid. President Bourguiba exoressed the hope that one day
governnonts would find it possible to transfer part of what they spent
on defense to help developing countries.

Replying to this last comment by President Bourguiba,
4r. Mciamara said that, as Secretary of Defense, he had often declared
himself ready to take out $5 of the defense budget for each Ql that
could be appropriated for foreign assistance. Unfortunately things had
not moved in that direction and defense expenditures had risen while aid
funds had been reduced, leading to instability in many parts of the world.
He recalled his speech in Montreal in which he had said that countries
were more and more obsessed by the thought that they could acquire security
by purchasing increasingly expensive military hardware on the principle
that if something costs more, it must necessarily be better. lie felt,
however, that this situation would change soon, but that it would change
in two stages. The first stage, which would not be long delayed, would
be a reduction in defense expenditures but without an increase in aid
appropriations. The next stage, which he foresaw as happening within
two to five years, would be an increase in aid to the developing countries.
The intervening period would be rather difficult. President Bourguiba
commented that some further belt-tightening would obviously be necessary
for all concerned and ended the meeting by expressing his pleasure at
meeting Mr. Mc!iamara and exchanging ideas with him.

MPB/met

cc: Mr. MeNamara
President's Council
Mr. Lejeune
Mr. Mendels



FORM No. 57 INTERNATIONAL DEVEL ENT INTERNA'10N L BANK FOR INTERNAVONAL F INANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENIT CORFORATION

OFFICE MEMORANDUM
TO: r. bert .camar DATE:

FROM: 1i calL . bee

SUBJECT: Tunisa - our eetinswith iessrs. *rurtuiba and 2en raloVh

1. Mr. tenn' s mecmorandum to you of May YT, with its tt enrts,
gives the~ basic informattion on Tunilsia and our relatlons with it. Little
new Came~ out of th~e Consultative Group meeting in Paris last week.

2. TShe atmosphere of the meeting was very Saorai: to Tunisla.
.snce the IconOmiuc report in front of the meeting- (whieh was prepared by
us) , was somewhat eritical or run isia's economnic behavior over the last
eighteen months, some of tse delegations felt free to commrend Tunisia' s
handling of its dif'ficulties. The meeting was rather blanda and it was
hard to elct substantive comments from the delogations , no doubt partly
because Tunisia is by now a wellknown sujeet on which it is becoming
difficult to make new and original commients. Everybody seemed to think
tho Group was a useful instrument and wished it to continue.

3. During the meetingr, Mr. ten Salah once again re uesta that aid
zivers inaicate the total amsounit they are prepareo to allocate over the

next few years to Tunisija. During- the restricted session (without the
Tunisian delegation) £ asked the delegations what answer could se given
to this request. The reacti ons were negative, especially from the French
and Belgian delegations. The Germans id not exipress an; comsments but
from rast experience we know they are strongly opposed to any advance
comrattents and tse; had already said so durinig my visit in Bionn prior
to tse meeting. On the other hand the Ywedes indicated that they could,
under certain cireumnstances , state in advance the amount of aid which
would be availaule; the DJuteh and Italians also seemsed inclined in this
direetion, although their eomments on tho subjest were far from lear.
ODn the whole it is evident that most of the merr;ers of the Group want to
keepr it as it is and would resist an; move in the direction of making it
tse forum for making pledges of ald.

eThe Tunisian Government is now preparing the next four-year

plan (1969-1972) which is expected to be available for discussion in
January or February 1969. It was gener all; agreed that the bank would
review this plan, and that the next meeting of the Consultative Group
would take olaece when this review oad been eomnpieted and made available
to tse embers of the Group. hr. Een alah suggested that embers of tse
ank's staff mig t it with the unisians during tse process of drawing

un the uplan in the period 1eptember to Decemoer 196, and thus be able
to giv e acritiqure of it at a meeting in February or asch 11969. i was
non-committal. ln fact it would be Letter to mate our review alter the
utan s complete. This would imply a onsutative Group meetingr in Jnie,
Jul; or eyes ieptember 19i.



Mr. Robert, S. 1cNamara -2- May l14, 1968

We have received no advance indication of the subjects the
tunisian delegation is likely to raise with you. However, from what
we know generally, the following subjects may come up:

(i) Aoutoffutr lendin. In 1965, we indicated that we would
be prepared to finance up to $100 million over the years 1966,
1967 and 1968. We have financed so far $hb million during this
period, and we expect to commtt another $C million ($5 million
for a port, $15 million for water supply and $20 million for
railroads). The Tunisians may be expecting the Bank and IDA
to cover about 200 of Tunisia's total foreign capital requirements
during the next Plan period. It is true that our own internal
five-year lending forecast implies Bank/IDA financing of about
that magnitude, but 1 would suggest that we make no commitment to
the Tunisians at this stage. We can more appropriately answer
questions of this kind after we have seen their new four-year
plan.

(ii) Program loans. The United States, France and Italy have made and
expect to continue making loans which are not attached to individ-
ual projects and the Tunisians, not unnaturally, prefer this kind
of financing. However, one of our main recommendations is that
Tunisia should put more emphasis on the project approach; a progra
loan from the Bank would not be consistent with this recommendation.

(iii) Loans for local currency expenditures. Mr. Ben Salah is a strong
advocate of loans to cover local expenditures in addition to imported
goods and services. In previous projects we have financed some local
currency expenditure in agricultural and educational projects. While
such financing is not likely to be needed for the port, water supply
and railroad projects we presently have under consideration, it might
be appropriate for the future. This is a matter of general
policy and there is no need to make any special commitments for
Tunisia at this juncture.

(iv) Technical assistance for preparing pjects to be included in the
: We do help already in preparing projects for our own financing,

and we make that work available to others whenever we have partners
in financing projects (as with Sweden). It does not seem justified
to go beyond this, considering the relatively high level of exper-
tise in Tunisia and the scarcity of technical personnel in the Bank.

(v) Rate of creation of agricultural cooperatives: Mr. Ben Salah has
attached his reputation to the rapid creation of farm cooperatives.
We have already lent $18 million for such developments. Several
times Mr. Ben Salah has tried to push the development of these
cooperatives at a rate we feel to ce too fast, and we have per-
suaded him to slow down. If the subject is raised, it would be
useful to advise caution to avoid endangering the efficiency of
e.xsting cooperatives.



Mr. Robert S. McNamara -3- May 14, 1968

(vi) Visit to Tunisia. You will almost certainly be invited to
visit Tunisia. As you know, Mr. Woods never got there, despite
repeated invitations.

(vii) Conciliation. As Conciliator of the compensation dispute between
Tunisia and several power companies, Mr. Woods has made a recom-
mendation to the parties about the mode of payment of the amounts
already agreed. The Tunisians probably will not raise this, but
you might wish to remind Mr. Ben Salah that a reply from Tunisia
is epected before June 22.

6. Finally, I do not doubt that Mr. Bouruuiba will want to repeat
his invitation to hold the 1970 Annual Moeting of the Bank and Fund in
Tunis. Mr. Mendels will be reporting separately to you on this. I
should, however, mention that during a private conversation I had with
Mr. Al-Eamad, head of the Kuwait Fund, on the occasion of the Consult-
ative Group meeting, he brought up the subject with me. He expressed
strong misgivings about a meeting in Tunis, pointing out that any meeting
held in an Afro-Arab country and in which both South Africa and Israel
participated could only be a source of intense ecarrassment for all
other Arab and African members, many of whom would not wish to attend.
I do not know how much weight to attach to Mr. AlAlamad's unsolicited
remarks, but I thought you would want to know about them.

C.C.*



FoRM No. 57 INTERNATIONAL DEVELOPMENT INTERNA¯ IDN I PAN- E- P INTERNATIONAL FINANCE
ASSOCIATION RECONSfRUCliO AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: 1 r. :ainer B. teckhan DATE: ay 8, 1968

FROM: Benjenk

SUBJECT: VisiIZ of Presiient joureuioa of Tunisa

I nave just been informed by the Tunisian Embassy that the
following Cabionet Ministers and officials will be attending the
ureatkfast meeting at Blair heuse tetween President Bourguiba and
Mr'. LcNamara on Tnursday, "lay 16, at 8:30 a.rm.

Mr. Habit ourguiba, Jr., Secretary of State for
'oreign Affairs

Mr. Ahmed Ben SalaL, .ecretar; of State for the
ian and the National Econonr

Mr. Chedly kii, Secretary of State for Cultural
Affairs

Jr. Rachid Driss, Anbassador of Tunisia in Iashington

ir. Ammar, Economic Minister at the Sutassy.

"e :abassy Fould like to anow wo wi ll c accomanyi
Mr. xamarn on the Sank's side. lease let <e now th anwer to
this notion se that i can inform the Embassy in duc course.

jt
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Flwfl No, 57 INTERNATION [VELOPMENT INTERNATION AL ANK FO 1 'LENATI 'AL FINANCFAS I TION, RECONSITRUCTIO'N AND' DEVEt LEN CORP'PO A(ON

OFFICE MEMORANDUM
TO: Memorandum for the record DATE: July 15, 1968

FROM: Michael L. Lejeune

SUBJECT: Tunisia - Visit of Mr. Ahmed Ben Salah

Mr. Ben Salah, Secretary of State for the Plan and Economy,
paid a courtesy visit to Mr. McNamara on May 17, 1968. He was
accompanied by Mr. Smida, Alternate Executive Director, and Mr. Ammar,
Economic Minister at the Tunisian Embassy. I was present.

Mr. Ben Salah,after expressing his satisfaction with the state
of relations between the World Bank Group and Tunisia including the
operation of the Consultative Group which had met recently in Paris,
raised three points:

a) the possibility of obtaining finance from the Bank for programs
as distinct from projects,

b) the need of a country such as Tunisia for external finance for
local expenditure, and

c) the possibility of assistance from the Bank in preparing projects for
eventual financing.

4ith respect to the first point, Mr. McNamara said that the Charter
of the Bank clearly stated that the Bank's loans should be for produc-
tive projects. Moreover, he had found that there were a number of
important members of the Bank who strongly believed that the Bank should
continue in the future to finance projects rather than programs. The
same considerations applied with respect to IDA. He therefore believed
that there was little prospect of any great change in the Bank's prac-
tices on this score.

On the second point, Mr. McNanara said that here again the Bankts
Charter stated that only in exceptional circumstances could the Bank's
loans be made for local expenditure and here too some of the important
countries represented on the Bank's Board had strong views on this
subject. He could not hold out much prospect for any great change but
he expected to hear more from the Executive Directors as to their views
on this question as time goes by.

