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EXECUTIVE SUMMARY

1. The Board of Directors approved the Bank’'s Coutrategy Paper (CSP) on 28 March
2007. The CSP which is in line with the Governrisedt™ Development Plan, covers the same
2007-2011 period and supports its major objectinaspely growth and job creation. The CSP is
based on three pillars: (i) strengthening of maaronomic policies and acceleration of reforms;
(i) modernization of infrastructure and reinforcemd of the productive sector; and (iii)
consolidation of the human capital.

2. Based on a combination of economic developmedtsacial balance, the Tunisian model
shows satisfactory performance in terms of the tgisdevelopment and political stability.
Concerning Governance, Tunisia occupies a goodiposabove the average for the Middle East
and North Africa region (MENA), and far higher thahe average for Sub-Saharan Africa.
Regarding economic performance, after record graw007, the Tunisian economy was affected
by the global economic situation, soaring pricedaimid-2008 and the global recession. In 2007
(the first year of the Government's "KFive-Year Plan), GDP growth reached 6.3%, excegttin

the first time the target of 6.1%, which is theeghold considered necessary to reduce the
unemployment rate. However, growth dropped to 4i6%008. During the first half of 2008, the
rise in world oil and food prices generated inflaary and budgetary pressure. Subsidies on these
products helped to curb inflation, which nonethelesached 5.0% on average in 2008 against 3.1%
in 2007. Although the Tunisian financial sectos ieeen relatively spared by the financial crisis,
the economy has been affected by the recessioruiopE, the destination of 72% of Tunisia’s
exports. The crisis has also slowed down FDI fribrea Middle-East and major construction
projects which would have helped to revitalize dsenomy. By end 2008, the Government took a
series of measures to support exporting industaésg with a countercyclical budget with an
increase in public investments. That should lead budget deficit of 3.8% in 2009, after 3% and
1.1% in 2007 and 2008, respectively. In 2009, gnoeould drop to 3%, with an annual average
price stabilization of 3.5%.

3. Since 1968, the Bank Group has approved 99 tipesafor cumulative net commitments
amounting to UA 3 850.73 million. The current polib comprises 11 operations, with net
commitments of approximately UA 860 million. Thelgtic sector accounts for 82% of the current
portfolio. The portfolio mainly comprises infrastture projects (71%). The projects are relatively
young, with the mean age at only 2.6 years. Thigudse€ment rate of active projects is 55.3%. The
2008 portfolio review showed that the portfolioTinnisia was particularly effective and improving.
With an overall score of 2.7 points on a scale af 2008, against 2.53 in 2005, this portfolio’s
highly satisfactory performance is among the Bardést and does not comprigeky projects.
The key issues raised by both the portfolio revama the authorities concern the Bank’s procedural
delays (notably procurements and disbursementsinlynattributable to the shortage of staff
dedicated to Tunisia’s portfolio despite its siZ&imilarly, to improve the quality of its assistanc
the Bank is actively turning to using experts tmaiact economic and sector work, and technical
assistance. Lastly, lessons were drawn to addihesseed for South-South cooperation, enhance
the strategic mainstreaming of environmental issuesstrengthen information and communication
on Bank operations in Tunisia.

4. The progress achieved in terms of implementiegBank’s strategy is satisfactory overall,
compared to the initial objectives and taking imccount the current economic situation, in
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particular with respect to the first two pillarsThe outputs under the third pillar have remained
limited. Therefore, strategic activities on thidlgp are being initiated to accompany the
institutional changes in the sectors concerned.

5. During the first phase of the CSP, Tunisia facegor challenges, namely the price hikes
up to mid-2008, then the global recession sinceeti@ of 2008. Despite these difficulties, the
country was able to put up a relatively good ecaooperformance, albeit short of the initial
ambitions of early 2007. The Government is purgugfforts to achieve its employment and
growth targets. The Bank’s strategy aims at mgetiwe country’s expectations during this crucial
period. To help the country cope with its challesghe Bank’s strategy over the period 2009-2011
while remaining unchanged, will take lessoned ledrimto account. It will continue to underscore
the first two pillars: (i) strengthening of macroemomic policies and acceleration of reforms; and
(i) modernization of infrastructure and strengtimgnof the productive sector for sustainable
development. Concerning the third pillar (iii) -nsmlidation of human capital - which underpins
the first two pillars, the Bank will strive to enie its interventions with a view to making strateg
contributions to the country’s priorities.