Respecting the third point, Mr. McNlamara said that he quite well
understood the need for expertise in identifying and preparing projects
and even though Tunisia was, as compared with some Bank members, fairly
well supplied with such expertise, he could imagine there might be need
for some outside help. He said the Bank would consider Mr. Ben SalahIs
request and would let him know. He emphasized, however, that the Bank
was short of staff itself and he was not sure what, if anything, could
be done.

c.c. Messrs. McNamara, Knapp, Benjenk, Thompson, Springuel



Files May 22, 1968

Michael L. Lejoune

Tunisia - Mr. McNamara's Meetirir with 1r. Ben Salah

Mr. Ben Salah, the Secretary of State for the Plan and the National
Economy, met with Mr. Mc7fantara at 3:00 p.m. Friday, May 17. He was ac-
companied by Mr. Hamed Amar of the Tunisian Embassy and Mr. T. Smida,
Alternate Executive Director for Tunisia. I was present.

Mr. Ben Salah raised three operational questions:

(a) Program Lending
(b) Local Expenditure Financing
(a) Technical Assistance in Project Preparation

Respecting ProZram Lending he made the case that the carefully worked outTunisian jlanning and the faithfulness with which it was followed gave lenders
the measure of foreign finrncial aid needed and the assurance that it would beput to good use. The particular application of the aid to projects or other
investment was secondary. Mr. McNamar replied that it would be contrary tothe Bank's Articles of Agreement to lend for anything other than defined pro-
jects. Moreover, there wa anong nome important members of the Bank a resist-ance to departing from project financing.

As to Local Expenditure Finincir Mr. Den Salah said that Tunisia had
reached the stage of development wher many projects could be undertaken with
little foreign procurement and therefore it was hard to find projects whose
"foreign component" vould be large enough to attract the amount of foreign cap-
ital needed if that foreign aid was confined to foreign purchaaes. Mr. McNamara
said he doubted that this was really the case in Tunisia. He asked for an
example. Mr. Ben 6alah quoted the instance of hotels; tLeae used to have a
foreign component of about 50% but now it was down to 25'. Mr. McNamara said
he expected that part of the 75% involved overseas purchase of materials and
parts and that the true foreign component would be more than 25%. The Bank
van not precluded froa financing these "secondary" imports. It was left that
this aspect would be examined further, but Mr. Mclamara made it clear that be
would be unlikely to recommend to the Executive Directors Bank loans to finance
truly local expenditures. Here again, he knew important members to be against
it.

On Technical Angistance :1r. len Salah made a plea that a staff member from
the Bank be lent to Tunisia to help them in setting up procedures for preparing
projects so they would meet the Bank's standards. Such a person would also
train local staff for that purpose. Mr. McNaxara explained that we were al-
ready short-handed and that %ith an increasing volume of business our own
staffing problem would get worse. This was particularly true for tourism, a
sector Mr. Ben Salth had emphasized. Mr. Namara doubted we could help but
promised ve would consider the request.



The conversation then turned to the question of holding the Annual Meeting

in Tunis in 1970. Mr. McNamara said he favored it provided some important points

could be satisfied:

(a) that Tunis was capable of providing the facilities needed;

(b) that holding the meeting in Tunisia could not be an undue burden

on Tunisia;

() that all rembers of the Bank and all nationalities who would attend

as delegates, staff or guests would be welcome;

(W) that the other African and Arab countries would not find it objec-
tionable to meet in Tunisia with such countries as Couth Africa,

Portugal and Israel.

Mr. McNamara naid that if all these points could be satisfied there remained 
the

question of other countries who viched to have tho 
meeting. If the above points

were taken care of he personally would favor havinp the meetinS in Tunisia. 
le

favored the idea of meeting in an undcr-developed country. He thought the

publicity would be good for Tunisia, would bring it business (particularly touristi)

and thus would make our investment all the more secure.

Mr. Den Salah gave unequivocal answers on (a) and (c). It appeared that he

had not completely studied (b), nor had the Tunisians fully explored (d). 
Mr. Saida

said he had talked to Mr. Kochman (who vas strongly in favor) but not yet 
to

Mr. Colman.

o.o. Mr. M0amara
Mr. Knapp
Mr. Aldevereld
Mr. Shoaib
Mr. Mendels
Mr. Chadenet
Mr. Benjenk
Mr. Springual

MLL as
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OFFICE MEMORAiNDUM
TO: Memorandum for Record DATE: June 9, 1969

FROW R.H. Springuel

SUBJECT Tunisia - Visit of Mr. Al-ijTiei 3en Salah, Minister of Planning
and National Ec ono 11 : , on May 1 , 1262

1. Orl May 15, 1969, at 12 a.m., Mr. Ben Salah, Minister of Planninf,
and National Economy, visited Mr. McNamara. Mr. Pen LSalah was accompa:lled
by Mr. Bahroun, Director General of the Plan, and Mr. Driss, Ambassador
of Tunisia. Messrs. Knapp., Lejeune and Spr-inguel were also present.

2. After -welcoming Mr. Ben 3alah, Mr. McNamara mentioned that he
had just been to Kuwait, where he had found interest in the idea of
participating in an industrial project in Tunisia, possibly together
with the Bank Group.

3. Mr. Pen Salah understood that there was some disquiet in the
Bank on azricultural coo 2eratjves, but he had explained the situation.
Mr. Lejeiuie said that these explanatioTis were being consiOered. Mr.
McNamara agreed with the Tun-' Ls-_',an social preoccupations to s iare equitably
the increased revenues of cooperatives and noted that recently, in
relation to a lar, e agricultural project, some Executftve Directors had
asked wliether the farmers would get a fair share of the increased
revenue6. In view of the Ydnisterts prececapations, the Bank did not
need to be concerned by this proLlem in thic, case, bu another preoccu-
pation was eveii more important, namely that there should be an incentive
to increase the efficient use of resources since equitable distribution
of additional revenues could take place only if additi-)nal revenues were
produced.

4- Mr. Ben Salaii felt he had now a better appreciation of the
difficulty of developinc T).uiisian agriculture. If the cooperative farm
project, thoroughly appraised by the P.ank and under a Dureau de Contr8le
created with the help of the Bank, was expe rimenting delays and difficulties,
how much more difficult was it to develop agriculture without such a
framework. Because the Government wmi ,ed agniculture to remain the mainstay
of the economy, there was an absolute need to accelerate its development,
which could be achieved only through the cooperative movemen-,.

5. Mr. McNamara concluded that there was no difference of objectives
bel'-ween the Bank and the Government, but that we must insist on the satis-
factory use of resources which we had put at the service of Tunisia. In
the last five years, the World Bank Group had financed some 20% of the tot'; l
public capital needs of the countrj, and we were planning to expand subs,,at-
tially our activities aiid possibly finance as much as 30 or even 35%-
This could be done only if there was a satisfactory development of existing
projects.
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6. Turning to education, Mr. Ben Salah said that the great past
efforts to develop primary and secondary education led to the need for
further efforts at present. Emphasis was placed on secondary and university
education, and first priority, on teachers training, since on the basis of
present trends, foreign teacherst salaries might amount to as much as
$40 million by 1976. A new and flexible system better suited to the
needs of Tunisia and adaptable from year to year was being adopted.
The Minister would be interested in the reactions of the Bank.

7. Mr. McNamara expressed interest in all aspects of education
developments, but reminded that the Bank Group could only finance projects
which were linked to economic development. He noted we had almost tripled
our lending in this field, and had serious staffing problems. However
we would look closely at what could be done for Tunisia.

8. Mr. Ben Salah mentioned his desire to see included in the next
loan to SNI (Development Bank) some funds to finance local expenditure
and public enterprises.

9. Mr. Ben Salah had discussed with Mr. Rosen his idea of developing
a holding company for fertilizer and complex chemical plants, and possibly
phosphate mines. This might also include a nuclear power station for
the production of water and energy. Mr. McNamara would be delighted to
consider a nuclear project, especially for the production of desalinated
water. However, he had discussed the question with Mr. Rosen in the
morning, and their guess was that it might cost several hundred millions
of dollars, possibly as much as $1 billion. As a result, water cost would
be frightfully high, and power cost, at the beginning, very high too.
He therefore advised the Minister not to put too much hope on such a
project. On the other hand, he said that fertilizers are a very compet-
itive market, but that the Bank would be happy to examine a project
thoroughly, possibly with a Kuwaiti participation.

10. Mr. Ben Salah would want to examine the underground water
resources of the desert, and Mr. McNamara said the Bank would be
delighted to take a look at it.

11. Turning to housing, Mr. Ben Salah said he had discussed with
USAID the importance to develop housing outside the big cities to prevent
the exodus to the cities and resulting social dislocations. He felt a
need for a new mechanism in housing, giving high priority to social
stability. The Tunisian four-year plan included $5,000 houses, most of
them to be mass-produced, sometimes a whole village at a time, at an
average cost of about $2,000, plus the cost of infrastructure.

12. In the field of family plannin , Mr. Ben Salah stated the
Government and the people of Tunisia had no reservation. He felt a
family program would be the fitting complement to the efforts of
economic development. Until now only health considerations had
entered into the picture, but he wanted to integrate this effort in
the overall economic planning. Mr. McNamara agreed this was indeed



-3-

Memorandum for Record June 9, 1969

one of the greatest needs of Tunisia. We would do what we could but,

for the present time, the Bank was not staffed to do all the things

we wished in this field, and might have to rely on outside help to

implement the program. Mr. McNamara was greatly interested in family

programs in Arab and African countries, and he felt Tunisia was a

country where the Bank could start, both because of the attitude of

the Government and that of the people. He asked Mr. Lejeune to discuss

the question withir the Bank, and to let him know if there were difficulties

in obtaining the necessary staff.

13. Mr. Ben Salah repeated the standing invitation of the Government

to Mr. McNamara for a visit to Tunisia, and Mr. McNamara said that indeed

he would be very interested to go, and would do his best to do so as

soon as he could find time.

1. Mr. McNamara concluded in assuring he was very interested

in the social objectives of Mr. Ben Salah, for this was indeed the

ultimate objective of all economic development efforts.
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TO: ;,7 jichael L. Lej eune '. Iay 14, 1969

Ernst F. Schaad

SUEJECT: Ttini! ia llconoTnic 'Iission Bac -.- tc,-Off

1. in accordance with the terns of reference dated March 19, 1969,
an economic mi'-sion visited Tunisia bet -een 1,Tarch 25 and April 2L. Dis-
cussions werf? al-,o held with F.V) in EEC in Brussels and the French
Goverr=ent in Paris. The mission consi 7ted of :1r. Ernst F. Schaad (Chief

of Nir. !,ichael H. Payson (-;eneral economist), Fx. Gabriele
Sciolli (fiscal economist), !-1r. Louis Fouliquen (transport economist),,
br. David ""iller (population specialist), Mr. Hans Thias (education
economist), Mr. Denis Mortier (young professional), Vr. Robert Mangolini

(consultant, agricultural economist), and "iiss Geraldine Prefontaine

(secretary) .

Political Situation

2. Tunisia has onjoved inte-n-il -political stability since its

inc, ption as an independent state. 7he Parti Socialiste Destourien is

firil'ly in Toi,-er and it. 3 leader, F-',ib Bc)ur[.u2ba, also the President of
ti-c "'epublic, has iinchallenged su--)1i,r,rt and norularity. Vithin the all
zowerful nart,r, "r. Ben 'alal-,, `3ecretary of State for Planning and
-Jational FconoT v ha_"' ':,- en the subj,--ct of increasii-J,7 controversy in recent
non]. is. - e4ng th- drivim7 force b ,,-tind th- Covernment's policy of

accel-eratrd str uctural reforms, 1- ' i,as found 1,imself increasingly
by the c' r farmers, -narts of tlo tradition-minded population

in tite South and in trade and handicraft -,enerally. However, the

strengt'r- of the o--)-1.ositicn is difficult to assess. It can be safely

stated that t"e 5m.all fellah now in cooperative, welcomes a guaranteed

salary, ard a long as this lasts will supportfIr. Ben Sala
seeras to "r. Bourguiba's full support and there is no doubt that
for tlie tiniE - ing ma or dcm( ,tic issues are largely decided by llim.

Fec ?nt Performance of the FC11 I0!-""

3. Dirin(, the last Four Year Plan period, 1965-1968, real gross
iomestic product at f9ctor cost grew at, abo,_ii 3 ) per year, i.e., about

half the 6-7 ' ro,,itl. ociectilie of the prec'-_-d nF Plan. Faced with stagnating

out-,Dut in 1966 and 1,.,i,,7 an,, shortfalls in s,.-,%rings , particularly of the
nublic sector, the i1,ve-_-tr-_,nt rate was reduced froir, about 28% of GDP in

19C5 to 21 - in 1)6uo. "7.e-,- rtheless , for the period as a whole the gap
between financial., resources and ca-rital expenditures was higher

than anticipated, and foreirn financin7 accounted for more than 50% of
the total. Althoz ,-7;,, disInt-,rsei ,--nts on public foreign aid of about ""' 370
million were rcuGialv in lii.c_ ,,itl1 Plan expectations, the hijher resource
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gap resulted in greater reliance on private foreign borrowinr and a
decline in reserves. The global debt service ratio climbed from about
17i in 10(5 to 27% in 1968 owing mainly to increasing service payments
on medium term foreign debt.

saw considerable imrrovement in Tunisia's overall economic
cerformance as real GDP in-eased by over 8%; the deficit on current account
was reduced, and there was a 12 million rise in net foreign resources.
The application of direct controls over domestic credit, medium term
forei-n borrowing, and investment by public enterprises resulted in rela-
tively stable Drices, a reduction in new private borrowing abroad, and a
moderately lover level of investment. Fovever, current public expenditures
climbed rapidly, and there was a drastic reduction in the Central Govern-
ment surplus, which, coupled with domestic and foreign credit ceilings,
remained the major constraint on pulic development expenditures.

Planning

5. The new Four-Year Plan (1969-1972) is looked upon as the
Government's major instrument for bringing about economic development. The
methodology and presentation of the Plan have been improved in that (a)
the Plan has been formulated within the framework of the annual economic
budgets, thus facilitating a year by year monitoring of its imolementation,
and (b) total investment has been itemized project by project. Industry,
incluhing mining, petroleun and power, is planned to account for 27% of
total investment, vith agriculture and transort expected to account for
212 and 16% respectively, Investment in manufacturing per se is forecast
to be 102 of' the total, and the largest capital expenditures within
manufacturing are expected to be made in chemicals, particularly in phos-
pnoric and sulDhuric acid.

6. Peaknesses in the project content of the Plan remain, nevertheless,
and certain important projects, particularly in the public enterprise sector,
are of doubtful viability. Lvaluation of the economic rates of return of
1rojects in industry and agriculture is just now being done for projects
already included in the Plan. The Plan authorities recognize that adjust-
ments will be required in the composition of the investment program, but
they do not contemplate a reduction in the overall total.

7. With regard to the ouantitative targets of the Plan, the projected
annual real output and merchandise exrort growth rates of 6.1% and 9.0%
resnectivey arnear achievable, but they are somewhat higher than long term
trends and substantially higher than in the preceding four year period.
The present evaluation of various operational and marketing problems in-
Licates that shortfalls are likely in industrial output and industrial
exports, but these could be partly offset by better performance in agri-
culture and tourism.
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8. Tourism has been the most dynamic sector in recent Tunisian
economic development. Annual average growth rates of both visitors and
foreign exchange receipts over the last 5 years have exceeded 40% and
revenues from tourism accounted for almost one quarter of total foreign
exchange receipts in 1968. In the light of past performance the projected
average increase of 157 per year in foreign exchange receipts, over the
new plan period, may be on the conservative side.

9. Agricultural production, particularly in the North, has been
subject to heavy fluctuations partly as a result of erratic rainfall, and
partly the sweeping structural reform very often had immediate detrimental
effects, resulting in declines or slow growth of exports of agricultural
products. ETxports of phosphates have grown steadily and are expected to
increase further, although not at a spectacular pace, while petroleum exports
will deFend essentially on the discovery of new deposits, which means that
prospects are basically uncertain.

10. Even if the output and export targets are achieved, however,
efforts to implement the forecast investment program are likely to impose
continued pressure on the financial equilibrium of the economy. It may
be difficult to realize the savings projected for the public enterprises
and the Central Government. Revampin; of public savings, after the sharp
decline in recent years, is one of the main targets of the Plan. The
improvement relies heavily on curtailing the growth of current expend-
iture below 67 Der annum. This is an ambitious target considering that
the annual growth rate of current expenditure in recent years has been
around 11-13% and having resard to the various political pressures for
faster expansion in current expenditure. Although an increase in salary
rates for Government employees is at present actively discussed, to mention
an important exanple, the Plan projections do not allow for such an
increase.

11. Projections of revenues are fairly in line with the expected
growth of the economy and incorporate a further improvement in tax admin-
istration. Tovards the end of the Plan period, unspecified measures
would increase the growth rate of revenues from taxation more than one
can reasonably expect with the present elasticity of the tax system. The
possibility of significant shortfalls in given years cannot be excluded.
For example, the level of tax revenues depends heavily on the level of
imports, which from experience can behave quite erratically. Further
uncertainties stem from the reouired a:rount of capital transfers to
enternrises which will eventually denend on the success of the recent
efforts in Lproving their economic situation. On the whole, improved
analysis and control may permit some adjustments in fiscal policy, but in
view of the limited possibilities in this respect, the main burden of ad-
justment, if the need for it occurs, must fall on the public investment
program.

12. In addition to the uncertainties mentioned above in relation to
achieving the domestic savings targets, particularly Government savings,
there is the possibility of shortfalls in disbursements on foreign public

aid, estimated at some $500 million for the four years.
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13. A further important factor in the balance between the creation
and use of savings is likely to be the Progra, of greatly accelerated
structural reforms. The financial effect of the decision to proceed with
nationwide reforms in the agricultural sector was not explicitly evaluated
in the Plan. If fully implemented it would result in an increase in credit
requirements particularly for current but probably also for investment
purToses, with uncertain results on the production side.

Institutional Problems

14. The accelerated "cooperativisation", which is central in what
is commonly called structural reforms of the econo=y, goes far beyond the
attempt to solve economic problens: they amount to a radical transformation
of Tunisian society with primarily socio-cultural motivations of progress.
Looking towards the repetition of failures of the Arab world in its attempt
to adapt to the conditions of modern times, the Tunisian political leaders
are proud to point to their pragmatic and successful philosophy, which as
they say, is based on individual responsibility for progress and integm -
tion of the educated into a homogenous society without creating an isolated
elite. A prime preoccupation has therefore been and still is to avoid a
rupture between social categories. Stability, harmony, peace and security
are considered the main elements in an evolution which is claimed to be
based on the respect for private property within a cooperative structure.

15. However, the nature of these basic political choices has often
prevented the application of strict economic criteria and short-term
measurable economic benefits have perhaps been sacrificed for far less
certain longer-term development prospects. Agriculture has been deliber-
ately chosen as the economic basis and the social framework of the country,
while industry an mo-e recently the booming tourist trade have been
accepted as contributions to the creation of income, but rejected as main
economic objectives. Similarly, cormpetition is not accepted as a basic
mechanism to direct economic development.

16. As a result of this philosophy where dogmatic elements have
become increasingly important, the organization of agricultural production
in cooperatives has been pushed ahead at a greatly accelerated pace in
order to prevent the creation of two different agricultural societies,
one individual, and one in cooperatives. Similar motivations have been
and still are at the basis of the generalization of the cooperativisation
principle in retail trade and in a number of industries.

17. Deliberately, the risk has been taken to accept a possible
decline in productivity of previously comparatively efficient farming units,
in order to be able to spread at the sare time new technologies and new
management approaches over the whole of the country. It is generally
recognized that this can only be achieved very imperfectly, given the lack
of sufficiently trained technicians and administrators as well as current
and capital inputs.



Mr. M. L. Lejeune - 5 - May 14, 1969

18. Within this set-up it is hardly surprising that indirect economic
policy measures to direct consumption and production, savings and investment
have not been applied. Direct intervention and control by the Government
have been the main instruments of economic policy. Prices for many major
commodities are therefore established on a highly questionable cost plus
basis, while interest rates in combination with the direct regulation of
credit amounts reflect mainly the Government's priorities in the allocation
of financial resources and bear little or no relationship with the demand
for and the supply of funds and capital. Direct controls by the Government
are expected to remain the principle vehicles for implementing economic
policy during the next four years.