6. The Board of Directors is invited to approvee tBank Strategy in Tunisia for the
remaining CSP period, 2009-2011. The Bank strategyains overall unchanged and will be
implemented through the "benchmark scenario” whicbvides for a financial package of
sustainable loans of an indicative annual amourtA&Af300 to 400 million. The volume of this
package could vary according to the portfolio qsk&file and the flexibility required for a middle-
income country such as Tunisia.



1. INTRODUCTION

1.1 The main purpose of this mid-term review isntonitor and evaluate the progress
achieved to date in implementing the Country Sgnateaper (CSP) 2007-2011 for Tunisia, with
a view to drawing lessons and making necessarystagnts over the period 2009-2011. The
Board of Directors approved the CSP on 28 March720Dhe strategy, which is in line with the
key priorities of the country’s XI National Development Plan, is based on threerpill§)
development of macro-economic policies and acceberaof reforms; (i) modernization of
infrastructure and strengthening of the producseetor; and (iii) consolidation of human capital.

1.2 During the approval of the CSP, the Board dirfjee Government to implement its
development strategy, which aims at strengthenaogemic competitiveness while maintaining
the stability of the macro-economic framework, wépecial efforts geared towards reducing
overall foreign debt. It encouraged the Governmergursue and accelerate reforms, especially
as regards the revitalization of the banking andricial system, and improved governance. Ever
since, the Government has accelerated and deepsmgmtbmic reforms, thus enabling the
country to consolidate its external position andcrageconomic stability, improve economic
competitiveness through gradual liberalization @etter integration of Tunisia into the global
economy. Reforms are under way to revitalize tharnfcial sector and improve governance
notably in the areas of public finance and theress environment.

1. COUNTRY CONTEXT

2.1 Political Context

Based on a combination of economig

Governance Indicators

development and social balance, the Tunisian model (World Bank. 2008) :

has performed satisfactorily both in terms of the .

country’s development and its political stability,. Voice & Subsanara
Stability characterizes the Tunisian political

environment. Presidential and legislative electign o
were held end October 2009, without upsetting the

political landscape. In terms of governance, Tianis
occupies a good position, averaging above the Middl Rule of Law
East and North Africa region (MENA), and higher

Government
Effectiveness

Regulatory

still compared to the rating for sub-Saharan Africa Quality

2.2 Recent Economic and Social Developments

2.2.1 After record growth in 2007, the Tunisian economyaw affected by the international
economic situation, soaring prices up to mid-20@8d the global recession.In 2007 (the first
year of the Government's %I Five-Year Development Plan), GDP growth reached¥6.
exceeding for the first time the target of 6.1%he threshold deemed necessary to reduce the
unemployment rate. However, the growth droppetl®6 in 2008, a year marked by contrastive
trends. During the first half of that year, theeriin world oil and food prices generated
inflationary and budgetary pressure. Subsidieshese products helped to curb inflation, since



approximately one-third of tharice index basket is composed of administerecepridowever,
the increasingly unbearable weight of these subsidin the budget has prompted the
Government to adjust domestic prices. As a reslgtion averaged.0% in 2008 against 3.1%

in 2007, in spite of the subsidies which accouritedd% of GDP in 2008, compared to 2.8% in
2007. The impact of the financial crisis on theniBian economy began to show from October
2008. Starting December 2008, the Government éoséries of measures (see Box 1) to support
exporting industries. In 2009, growth dropped %, 3vith an annual average price stabilization
of 3.5%.

Box 1: Crisis Mitigation Measures

Faced with declining exports, the Government pregaat countercyclical budget for 2009, increasinglipu
investments by more than 20%, implementing econaosuigport measures and offering investment incestive
Government’s reaction to the crisis combined rdviMad structural measures at the economic and Islesial.
Among the revival measures, a series of 43 measuees adopted end December 2008, notably for exymprt
companies. These measures were renewed and extientie entire exporting industry sector from 2009 up to
end 2009. The measures targeting the export saictoat limiting the impact on employment and sutipg cash-
strapped companies (financing part of employergrdmution, export insurance premium, tax relig€)e Similarly,
structural reform measures were announced as pattion to mitigate the crisis. These measurssitenainly
from PAI (the reforms program supported by the Bahk World Bank and the European Union). Theyahiyt
concern the improvement of the economy’'s competittss and incentives to FDI, while also countingtioe
delocalization of European production. The CenBahk has also taken a series of measures to stienthe
economy, including the easing of exchange contyoleikporting companies, the softening of the mayepalicy
and the lowering of the prime rate.