19. A preliminary assessment of Tunisia's economic problems suggests
that on the whole planning at the aggregate level, is done realistically
and a great sense of responsibility underlies the conduct of economic
policies within the given fronework. Mowever,the detailed preparation
and implementation of projects is often defective. It appears at this
stage, that after having fully analyzed the material collected, the mission
will have a number of reservations about various assumptions underlying
the Plan. however, it seems unlikely that those will be as strong as to
alter significantly the Bank's present evaluation of Tunisia's credit-
worthiness for Bank loans and eligibility for IDA credits.

20. On the whole, the export projections of the Plan appear reasonable,
offering the possibility of improving somewhat the balance of payments on
current account: however, given the restrictive system as it is, there
is somc danger that the priority given to imported investment goods will
result in a scarcity of imported materials and supplies needed to utilize
existing capacity effectively. The Plan projects a $60 million increase
in net foreign exchange reserves during the Plan period, but it is likely
that if shortfalls in capital inflows occur, reserves will be adjusted
downward.

21. Of a total projected gross foreign capital inflow over the
h-year plan period of about P690 million, about V510 million is expected
to come from public sources. Despite the projected increase of capital
inflows from abroad, the Plan projects that growth in foreign exchange
earnings and a further improvement in the structure of the external debt
will result in a moderate decline in the ratio of external public debt
service payments to foreign exchange earnings from exports of goods and
services from presently about 25,' over the coming years.

22. A full report on the mission's findings is presently under
prenaration. Sector specialists will draft background papers on their
respective subjects and appropriate paragraphs for inclusion in the
economic report.

c.c.: Messrs. ?ricCnan, Benjen>, 7o0 'son, Lrinruel, -asoni, Tendry,
Goffin, . . -Davis, Kamarck/Stevenson, (wen, Mission members



TUNISIA

I. THE ECONOMIC SITUATION AND OUTLOOK

A. ECONOMIC POSITIONAND PROSPECTS

1. An economic mission to review the New Four Year (1969-1972) Plan
will visit Tunisia in March-April 1969. Pending the report of this mission
any assessment of the medium term outlook for Tunisia's economy can only be
very tentative.

2. The United Nations estimates the 1967 population to be L.56 mil-
lion and,the annual average growth rate at 2.3 percent. ..This growth rate,
coupled with a ratio of 41 percent of the population aged under 15 years
-is typical of developing countries, though not among the highest in Africa.
Tunisia is one of the few countries in the world which has been making
aggressive efforts in the field of family planning. The forthcoming mis-
sion will review development in this field as well as the long term outlook
for the structure and growth of population.

3. The Tunisian economy made considerable progress during 1968.
After two years of virtual stagnation output increased by 8 percent; the
current account deficit was reduced by about 30 percent; and there is
some evidence of better performance on the part of public enterprises.
These developments resulted in a surplus in the balance of payments and a
rise in national savings.

4. Major problems, however, remained. The current surplus of the
Central Government, which had fallen by 20 percent in 1967, declined
further in 1968 and was half that expected by the Tunisian authorities.
Service on total debt including private debt amounted to 27 percent of
foreign exchange earnings; net reserves at year end stood at about
-$25 million; and gross fixed investment, though reduced in 1968, was
projected to rise substantially in 1969. Moreover in spite of difficul-
ties encountered in the development of agricultural cooperatives, the
Government has maintained its drive to create new ones.

5. Tourism is expanding fast and over the next few years will
become the leading sector in Tanisia's growth. Phosphate, the second
foreign exchange earner, is of low quality and difficult to mine but
could still increase moderately, while crude oil, which grew rapidly
in the past two years, is expected to level off by 1970. Despite harsh
natural conditions rising productivity is expected to increase agricul-
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tural output by 3 percent per year, and manufacturing output should expand
more rapidly as installed capacity is more efficiently utilized and opera-
tional problems are resolved. The next five years could see a 6 percent
annual rate of growth in GDP, maintenance of the current account deficit
at about $110 million, an improvement in foreign exchange reserves, an
increase in the national savings ratio from 12 to about 15 percent, and a
modest strengthening of the Government's financial position.

B. CURRENT ASSESSNEN T

Level and Composition of Investment

6. A comprehensive assessment of progress on the fundamental prob-
lems identified last year of the low yield and sectoral allocation of
investment must await the forthcoming review of the new Four Year Plan,
but there is some evidence that there was improvement in 1968. Gross
fixed investment outlays of D118 million were D9 million below 1967, and
well below the levels of investment realized during the three preceding
years. Fixed capital outlays of the Government were reduced by 10 percent
and of public enterprises by over 20 percent, and.private investment, par-
ticularly in tourism, agriculture and transport, increased by 24 percent.
The reduction in government investment outlays was a direct consequance of
a shortfall in domestic financial resources, while in the case of public
enterprises the reductions were due partly to the completion of ongoing
projects and partly to stronger central control.

7. For 1969 the Government projects a rise in fixed investment to
D140 million, with most of the increase occurring in government and public
enterprise investment. This level could impose a strain on the Government's
financial position and as in the past appears to be an ambitious target.
The authorities have expressed their intention to limit investment outlays
to the availability of capital resources, but investment may also be con-
strained by lags in project implementation.

Role of the Private Sector

8, Private investment is increasingly dominating the tourist sector
and prospects for rapid expansion are good. On the other hand prospects
remain uncertain in industry because of the pervasive role of public
industrial enterprises and the absence of the long promised investment
code. Private investment data include outlays by cooperatives in agri-
culture and trade and these have increased substantially in the past year.
The Government maintains that it is only through cooperatives that it can
bring about the development of these sectors, but so far achievements of
the cooperative program have not met expectations.
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FinancinZ of the Public Sector

9. As in the past four years,the rapid climb in public currentexpenditure and the unresponsiveness of tax receipts to growth in economic
activity constituted significant weaknesses in Tunisia's economic perform-ance. The general government current surplus of D9 million was half of
that projected by the Economic Budget last year and despite the rise inGDP was under the already low levels .experienced in the three precedingyears. However, in anticipation of the new Plan the Government mado adetailed review of the current budgetary impact of development outlays,and for 1969 current expenditure is budgeted to rise by 7 percent, comparedwith 12 percent in the past four years. Owing partly to new measures, taxrevenue is budgeted to increase 13 percent. Even if these estimates arerealized, the current surplus of D20 million would only equal levels-already achieved in 1965 and 1966. Moreover given the present burden oftaxation and high level of current expenditure, general government savingscan be expected to equal only D30 million by 1972 and perhaps D35-D4o mil-lion by 1974.

Public Enterprise Performance

10. Savings of public enterprises exceeded estimates, and further
improvement can be expected in the coming year. Nevertheless, high costsand organization and managerial problems at the enterprise and centralgovernment levels remained important issues. A Bank mission to reviewpublic enterprises is at present in Tunisia.

External Payments and Foreign Debt

11. Improvement in the current account deficit was achieved througha rise in service receipts, especially tourism, and a sharp decline inconsumers and intermediate goods imports. The reduction in consumer
goods imports was due to the maintenance of controls on consumption
imports and to a drawdown of stocks and the replacement of cereal and
finished cloth by domestic production. The reduction in intermediate
goods imports was due to reductions in imports of petroleum, cotton
thread, and supplies for the construction industry. Merchandise exports
remained at the 1967 level of $150 million. At an estimated $43 million,
net factor income payments accounted for almost half of the current account
deficit, while service on total debt including private debt amounted to
27 percent of foreign exchange earnings, and service on public and publicly
guaranteed debt amounted provisionally to 25 percent. Recourse to medium
term private credit was, however, less than in 1967, and there was a slight
improvement in the debt structure.
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12. The remarkable improvement in the current account deficit is
not likely to recur during the next few years. Even with substantial
growth in export earnings, imports in 1969 can be expected to return to
at least their 1967 level,as stocks are replenished and capital equipment
imports increased,and should grow in future years at about the sane rate
as GDP. ith rising factor income payments the current account deficit
may increase in 1969 and remain at about $110 million through 1972.
Thereafter some improvement is foreseen.

Planning and Administration

13. The development program pursued in 1968 consisted almost entirely
of ongoing projects contained in the last Four Year Plan, and the next Four
Year Plan is being prepared. The annual Economic Budget has been improved
through more accurate estimation of enterprise financial requirements, and
monthly economic indicators aimed principally at strengthening public
financial control have been initiated. It remains to apply these improved
procedures in practice. A Transport Survey including a detailed investment
program was completed during the year and discussed with the Government.
Greater emphasis is now being given to project definition in other sectors,
and several projects have been presented to the Bank.

Key Obstacles

14. Limited natural resources, a small domestic market, a continuing
shortage of managerial and skilled manpower and the slow growth of merchan-
dise exports combined with heavy foreign indebtedness constitute key obsta-
cles to Tunisia's economic growth.

15. Emphasis on a rationalization of existing industrial activity
would help lower costs and increase output aimed at the domestic market.
In both agriculture an, industry, however, there is a possibility that
future productivity growth may be impeded by too much reliance on central
control. The direct participation of the administration in industrial
enterprise and efforts to encourage agricultural modernization through
the imposition of a cooperative system have placed a heavy burden on
available high level manpower resources. The Government's educational
policy has been aimed largely at a rapid expansion of primary and second-
ary education, and is now absorbing a large share of available funds (over
2 5,percent of the current bud-et). Moreover, the conclusions of a recent
project supervision mission suggest that the Government should now become
more selective in its educational investments, in order-to satisfy the
need for managerial and technical manpower. This points to the desirabi-
lity of slowing down the program aimed at the mass of the population and
to the intensification of efforts to produce more-specialized skills.

/*



16. Lagging merchandise exports and growing imports owing largely
to high levels of public current and capital expenditure have resulted
in continuing reliance on foreign finance and a heavy burden of external
debt. Rapid growth of tourism and the recent spurt in crude oil produc-
tion have helped to improve export earnings, but more effort will be
required to encourage diversification, competitive costs and prices and
to develop foreign markets. The projected 8-9 percent growth in foreign
exchange receipts over the next few years assumes that tourist growth will
continue at a rate somewhat less than the historical average but that
exports of phosphate will increase by 6 percent and of most other products
by 5 percent.

Sectoral Priorities

17. Emphasis over the next few years should be given to relieving
bottlenecks Ld to encouraging the growth of undertakings having quicker
financial returns. More high level manpower is required in agriculture
and manufacture if returns to investment in these sectors are to be raised.
Educational policies should be reoriented accordingly, with equal attention
being devoted to changes in the curricula-and to selective additions to
existing schools. Substantial investment is also required in transport to
modernize road and railroad facilities and to relieve bottlenecks. Finan-
cial returns have been high in tourism, and Tunisia should continue to
implement policies favoring foreign and domestic private investment in this
sector. In line with the need to reduce costs and prices, priority should
be given to investment in export enterprises and to adjusting fiscal and
exchange control policies to promote exports. Studies of phosphate mining
and enrichment are under way and may eventually justify higher priority
than in the past to investment for exports in this sector.

Case for Local Currency Finance

18. The level and composition of planned investment over the next
-four years is to be reviewed in the context of the new Plan. An evalua-
tion of local currency requirements relative to probable availabilities
must await this review.
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C. CREDITVORTHMSS

Policies

19. Progress on the principal financial and economic issues confront-ing Tunisia has been satisfactory enough to warrant continued Bank lending.If a raisals of projects now under consideration by the Bank/IDA are
favorable, an expansion in loans and credits is justified. Nevertheless,implemenaton of the proposed increase in lending activity should be con-ditioned. on:

a. an improvement in public sector.savings,
-. b. an improv6ment in the structure of fore4gn -debt' through agradual reduction of the share of medium (1-1c years) terndebt in the total,

c. cntinuing restraint on public sector investment to a r"rea-sonable level, to be appropriately defined by the forth-coming economic mission.

Debt Problems and Prosects

20. Tunisia's foreign indebtedness has grown rapidly - from an esti-mated $215 million at the beginning of 1965 to $510 million by the end of1968. Moreover prior to 1968 the structure of foreign indebtedness hadbeen deterioratingr Public capital inflow:s have not been as high asanticipated by the Tunisian authorities, and to supplemcnt these
resources Tunisia has relied heavily on borrowing from suppliers and
private banks at terms less favorable than those applicable to foreignaid.

21. Last year, owing in part to the availability of funds raised onthe Eurodollar market on more favorable terns, disbursements on mediumterma private credits (1-10 years) were reduced to a provisional $32 nil-.lion from $46 million in 1967, and new authorizations of such borrowingat an estLmated $30 million were less than repayments of $36 million.Nevertheless, for the past four years intermediate term credit hasaccounted for about half the inflow of loan capital, and service onmedium term loans is expected to represent about three quarters oftotal debt service during the next four years.
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22. Assuming that disbursements on new medium term private foreign
credits are limited to $30 million next year and reduced to $20 million
in 1971 and succeeding years, gross public capital inflows are projected
to climb from $125 million in 1969 to $130 million in 1971, declining to
about $100 million by 1974. This represents an average increase during
1969-1972 of about 25 percent over the amount of gross public capital

inflow realized in 1967 and 1968 and is largely a function of a projected
increase in annual fixed investment from about $260 million to $310 mil-
lion during the period. Should shortfalls in public inflows occur, there
would be increased pressure to resort to medium term foreign private bor-
rowing.

23. During 1965-67 about 20 percent of new foreign borrowing con-
tracted by Tunisia was on concessionary terms, mostly from the United
States. From the period 1969-1974 it is projected that 25 percent of
Tunisial"s new public borrowing will be on concessionary terms. If no
concessionary aid from other donors were available, the appropriate

Bank/IDA mix could tentatively be estimated at 50/50, but if conces-

sionary aid is available in historical proportions>, the blend could be

harder. Assuming that the USAID concessionary aid will decrease but not

disappear, the proposed Bank/IDA lending program includes about a third
of IDA financing.



II. TIE LrNDING PROGPuI X I

Bank Objectives

24. The prime objective of the Bank Group is to participate in ard-
encourage through the Consultative Group the maxinum possible public
financing of the foreign exchange requirements of the Four Year Develop-
ment Plan (1969-1972), reducing to a miniru Tunisian recourse tV mediu
and short term credit. Bank Group financing would be attached) to,speciA&
projects in all priority sectors and would finance most identifiable bank-
able projects in the earlier part of the program. There could be some
local currency financing but no program financing. This general objective
will have to be reviewed in the light of the conclusions of the forthcoming
economic mission. Policy making at the macroeconomic level has been sub-
stantially strengthened during the last four years and Tunisiats modernizing
leadership, though small, is growing and plays an important role. Bank
activities in Tunisia should support these trends while encouraging more
attention to project preparation and implementation, and to improvement of
the economy (public finance, public enterprises, cooperatives, etc.).

Project. Content of Lending Program

25. The proposed program closely follows the sectoral priorities
(para. 16). The proposed lending in development finance companies
($30 million),-phosphate ($20 million) and agriculture ($37 million) is
aimed at early financial returns and increased export earnings, while
the proposed lending in tourism infrastructure ($25 million), water supply
and sewerage ($20 million), transport ($53 million), power ($20 million)
and education ($20 million) should help remove bottlenecks impeding the
development of tourism, industry and agriculture. All projects included
in the program have been discussed at least tentatively with the Government

11 follow on operations already made or under preparation. New projects
pplmcnt or replace projects in the latter part of the program may be

suggoted by the forthcoming economic mission.

Rationale for Program

26.. The forthcoming economic mission will review the Plan investment
objectives. Pending this review, the program is intended to achieve a level
of comitments commensurate with Plan requirements and there is no reason
at present to determine Bank priorities different from those of the Plan.
Total lending is constrained by absorptive capacity. Lending by Bank/IDA
is limited by the expected volume of lending of other members of the
Consultative Group and by the availability of projects., Should Consulta-
tive Group financing not be forthcoming at the forecast level, additional
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Bank/IDA lending would be needed but w9uld require intensification of the

already large Bank/IDA project identification and preparation efforts.

27. If the Bank/IDA lending program has to be reduced, cutbacks

should first be made in power where other financing might be obtained,

and in education where new investments are slow yielding and existing

investments could be more efficiently used. Additional cutbacks would

apply to parts of projects with not very high rates of return and/or low

export earnings prospects. This would probably lead to reductions 
succes-

sively in agriculture, phosphate, transport, water supply and sewerage,

development finance and tourism infrastructure.

28. The Bank/IDA lending program would represent about 35 percent 
of

total public foreign capital commitments during 
the period as compared to

about 20pcrcent in the last five years. This increase is needed to com-

pensate on one hand an expected decrease in USAID 
and on the other hand,

the recommended decrease in medium term borrowings. 
The proposed IDA com-

ponent would represent about a third of the total lending program (cf.

para. 24).

Major Assmptions Underlining Lending Program

29. Before the report of the economic mission is available, it is not

possible to list the precise policies 
and measures the Government should

undertake. However, the most critical policies are those relating to

improvement of public sector savings, the structure of foreign deot and

continuing restraint on public sector investments (para. 20 above). Other

important issues will be giving priority to high yield investment, removing

bottlenecks in transport, slowing down the rate of creation of new coopera-

tives in agriculture, emphasizing education of middle management and tech-

nical specialists, creating favorable conditions for private enterprises and

encouraging exports.

30. The Government has policies and is planning measures to deal with

these problems. The progress that can be expected on most of them 
will be

evaluated by the forthcoming economic mission. On the basis'of its report,

the size of the Bank/IDA lending program, its composition and the conditions

to be fulfilled for its implementation will be specified and, to the extent

desirable, discussed and confirmed with the Government. Serious overall

deviations from the understanding reached would lead to reductions in total

lending, and deviations resulting in a slower development rate of certain

sectors would lead .to reductions in lending to those sectors.
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- 10 -

III. OTER BANK ACTIONS AND ISSUES

Consultative Group

31. The next meeting of the Group is planned for October 1969.
Subsequent meetings should be held at 12-18 months intervals as in the
past.

Technical Assistance

32. Study of water resources: A preliminary review for a Water M1aster
Plan in the North of the country is about to be undertaken with Bank finan-

cing. This will possibly lead to the Master Plan itself (probably with
UNDP financing). The Government is also requesting that a similar study

be undertaken for the rest of the country, and the Bank should examine the
role it,could play in this respect once the results of the preliminary study
are available.

33. Study of public enterprises: A mission is in Tunisia reviewing

the public enterprises to advise the Government on how improvements could
be made in the short run and which enterprises should be further studied
for more fundamental improvements. A program of additional studies and
possibly some investment opportunities are expected to result from the
mission. The Bank vould normally help in the organization and supervision
of the studies as well as in the financing of the investments.

3h. Development of phosphate exports: A marketing study is under way,
and mining and other technical studies are about to be undertaken. The

Government has requested Bank advice on how to organize such studies. The

Government has also requested UNDP financing for a long term study of the
sector and wants the Bank to act as executing agency. The need for the
additional study is being reviewed. It might be more advisable to con-

centrate on the earlier studies and possibly to expand somewhat their

objectives. If successful these studies should result in substantial
investments for which provision is being made in the lending program.

35. Fiscal system: In the framework of our regular economic missions,
a study of the fiscal revenue system is presently under way, and it is

expected that the forthcoming economic mission will be able to make

specific recommendations in this field.

36. During the forthcoming economic mission, additional fields of

study are likely to be identified. A study on export opportunities and

export promotion would appear of high priority and the Bank should be

prepared to play a role in it. Continuation of Bank help in preparing

projects and in improving institutions would also be of high priority.

-4I
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37. The Tunisian Govermae-nt has zreccntly requested that a small
zroup of Bank specialists zor roject idenfication and preparaticrn be
staiona in Tunis. Recarntly Area and Project Departeonta project iden-
tification m.sSions have been m.ultiplicd. As a result tho 1969-74 londinz
pra :2 is $25 milion compared to $115 million for the 1966-73 lending
proora:. urther fforts ol' the sa nature are needed to prepare thesö
projects as well ns t. idanti2y new anas and to inprovo implementation of
the ipestment projr-.. This approach appears mora officient and more eco-
nonical than the creation of a permanent project prOparation missi on.

joint F itnancan;

35. The Sw:cdish Govern-mont and the Bank have made a coordinate invest-
ment Si (WC) and a joint one in the .ater Supply organization. Addi-
tional joint' .ianeing w:ith S,:eden 1ill probably take place in the field
of water supply and sewerage. Ther e is no iaediate prospect of joint
financing with any othar organization at this time.