2.2.2 Faced with these contrastive trends, the monetaojigy has been responsive and has
adapted to the change in the economic situatiolmflation peaked in April 2008, reaching 6%

year-on-year. The BCT responded by tighteningrmtmetary policy from the second half of
2007, in particular by raising the minimum resereguirement ratio from 3.5% to 5% end
November 2007, then to 7.5% end April 2008. Witk teversal of the economic situation end
2008, the BCT decided to loosen its monetary poligy reducing its minimum reserve

requirement ratio. In February 2009, it lowered gnene rate which had remained fixed since
mid-2006, from 5.25% to 4.5%. The M3 money supplyreased by 14.4% in 2008, against
12.5% in 2007. The situation of surplus liquiditshich had developed since March 2008,
reached its peak in September, before the intdoremf the Treasury, but the money market
remains largely in surplus. Similarly, Tunisiapieparing to apply an inflation targeting policy.

Measures are gradually being put in place to rikxgtathe money markets and ensure full
convertibility of the dinar, which constitute theepequisites for inflation targeting.

2.2.3 At the budgetary level, despite subsidy expendituttee budget deficit was well

contained at3% in 2007 and 1.1% in 2008, thanks in partictdathe increase in tax revenue
(+19.1%) which more than offset expenditure (+14.886 2008 when subsidies represented
nearly 20% of expenditure. In 2009, the Governnpeapared a countercyclical budget with an
increase in capital expenditure of more than 20%pared to the 2008 budget, and notably with
a pump-priming budget of TND 730 million which wadopted in the supplementary finance law
of July 2009. That should lead to a budget de6ti8.8%, above the 3% threshold for the first
time since 2005. Concerning the public debt, itusthobe noted that the Government had



undertaken a debt clearing policy, thanks to whickas able to reduce the public debt burden
from 58.3% of GDP in 2005 to 47.5% in 2008. Howetke current economic situation could
temporarily jeopardize this downward trend. Thev&ament is trying to contain public debt
below the 50% ceiling in 2009 and 2010. In additisince 2007, the Government has gradually
introduced the MTEF and objective-based budgetirigchv should be generalized by 2011.
PEFA is being prepared with the participation o iWorld Bank, the European Union and the
Bank.

2.2.4 At the external level, the current balance deficitorsened from 2007 to 2008om

2.6 % to 4.2% of GDP, following the increase in aild food imports and the rise in capital
goods imports. The deficit is financed by FDI fe@WND 3.6 billion in 2008 against 2.1 TND
billion in 2007) and foreign exchange reserves amtinog to approximately 5 months of importdn
2009, the current account deficit should fall t@ath3.1%, thanks to the stabilization of oil and
food prices and declining exports (-21.3% in valueing the first seven months of year 2009),
which should be almost offset by falling import49% in value). The sectors most affected by
the crisis are the export sectors, notably theilégximechanical engineering and electronic
industries (MEI), which alone represent nearly 680the country’s overall exports. FDI fell by
-33% at end July 2009 compared to the same peni@)08, due notably to the suspension and
slowdown of investments in major construction petge The tourism sector resisted the crisis
relatively well, with the limited decline in Europe tourists compensated by the increase in
visitors from the Maghreb, particularly Libyans aflgierians. During the first seven months of
2009, tourism receipts rose by 4.9%. Moreover, amgrremittances which constitute
approximately 5% of GDP, account for about 21% ational savings and make up the fourth
source of foreign exchange, increased by 8.6% dutie first seven months of 2009, thanks
notably to the foreign exchange effect. Its grostestimated at 5.9% for 20009.

2.2._5 Tunisia.is pursuing refo_rms in the Graph3: Doing Business 2008-2010
business environment alongside trade —2010- Rank69
integration efforts, in a bid to attract FDI and Startinga Business 3008 Rk b9
revitalize local enterprises. These reforms — cosmagusiess : onstraction Pemits
concern both the structural aspects of the :
economy (e.qg. liberalization and privatization) eworcingcontracts
and targeted measures, among which the
streamlining of procedures for starting a
business, one-stop shop for formalities, ™G
elimination of the requirement of a minimum
capital, significant reduction of administrative Paying Taxes Gemngc,edn
authorizations, improvement of  the
competition framework, various provisions
contained in the Economic Initiative Law (DecemB@07), a new Concession Law (April 2008),
a new Commercial Companies Code (March 2009) Btese efforts have enabled the country to

significantly improve its ranking over the past tyears, reaching the %%osition in the world
(among 183 countries) or th& 5n Africa in Doing Business 2010, compared t3' 84 the 2008

world ranking. Similarly, Tunisia ranks 86n the world and Tin Africa in the 2009 Africa
Competitiveness report (ADB, World Bank).

Protecting Investors



2.2.6 The good economic performance was accompanied magptive social policies which
strongly contributed to a marked improvement of abcial indicators. The poverty rate
dropped from 6% of the population in 2000 to 4.292004, then further to 3.8% in 2007. It
should reach a level below 3.22% by 2015. Theegfdunisia is among the countries that will
achieve the Millennium Development Goals (MDGs).ithAd human development index (HDI)

of 0.766 in 2008, it ranks §1in the world among 177 countries, in the group ofirdries
enjoying “average development”. Despite this comsable social performance, there are still
"grey areas" where the unemployment rate is pdatiguhigh. These are regarded as priority
development areas benefiting from special developrpeograms. The Tunisian population is
estimated at 10.3 million (2008) with slowing demsgghic growth (1.18% in 2008) and the
lowest fertility index in the Arab world (2.03 ir0Q7).

2.2.7 In spite of sustained economic growth, the unemptmnt rate remains significant
(14.2% in 2008) and is one of the major societaldapolicy issues facing the governmental.
The elasticity of job creation compared to the glovate is relatively low (estimated at 0.45-
0.47). In particular, the unemployment rate ampogng graduates (17.5% in 2006 or 42.5% of
the jobless population) is one of the country’senajpncerns. Many active employment policy
programmes have been unable to reduce the increfesednd for jobs. The Government is in
the process of rethinking its active employmenige$. Similarly, there are provisions under

the XI™ Plan to attract investment in the innovative sectm as to increase the elasticity of job
creation compared to the growth rate, and in padrcreduce the number of job applications
from young graduates. At the same time, highercation and vocational training reforms are
underway to improve the employability of young gratés.

3. IMPLEMENTATION OF BANK GROUP STRATEGY AND MID- TERM
OUTCOMES OBTAINED

3.1 Progress vis-a-vis the Expected Outcomes

3.1.1 Annex 1 shows the main progress achieved-vis the expected outcomes, compared
to the initial programming. The performance isissattory overall, compared to the original

objectives and considering the current economigasiin, notably concerning the first two

pillars, namely: (i) strengthening of macro-ecomomolicies and acceleration of reforms; and
(i) modernization of infrastructure and strengtingnof the productive sector. Nonetheless, the
crisis has affected the indicators relating to firg pillar, in particular the 2009 budget deficit

(3.8% of GDP). However, the trend on average resnaimder the 3% threshold (3% in 2007,
1.1% in 2008) and the 2011 horizon is maintain&tle second pillar was the most dynamic of
the three, so much that additional projects weitgatad, thus contributing to strengthening the
dynamics. Most indicators under the pillar aregpessing satisfactorily in line with the set

objectives and the activities adopted. As a regswdnsport sector projects have contributed
significantly to enhancing the country’s capacihile agricultural and water sector projects
have considerably improved the social and envirarialendicators.

1 This is a phenomenon combining an increase irsktage of the working population due to demograpteiods (15-59 year

age bracket accounts for 65% of the population)ienpfovement of the education level (increase imber of graduates at
an annual rate of 41% since 2002-2003).



3.1.2 The scale of outputs under the third pilkrstill limited, although there has been
progress. The new strategic activities, such asesitablishment of an epidemiologic disease
prevention system, the health services exportegiyabnd a health sector strategy operation are
planned for the second phase of the CSP. Thisheif) to strengthen the strategic importance of
the third pillar.

3.2 Progress in Bank Interventions

3.2.1 Pillar 1 - Strengthening of macro-economic policies and alecation of structural
reforms — comprised the following three strategibjectives: (i) improvement of the business
environment; (i) modernization of the financial stor; and (iii) improvement of public
administration. PAC-IIl has contributed to these three strategijectives, through its
components relating to the stable and reactive sraconomic framework (tax consolidation and
preparation of an MTEF), the private investmentiemment and strengthenirgj the financial
sector (banking and insurance, financial transmafen The recently introduced economic reform
program is entitled PAI (Integration Support Pragyginstead of PAC IV initially envisaged in the
CSP). PAC-III also contributes to these three stiat objectives, throughi) reducing transaction
costs and deepening commercial integration; (iprioning the business environment; and (iii)
improving access to financing. These programs hlaeped the country to improve its
indicators, both with regard to its business enviment (except for the budget deficit which has
increased temporarily due to the crisis) and fingrngector (see Annex 1). For its part, public
administration reform is partially supported by RACand PAI, as well as certain studies
envisaged. However, there is no specific operatmrcerning this issue as initially suggested in
the CSP. Similarly, the Governance Profile hashs&n prepared - the Bank no longer conducts
that exercise (replaced with PEFA, initiated jointlith the WB and the EU). Lastly, the Bank is
involved in preparing various analytical tools &rac to the Institution and the country.