39. ~:ahilo not yat very bright, praspeats for 2.nisis access to the
international inancial market ait. Recently 'Tusla zigned an agre.Cent
with a consortium of European Banks for issuing $15 r:illion an the Euro-.
roIIar narket. The Bani has encouragod Tunisia to exercise its credit in
the market and shauld be prepared to make sona of its oans ln conjun.tion
with privata or, eventually, public placenents.

amj and Regulation

43. In March 1968 Mr. Woods recamnendad the amoun.t and terms of the
naemni ty to be paid by the Gorraent to the former Tunisian electricity

caoanies. Thasa reos:nendations have bcen aceptad by all parties.
Lmlementing then is a preconditlon for further lending. The legislation
neaded for this purpose is expected to be enacted soon.

l. Zd.:ifcc.-i.on a.: th- statutes of individual enterprises has usually
been :ound naccessary befare the fi-rst loan to sch enterprises was made.
This has delayed iinancing in the past, but should be less time consu:ing
In the future as the Goverrment becones more familiar with Bank's requlre-
mants.-

Europe, Xiddle East and North Africa Department
M,archý 24,, 19019



Form No. 49 >ay 13, 1969

IBRD/IDA 5 YEAR LENDING PROGRAM
FOR T U N T R Y(COUNTRY)

PROGRAM: PROJECT NAMES - Check Anounts ($mn) Timing (FY)

UNALLOCATED 1/ one: -
IBRD IDA 70 71 72 73 7

Acrioulture asos i rriration x5
ricultral redit Ix 1

rCxicutural Cre dit II x 125
Fisheries

10
~ducation III x 1

Powerx8

Transportation xigh ys Construction I x

hways Construction II x1
Ports III 10

Pipcon 10
Rcailwayz II x1

ato SuppmrjII 5
Seweorage I

Toursm Infras4ructure I x 10'5
II x 1

Developmsent Finance Companios SNI II 10
X 10

x 10

- InTdustry Phosphate I x 20

5 year

's rirsrutr x 20,

ORANtD TOTAL 223 total 20 5l

LIBRD l 10 $ 282 3 20

IDA 75 10 2 20 20

1/ Where projects not yet identified give total "unallocated"' amuntå

indicating, in parenthesis, probable number of projects in

appropriate amounts column.



Form No. 49 i,, lj, 1969

IBRD/IDA 5 YEAR LENDING PROGRAM

FOR IVT(CUNTR

PRORA PSECTOiJET NAMES - Check Amounts ($m Timing (FY)

1/ o~ne'-___UNALLOCATED 1 one:
IBRD IDA 70 71 72 73 1 74

Agriculture 0a30s irri-ation 5
c Credit 1 X 12

Lrculttural Oro d IL3
Fisheries x

~ducation III x 10

Powerx8

Transportat-Qn Cighvys onstruction 1 x 15
ighways Construction II x10

Porx III 10
Pipeline x1
Railways II x 10

.ater SIppy II 5
Sewerage I x1

Tourism Infrastructure i x 105II X 1

Development Finance Companies SNI III x 10
IV x10
v x 10

Industry Phosphate I x 10
IIx 20

5 year
GRAND TOTAL 223 total 20

IBRD Ulä i 55 28 3$ 20

IDA 75 10 25 20 20

1/ Where projects not yet identified give 
total "unallocated" aowunts

indicating, in parenthesis, probable number 
of projects in

appropriate amounts column.



Form No. 49A !-A:Y 13, 1969

A11NE-x IV
BANK/IDA LENDING PROGR

and i rior FY1966 P7Y1967 Mf9 9669 F17 91P f92 F17 Y9

Agriculture /7121
Rqnk - 1 /7 - 2/20 -
IDA -- J

Communicationls ----

Bank--- -

IDA-------- -

Education - - -0

Rank - - - -0

IDA /5- 1/13 ---- 11

Miaint. Imports--
3ELnk --- ----

IDA----- ----

'Iqnk
IDA------ --

Transnortation223 10 --

13ank -1/7 2:- - 17l-,8 - 2/3 1 0 -
IDA - IV 8 - 5.5 - - - 2/20 -

Water SupDly 11
q%nk 111 11 -i15

IDA ------ 1115- --

Touri sm
!lank 11
IDA - ----11

Dev. Fin. Cos. a-
an k -/5 - 1/10 - 1/10 - /1 1/10
IDA - - - ----

industry
Rank----- 1/10 --

IDA -------- 1/20

Other & Unallocated
Bank---- -----

IDA- ------ -

Total
9ank 1/? 115 V/12 1/10 273 2.8 1/10 6/55 3/28 3135 22
IDA 115 - 39" J19 - 8i 8.5 1/10 - 2/25 2/20 1/20

Bank and IDA 2/12 115 2/31 1/10 3/1.3 2/20 6155 5153 5155, 3/110

Flfscal years, 1970-19744 I 3a 15/148
!!)A 6/75
Bank/IDA 21/223

½refers to a project partly financed by Bank and partly by IDA.

I/ Ernch entry will -,how both the number of projects and thn total dollar value for that year and sector,

separated by a slash. Thu.-, for example, an entry of L/57 would denote it projects with a total value
of $57 million. If the eyAct number of planned projects for a year is not knovn, nut an X where the
number unuld otherwise be, e.g., X/57.
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FoRm No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL 13ANK FOR INTERNATKNAL FINANCE
ASSOCIATION ý RE e D4 STRUCTION AND DEVELOPMENT rURFORATION

OFFICE
TOý DATE:u J=jý -y 22,

FROM: CK L

SUBJECT: Tunisia Visit of Mr. Chec:I- S ec r r,- -La ry of State f,)r PJanlil."1w,
01-1 Frid?-£

Mr. GheeLy Ayari is st-j,ýý-!ng over i-i ý,riva tAe
trip Ganada the Uni-bed Ilie will i I 'S n t the
WCý '21-lursday and Fri uy cýlj
i n ý'ru-ýay, at i ý2 15 .

This -vrill be 1-tis first vi,,,« t,- t'np n-,,,"-
i, i -,ed Secretary of fur

: _vLý rec r
1'-Jýln ,j,,vemöer 1-9ý4 Li, L'lcb,)ber 19`5. Durinýg the staff discos-

GjrifY 9 -LT,ýPDr hcl,»y.
Ayari Will ra],c, 1_,'-,,ý-,.-ýe with you.

however, woULL,Ile u,-ý you h,-
1,ý.brlc -,nk call a specJ_ý-iL 31_tu',ivc di s cus<ý
cqoroin3ted uil-ý fl '5 flood dartages (CI ýýira.

Mr. A7,7ari will be -L` new ikiýltl
of Tunisi,ý, yullý ché. 7'u- has an

c)r.y before, may be late.

V ar-I. WIIS 00M in L933 in he has a bm'ký' lj, 1(1
ýn cconom:cs a-nd worke,-ý 'ls kcad of the reSc,-ý-.-c;i
department, )f the r- lerc From I

-9 t , nC '-3L the Tunisi;-,ýi JJ-.,7
I`, rký f -ný, liis with theat the ýiiiversli,y of he

-n re
pmcý Ec tAd of he

V! Te
-o- _Plannij-:-- -;iý ýJýe which

ed the f in Octc)`-ar.

Jru,Icimor and lnrre,,ýse

Äs yc),ýý reije.luer, Mr. -i Salah g- responsibilities ajcý _ýiI'I;jý_-,c for plaý_,llng firstci )rc y ýýere
,,iver hy Ir. who K--, becorj-

7.T, I- -tJ wps clecý.ed
lie ann whi, 11 u L ý1 p 1 1
of 3 re sl-,ýrinLý nor d(3 ,je know w'Icý "[,e



Yl. Hobete 1. Januar 2'2,

ther Govnr0 of the BarFtk, and 1therefotre ChMairman o.fb the Annul 1eting.;
'The tn TuniianLi Emsy infrmed us verbally ij a t Mr Aistl had] ben designuated

foor this pit ion i spi e o r-peated request , we hav n yelt reeved

a or en co Xi frmaotrio.

.e were also informed recentl-y tht Tunie does non int
to waive hr pre-emptive right to an increase of auto rd cvii t stock.
This may be y ue to a ms rundrser n din.

7. M. Mce nl tonok up br th quetiios wr ith Mr. Ayro tis orbr:nng.
Mrs. Ayari conf2 imed oi s new designationt as Govrnorr fo rth Ban Jtk, and

uroisedc1 n il e t eficial ce tfrom' the Gtoveri rent wdil] be sent
soon after bin return t' Tis. He also promse an cable for ea ly

nxt wee ca Iri fig his G-overnre's pos tin with regard to the

n > ut orized stSck

Chan sin Govejternt Polic

SThe tGovernimeni on visil y tring ai~ way from Mr. Ben Salfah'As
polic is , whdch nad gne out of nd in early 1969. Ti s i in particuas r

-afecting ve agriculrural sector. We have just received a letter signed
by the Frime Minister is Cabinet Director, informin us that all the aro -
cultural cooer tives have been t isolved.

iGoverreent crelnies it other sectors of the economy are still
being formul aed. We wi di;scuss this with l. Ayari at staff LOvel,
but it is o=ny after the return of our economic viss on at the heginning
ot February tha we will be able to have ncLear picture.

kCCt of 3 roe Menn o- ± r st

1 0 The sntroni sen0se on rhc nder Mr. Saen J a1
has disappeared. le feel I e n t r j in ec work.

11. The ne governmenr polinies will affect most direc~ly our 1]
$)0 million cooperative ar pro ject (Bank: Al2 million; IDA: n millln)
of wiS ch about $. mi] ton are still unisburse. We know that only

1l,0 ha90. out of 31 ho. il stay in the project, but the sysLep
under hich this lad wll b1 e a0 miintered is s i] uncerln t (cooperative,

Sarms o ansfr to pvateroery) Am up-aerson minsIo will
visit jahen o nr athe enr of Ferua-r. ITO appears cer,ain that the-

ma jr part of the udisbu rid baliace wil Le cancel ed? (pessibly about
U ilo Sank, and $3 miliOn, IDA).

M: rs prer ing rur seenr ater supply project siecOure

for lisar Year i97' ($1o. million IDA) is satisfactory, although certain

organilzationatlimpo<vement are somewhat lagin ."

'. In r nr n e aaily pl annin projec ($3. m ilips T s
scedulf: or Fis ni ,r 1971) seems to be lessenn on the part of
new0 Grover'nent.
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1. We will discuss Lhese anc other projec s in ie pipeline with
r. sai

ur Economic lission has cabled pia Mr. Aari ma rquet Bank
assis3 tc in computerizing tbc external debt administrtifoon, in providing
an adviseri to the p lanni ng adiniistra bton and onizinga review of the
idustrial sec tor. Wc shouli awit the return of the mission b re making
any coul ateni on these points.