3.2.2 Pillar 2 - Modernization of infrastructure and strengtheningf the productive sector -
comprised two strategic objectives: (i) moderniaatof infrastructure; and (ii) strengthening

of the productive sector through SMEs, agricultuesd natural resource managementVithin
the framework of the first strategic objective cemtng infrastructure, particularly transport, the
Bank approved Road Project V and the Enfidha Atr@wnstruction Project during the period
2007-2009, via the public and private windows, eetppely. The Road Project V outputs have
come to supplement those under the ongoing CladsRioad Network Development Project IV
and the Rail Network Modernization Project Il, thesntributing to modernizing the national
transportation systems. Progress has been madems of the kilometres of road modernized,
although delays have been recorded on the rail arktwutcomes. In the air sub-sector, the
Enfidha International Airport Construction Projegill boost the national airport capacity and
create direct connections to the Sousse, MonastirHlammamet regions. Furthermore, under
public utilities, the Electricity Distribution Netwk Improvement Project (Electricity VI) will be
completed end 2009, and will be relayed by a nesctitity Distribution Network Improvement
and Restructuring Project (Electricity VII).  Thesgrojects guarantee the continuous
improvement of indicators in terms of distributi@ervice quality and energy efficiency.
(Annex 1)



3.2.3 Concerning the second strategic objectivstngthening the productive sector, the
Bank has completed three integrated agriculturakld@ment projects (PDAI) at Gabes, Gafsa
and Kasserine, as well as three line of credit atpmrs (BTEI, BNA, BH), and has maintained
funding for the Kairouan PDAI. The agricultural ots have made it possible to cope with
national development challenges, notably the siyanfiwater, the need to enhance the efficiency
of irrigation infrastructure and use of salty oatkish water; scarcity and erosion of arable land,
the need for soil and water conservation and fasmsensitization; and development of the
capacity of farmers’ cooperatives. These actioils lve consolidated by the Water Sector
Investment Project (PISEAU II), approved in Decemi2908, and a Support Grant to
Agricultural Development Groupings (ADG) (from th&C Trust Fund). The lines of credit
have contributed to the growth of the prime mowadrthe economy, namely the manufacturing
industry and services, as shown in the table ineXnh Hitherto a preferred instrument of Bank
interventions in Tunisia, this method could howemet be used following the adoption of the
ongoing CSP. Furthermore, to improve natural resoumanagement and through it the
economic impact of fluctuations in hydrocarbon esicthe Hasdrubal Oil and Gas Field Project
was approved in October 2008. However, due to wativel by commercial banks, the Bank is
considering transforming this project into a loanETAP. It should be noted that the private
sector window plays a major role under this pillaotably by promoting and implementing
public/private partnership, in particular since #umption of the new law on concessions in April
2008.

3.2.4 Pillar 3 - Consolidation of human capital aims at supporting one of the main
objectives of the X Plan (2007-2011) relating to social and human kigweent, particularly
youth employment. The employment issue which ysidsrthe growth target of the XIPlan
constitutes the core Government concern. In terhiank operations, the Secondary Education
Support Project (PAES) Il already under way durthg adoption of the CSP, is the only
operation supporting Pillar 3. In particular, &shcontributed to improving the secondary school
enrolment rate. Studies and technical assistamcbeang initiated to strengthen dialogue with the
authorities and the Bank’s contribution to theapill



Box 2 — Impact of the Crisis on Bank Operations

In response to the economic crisis, the Bank hppated the country primarily through the followitvgo methods:

- Increased budgetary support, PAI, to USD 250ianil(approved by the Board in April 2009). TherRa
thus supported the Government’s response to tlséscriamely accelerating and deepening reforms (8
4.2.2 and Box 1).