]¯ssue to be discussed

16. Mr. Ayari will suggest tha the Bank cali a special mee sing of
the Consultative 'ronp for discussing the damages caused by the floods

lasm September/cobder, and the financing of he reconsr u-ction effoVrs.
The nex regular meeItig of the Cosultative Group is scheduled fr June

1e . of a special meeting as i rst lAunched i 1SI r f,w

17. It se-rs n ot adv- h1 e 0 en! 1 1 ene inr of the MenSAMvte
Group bvrer J . To be meaningful, such a eein' woul have to be

based on a ren-rt which shns at lab the exment of y 0anages an
ricoren -Hcr e recens at i we:unres fun the pri-e s ree .

e o no possIbly prepare arythiny of this kli before Jne 170,
nd ever canncm be promlsed before we check the avPuli v ,f

If. e heietate TuMtsians culic hardly do their parC
in theörepn o of sych ai repora såjthir> aS-rter perioS Bo frar,
torr inv niy nstblirismil very aiio-0l1 estinr= of the d ,aoge

(-0as j mon = around på million). I shou= aldd that in ,he
scussons we eau sor, Mr. Ayari has streesed that recnsetion

1 -0r fl-d rinrir shoäd iet riv ,c en geconoie eritenra.

It. If the Tunisins rist on sn early mrting, We mrt sel s at
Sat they calli a meetii of important aid_i Ver ro en their n behi 

and chair it. The Bank coulid be repnesented.
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INTERNATIONAL DEVELOPMENT GNTERNATICAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Memorandum for the Record SATE: November 16, 1970

FROM: R.H. Springuel \

SUBJECT: TUNISIA - Visit of Mr. Masmoudi, Minister of Foreign Affairs,
to kMr. Namara

On November 3, Mr. Masmoudi visited Mr. MvNamara. Mr. Masmoudi
was accompanied by Messrs. Slaheddine El Goulli, Awassador of Tunisia,
and Abdelazis Lasram, Director for International Cooperation, Ministry of
Foreign Affairs.

After Nr. Masmoudi had conveyed the compliments of President
3ourguiba and Mr. Nouira, who had just been appointed Prime hinister, he
indicated Tunisia was Lacing a difficult situation. One could say this was
due to the legacy of the previous Government, the floods, or the under-
development of the country. These excuses might have some validity, but
it was much more important to emphasize the willingness and the efforts
of the Tunisians to face the situation and give priority to economic
development. The world context in which this effort was being made was
important, and the Minister wanted to know what Mr. McNamara felt about
these matters, and in particular about the external resources developing
countries like Tunisia could hope to receive.

Kr. jcNamara recalled that the Pearson's Comimnission and the
committees preparing the second development decade had outlined the growing
needs of the developing countries, and pointed out that the transfer of
resources from developed countries had been declining in the last five
years, both as a percentage of their own resources and in relation to the
ieeds of the developing countries. However, from the World Bank point
o view, the perspectives were better with the third IDA replenishment
agreed upon, and now submitted to the various legislatures. This represented
a 1 j0 percent improvement from $hoo to $800 million which hopefully would
come into effect next year. The IDA replenishment was extremely imoortant
for Tunisia since it received one of the highest IDA allocations per capita,
about five times that of India for instance. T'his increased flow would need
to be used effectively and Mr. McNamara was happy to hear Mr. Yasmoudi reaf-
firm the Tunisian willingness to help itself.

The dorld dank intended to continue its high level of activity
in Tnisia, and Mr. McNamara wanted to bring to the attention of Mr. Masmoudi
two points where further Tunisian self-help might be needed. The first one
was the high level of debt and consequent debt service. Debt was becoming
a serious problem in an increasing number of countries, and it was parti-
ci)larly serious in Tunisia. It was very iiportant that Tunisia control
carefully new short-term debts to improve its debt structure.
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rr. ,cmara went on to say that the second matter was delicate,
and tiat he mentioned it only with sore hesitation. He knew Messrs. Gaud
and benjenk had discussed two appointments with hr. Masroudi, and he had
not been able to get himself acquainted with the deba1l. He therefore did
not wish his remark to be related to the personalities concerned, but he
wanted to state that the will of a country to help itself had to be judged
in part by the appointments it made.

1r. 1iasm-oudi wanted to thank Ir. he.lamara for his wise advice.
He noted that neighboring countries had shown unreason. Even Tunisia had
done so with a number of large projects. When rich, one could be unreason-
able, but when natural resources were limited, one had an obligation to
use them well. it. Pasmoudi felt Tunisia was now reasonable since priority
was given to agriculture and to education.

Mr. Iasmoudi enumerated requests received from a great number of
_frican and Arab countries (in particular Libya) for middle level personnel.
.Approxi.mately 5oTunisians were now employed in other countries. iLisian
salaries were paid to their families in Tunisia, while they received salaries
in the host country. A new standard contract was being worked out.

1-rs. Alamiara expressed interest in this development, which would
give him an argument to justify the high level of aid to Tunisia. hr.
Nasmoudi promised to send a memorandum giving the details.

Mr. ILasmoudi mentioned a number of prominent Tunisians already
serving the international community (essrs. Guetta, Labidi, soon Lathari,
etc.). The role of these men as well as the requests gave Tunisia a new
vocation to provide assistance, particularly middle-level assistance to
other developing countries. While it was possible to obtain external
help to build a factory or make other tangible investments, there was
practically no external help to finance the education of experts. Mr.
Miasmoudi pleaded for understanding on this from both bilateral and multi-
lateral aid. Mr. 1icNamara noted that the Bank had made many loans to
finance the development of secondary education.

Turning to the second point mentioned by Mr. 1cNamara, ir. Iasmoudi

said that the only concern of the Government in making the two accointements
had been to give more prominence to the two institutions. It was not a
political appointment since it would have been easy to maintain the two
personalities concerned in the Government, and it was not nepotism which
had no place in iTnisia. Hr. hasmoudi added that everybody had the right
to make errors. Yr. _cNamara agreed that indeed everybody had the right
to make errors, but not when it was known in advance they were errors.

Mr. Masmoudi reiterated the Government's wish that the Bank help
Iunisia in the development of the phosphate industry. He knew the Bank
was already involved, and hoped it would continue.
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Finally Mr. Miasmoudi, on behalf of President Bourguiba and Prime
Sinister Nouira, wanted to renew the invitation extended to Mr. McNamara.
Tunisia wanted to show its development, its errors as well as its ambition,
to be judged as it was. Mr. McNamara was very grateful. When he would
come, it would not be to judge but to learn. Since the Kennedy days, he
had been a great admirer of President Bourguiba and all he had done for
his country. He certainly hoped he would be able to come soon at a
mutually convenient time.



INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr Robert 3. McNaara DATE: November 2, 1970

FROM: Munir P. Benjenk

SUBJECT: TIE,SJA- Visit of Mr Mohamed Masmoudi,
Minis ter of Foreign ifairs

1. r Piohaed iasmoudi, Tunisian Minister for Foreign Afairs, is in
ash inton for bilateral consultations after attendirg the UD] General

Åsseubly. He will oeal on you on Tuesday, iovember 3 at . 30 p.m.,
-cCompnied by Mr El Goulli, Ambassador of Tunisi:a, and (possibly)
Pir Abdelazis Lasram, Director for International Cooperetion, Niräsbry of
Foreign Affairs.

2. The Embassy has explained that this is aoove all a courtesy call,
without any particular puestions to be discussed. I believe, however, trai
Nr Masmoudi may wiTh to discuss with: you the appointmcnt of two minisers
as presidents of financia institutions connected with the Bank Group
(para 12 - 18 below). I understand Mr Gaud has discussed this matter with
you.

Biographical Note

3. Mr Masoudi is ; years old and one of the political veterans of
Turisials sarugle for independence, gained in 195u. He lisa kept very
close personal ties with France ever since Le studied political sciences
in Paris in the mid-forties, and served as Ambassador in Paris 197-d.
Ilaving fallen into disgrace for a short period in 19/ for cricicism of the
regime, he was appointed Minister of IrCorma bion in 1960. ain disgraced
in 1961 for his support of an oppositional newspaper and a personal clash
witii President Bourguiba, ho once more becae bassador to Paris in 1965
(following a second reconciliation with the Precident) to restore rel-tions
ritk ;France after the break of 10l? . Nr asmoudi. remained in that post
until June tnis yesa, when he was apointed Forig iister. e is sa
to have establihed a clos relatioh with Bourdula durig the ¯ tter's
cnvalescence in Paris, October n - June 197, and i generally desribed
"s a French-oriented, skillful and :noiis politician,

Ourreint Po litical Fitua bion ln Tuni:sia

Ben Sals downfall in September 1909, in which Nr Masmoudi is said to
have played a significant rol., initiated a transitional period in Tunisian

politics _which still continues. The fornerly prevalent and pragmaatically
based socialist options are being seriously questioned in favor of more
liberal, but still vaguely defined, nolicies. Furthermore, President
Bourguiba's age and faltericg heAth have contributed to a lack of political
decisiveness and coesion. in June 197' Bourguiba set up a nigh-level
omission (including Masmoudi) to review the country's political institutionn

and prepare recnmmendations for tIeir modernization. The committec recommended
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a linited democratization of tn Tuni san regime. These recommendations
were to be discussed and ratified by a Congres of the Neo-Datou Party
this month. Apparently disillusioned and biter about the political
in-fighting that had meanwhile arisen, Bourguiba recently decided, however,
to postpone the Congress by one year.

>. ruther)o7itica, cwnne hae been oniwc toWay. fits manV Ones
concen Eodi w1uir. (chairman-M of the ils 5nk/And Annual fn ting)
Minister of A.conoric Afairs, namea yesterday Prime Minister by Presient
nourgu: a; Bni Ld ham, Prime Min.s er, now na:ed personal representa tive
of Mr Rourluib; and Ahmed Kesviri, i-'nister of the InTerior and rapporteur
Cz ne Conisson, who i0 said 0 have left the Government yeste:taY. These
three inuluential personalities and Mr Msmoadi have in common a stron
mistru:t ok Zurther socialist ezperiments, but do not dare abandon the
socialist phraseology. Mr NouirA is clearly the most conservative element
of the group, while the others are probably moderate liberals. Landam has
been for 30 years the faithful assistant of Bourguiba. Mouir, is a possible
successor to Bourguia, although he ha little popular following. Masmoudi
is said to have a strong following in the party, but Vec tii is clearly the
most popular of the four.

Relations between the Bank and Tunisia

6. Our overall relations with Tunisia are very good. Total AnDlDA
lending to date anounts to approximately 120 million spread over transor
(ports, railroads), Soucation, water supOly, agriculture, and DIC financing.
The current fiscal year's lending program amounts to 033.; million and
comprises one IDA credit for a popuation project ( I million) and three Bank
loans for, respectively, agricultural credit (Q9 million), a gas pipeline
( 7. million) and a highway construction project (C16 million).

7. A cause for increasing concern during the past years has been Tunisia's
foreign debt position, a disappoining performance in keeping current government
exoenditure under control, and the failure to curtail reliance in the
investment program on external financial assistance. Last July, nhe conomic
Committee considered Tunisia's economic performance to have been "mediocre".

Possible Topics

S. The role of the Tunisian Consultative Group in attracting uropean
investments and technical assistance: As mentioned above, Mr iasoudi is

rench-oriented and, in line with Mr Pompidou's policies, he is advocating
a greater role for France and the rest of Europe in the Mediterranea area
to offset what he considers excessive US and USSR influence. e sees this
role not in military terms, but essentially in the form of an increased
Nuropan economic involvement to help the Arab world to stand on its own
Aet and get closer to the European Cnmon Market.
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9. Mr Masmoudi's foreign policies are matched by domestic investment
policies. ii the pa t month, Tunisa has opered ap forei inve tment
in most economc l sectors and is now ccivet lookinr for f or-i ers
in joint teaturea. The b w; in hich he Br eould sufport these
eftorts wouli probably be thrnugh attemots to mobilise the support of the

onultative Group eers. A irst step Lowad dissemination. of priate
inestment portunities sa taken at te last Consult:tiv Grour neeting in

June this year, and 4e inatend to discuss with the Government ho- th:ese ef'forts
can be best pursued.

ternal Dbt Position

10. Both the Bank and the Tunifian Consultative Group members view the
external debt position with a great deal of concern. Briefly, external
public and publicly-guaranteed debt outstanding by tre end of 1969 was about
$700 million (equal to 60 percent of GNP), and the total debt service ratio
is about 25 percent (equal to 36 percent of gross national savings). Debt
service payments decline only slowly during the coming five years as a result
of high short- and medium-term borrowing in the pastL, while obligations in
subse uent years are already high as a result of long-tern debts contracted.
To prevent an aggravation of the debt burden, public external borrowing
should not exceed about -130 million per year, an average close to the
1909-72 Development Plan target and te 1962 level of borrowing. Over
1966-70, IDA financing has made up 35 percent of our total lending to
Tunisia, and the IDA portion in the 1971-76 lendin-g program amounts to 0
percent, or $2.53 per capita, which is one of the highest per capita
allocations in the world.

The Future of Tunisia's Planning Organization

11. As mentioned above, Mr NouLr has become Prime Minister. He is
known to have little regard for economic planni ng and his norination which
a foreseen was viewed with fear in he Ministry of Plannin;, :hlch is

directly aiached to the Office of the Prime Minister. Mr Msmodi's viewa
on liai are not known, but it might be useful to empliasize ith him the
ioortanue of a good central planning organisation, whlch c,-n help the
Governnient make rational econonic choices. maintain the main contact with
the Bank, and monitor the execution of the program.

Mana;ement of financial institutions

12. I anders:tnd Mr Masmoudi discuased with Mr Gäid the propoed appotutment
of Mr Bourguiba Jr. as president of 111 and that of Mr Ben r as president
of COFITOUI. The background is summarized below.

13. The Bank has made three loans, totalling .2, million, to Societe
Nationale d'Investissement (sI), the Tunisian development bank, and is
prepared to appraise a fourth ene of 510 millon in the early part of 1971.
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The Swedish foreign aid agenoy (siDA), relying on the Bank's appraisal of
SNI, has made two loans to SNI totalling ,9 million. In 196- IF~ invested

j70,000 equivalent in the share capital of SNT and in June 1970 IFC
approved & new equity investment of $30,000 in ONI to maintain its
participation at 20 percent of the total share capital. In bot cases
IFC organised the group of foreign investors which subscribed to the new
issue. The Bank, IFC and the investors they brougt in are providing all
the foreign exchange requirements and a large fraction of the local currency
requirements of SNI.

1!,. In 1969 IF also made a "9.9 million investment (n million loan and
A.9 million eqLity) and organized the group of foreign investors wich

subscribed to the $10 million share capital of Companie Financiere et
Touristique (COP¯TOUR), a financial institution specializing in hotels and
other tourist superstructure investments. IFC investment alone represents
about a quarter of the total funds at the disposal of COFITJUÄ, which is
expecte to finance 25 to 33 percent of investments in Tunisian hotels in
the next few years.

15. When NTI was reorganized as a condition of the Bank loan and initial
IfC investment, Mr Abdelaziz Matari, & well-known Tunisian banker, was made
its President. In October 1969 Mr Matari became president of ODITOUR
and was replaced at the head of NI by Mr Moncef BeLkhodja, head of the
oredit department of the Central Bank. The performance of Mr Matari has
been excellent as head of both institutions but, for personal reasons, he
has now decided to leave COFITOUR to take charge of SEFIDA. Mr Mncef
BelIhodja has not had time to prove himself.

lo, Las summer we learned that the Government was planning to repiaee
Mr 1onef Belkhodj-, President of SN, by Nr Hassan Belkhodja, Minister of
J-ono-ic Affairs until June 1970 but in searcn of a new job after the last
Government reshuffle. W4e renresented at the time that, without entering
into the respective merits of the present president and the proposed one,
the n: objected to a change which would have (i) prevented nornal
management continuity and (ii) established ~NI as a dumping ground for

7ouer political figures. The Oovernment did not make the proposed move.

17. As noted above, further Government changes are being made and
Nr Gaud has been inforec last wee: by Mr Masmoudi and tne Tussiani

-bassador tat President Bouguina intends to have Mr Bourguiba Jr. (his
son) named as President of N . ile keeping Nr Beihodja as general
manaer. Mr Bouguiba Jr. ha:: been Minister of Foreign \ffirs for years
until the downfall of Be Salah and has been Min:ter of Ju-tice since
then. He is said not to work very hard and the urnoassador has said that
President Bouruiba ha assured that this would be an honorary function,
the real responsibility of mangement remaining with Pr Monef Belknodja.
U-ile far from ideal, such an arrancement is probably acceptable to the
Bank Group.
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1. On the other hand, the Ar1issador has lso indicated thnt President

-ourulb, intends Nr Ben Amar (his brother-in-law) to be namned Presidentof jU in replacement of Mr Matari who is leaving. A technical
pecialist still to be chosen would become the general manager of OIJ-U-.

ren tr is a lawyer an d hs been Miniser of Tourisv for the last
erformnce in that cppcity has been far from impressive, as tes-ifies

the repeated delays in the Youris infrastruccure project preosred wit-
åa- assistance. Considerin; that CO:ITOUR is a new institution which
must still establisl itsel, a political figure to head it appears unacceptable
and I1 proposes to resist strongly this proposal.



INTERNAT!ONAL DEVELOPMENT NTEPNATICNAL BANK FOR INTERNAT!ONAL F?NANCE
ASSOCIAT1ON | RECONS-RUCTION AND DEVELOPYENT CORPORATION

OFFICE MEMORANDUM
To: Kr. Robert 5. McNamara DATE: October 9, 1970

FRCM: D. :Hartwchosök

suJEc t: T7=SIA - Visit of inister of Foreign Affairs
Mr. Mohamed Masnoudi to Washington

Yr. Rohamed Masnudi, Tnisian MinIster of Foreign Affairs, w
be Ln Washington from October 26 to 28, and wants to call on you. h1e ibassy
has asked us to remuest a meeting with you for ctober 26 or 28.

Sofar, we have no indication of what Mr. Masmoudi wants to discuss
with you, and possibly it -il anount to a courtesy call. i recoend t
you see him.

Masmoudi is the for-er Tunisian Ambassador to Paris, close to
esident Bourguiba, and a member of the four-nen group which took over

when Ben Salah was ousted last -tumn. Ke is sad to have to a large
extent enineered his downfall. T comri9 ses Hedi No-a who ie
considered as likely to becone Prine iister short'y, Ahmed ÅMestiri,
now xinzster o` the in'eror -no onnr oke C Bnalah in ea-lv

958, and then resigned as Defense 'inister, and Baht Ladgham, the present
Pie Y-ini-ster.

asnotdi is a skilYl politician who tends to follow a e,ss
conservative line than Nouira. and he ra- e-erge as the leading persorality
once the nendul sriLngs away fro- the right. Zasroudi is close to the
Froch, and is advocating a greater role for France and Errone Ln the
edJ ierranean area to balane r-, t he considers excessive US e-d USSR

influence. He sees this role not in milltary terms, but essentialy
in the for= of growing7ublic and private Suropea investments and tech-
nical assistance to help the Arab 'orld to stand on its own feet and
get close to the Cgmmon Eeket.

:s you ,ish to see hi-, we will try to ?nd out the ssues
r. Mas-oudi night raise. You might want to discuss:

(a) the future of TniN sia's plnning or gnisation (which Is said
to be at stake if Kontra becones M jrister);

(b) Tmnisia's growing externes debt;

(c) the ro"e of the Co"s"lative Group Ln attracting ?ropean
invesltments and tochnical assistancc.

A brlef v-ill be prepared i yru dc 2 de to see hin.
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MEMORANDUM FOR THE RECORD October 9, 1970

Mr. McNamara called upon Mr. Nouira, Chairman of the 1970 Annual
Meeting, on Friday, September 18, at the Bella Centre in Copenhagen.
After the meeting Mr. McNamara asked me to inform Mr. Benjenk that the
Minister had reiterated President Bourguiba's invitation to Mr. McNamara
to visit Tunisia. Mr. McNamara had been noncommittal on this point, but
had expressed his sincere appreciation for the invitation.

The Minister had also asked Mr. McNamara to help the Government
with two projects of key importance in Tunisia's development program:

-- a fishery project which he thought would yield substantial economic
benefits, and a tourism project covering the area around a lake
near the city of Tunis.

The Minister had pointed out that there was perhaps no need for
Bank financial support in these projects, but the Government would in any
case ask the Bank to help them with the evaluation of these two projects.
Mr. McNamara had replied to the Minister that the Bank would do its best
to help him in these matters, despite an overloaded Fiscal 1970 mission
schedule. Area Department would be in touch with the Government directly.

L.E. Christoffersen

cc: Mr. Knapp
Mr. Aldewereld
Mr. Benjenk