- Support to private investment, to substitutehdiawal of part of private funding for the EnfidA&port
Project (approved in January 2009 for EUR 70 nrillio

Nevertheless, the crisis has had a negative ingracertain types of Bank operations:

- The fall in hydrocarbon prices has made the Hasal Oil and Gas Project (approved in November8200
definitely less attractive. This has led to théhdrawal of private funding and thus a readjustnuérihe
financing plan. The Bank plans to transform thigjgct into a loan to ETAP, of which the Hasdrubal
Project forms part.

The crisis has further diminished the visibilitytbe lending programme of the Bank Group’s privsgetor window,
by increasing the uncertainty of private projectd the difficulty of stabilizing their financing ghs.

3.3 Non-Lending Activities: Economic and Sectowork, and Technical Assistance

The work done by the Middle Income Countries TaskcE, the mid-term review of the Bank
Group strategy for 2008-2012 and the 2008 revieth@Bank’s portfolio in Tunisia underscored
the need to emphasize the provision of targete@réigp such as the economy and sector work,
as well as technical assistance. All of this hasb&ed the country team to refocus its
interventions on reinforcing activities relatedeixpertise and capacity building. Such refocusing
is reflected in the significant increase in the bemof recently introduced non-lending activities
(see Annex 3, in italics). For instance, Tunisés Iso far benefited little from the MIC Fund
(1.6% of total approvals of the MIC-TAF). Howevehanks to increased dialogue with the
authorities in that regard, the Bank has noted ntegeds which it can help address by providing
technical support. These ESWSs help to identifatstric orientations for the Bank and the
country. They involve either preliminary studiesftiture projects or studies, discussions and
activities relating to the development of strategie the initiation of a new policy guideline for
the country.



3.4 Portfolio Management Issues

3.41 The Portfolio comprises 11
operation§ with net commitments of

Sectoral share of the approved projects

approximately UA 860 million. The publig (as at end-September 2009)
sector accounts for 82% of approved

amounts. The portfolio comprises mainly Reforms Aﬂfizg}““fe
infrastructure projects (71%). The projects 19% ’

are relatively young, with the mean age |atggeial
only 2.6 years. The disbursement rate |of 6% §
active projects is 55.3%. The portfolip
review presented to the CODE on 27 _J
January 2009 showed that the portfolio |n Power
Tunisia was particularly effective and 25%
improving. With an overall rating of 2.7

points on a scale of 3 in 2008, against 2.53 irb2@tis highly satisfactory portfolio performance
is among the Bank’s best and does not comprise nskjects. It shows an improvement
resulting from the Bank’s intensified monitoring i$ operations and better control of project
management.

Transport
48%

3.4.2 The key portfolio review recommendationsu® on issues related to disbursement
deadlines and procurement procedures, includingag®ication of post-procurement review.
However, as regards monitoring of its assistan@dutisns must be sought, notably by
strengthening the units in charge of the portf@id Tunisia (see § 4.1.2). Furthermore, in
accordance with the recommendations of the pootfodiview, the Bank in 2009 organized
training and information workshops on project monitg/evaluation and auditing for project
managers. Similarly, following the change of pmacanent rules and thus at the request of the
authorities, the Bank also plans to organize anitngi workshop on new Bank procurement
procedures. CODE has also requested the Banknsidas allowing countries such as Tunisia
with sufficient capacity and limited fiduciary risigreater flexibility in applying Bank
procurement procedures.

35 Aid Coordination and Harmonization Trend

3.5.1 As the government departments have adequatragerial capacity, it is the
Government which carries out the programming andrdioation of donor interventions in
Tunisia. Therefore, coordination between partnsergnore on an ad hoc basis. A number of
attempts have been made to formalize the coordmdtamework, but to little effect. One of
such involved setting up Thematic Coordination @<uinitiated in 2005 by the European
Union. The topics chosen for these Groups focusedhe following areas: (i) Governance,
Democracy, Justice and Civil Society; (ii) Infrastture, Environment and Natural Resources;
(i) Economic Reforms and Governance; (iv) Priv&tector, Trade and Economic Integration;
and (v) Social Sectors, Migration and Culture. wdwer, actual coordination is more ad hoc in
nature, in the form of consultations and informatiexchange between partners involved in
similar areas/operations.

2 Comprising approved projects, including projeuts yet signed and/or effective.



3.5.2 In contrast, harmonization among donorery wdvanced in cases of co-financing. The
budgetary supports (CAP Ill and PAI) represent thdy case of a program completely

harmonized with the other two co-financiers (therl®ank and European Union). They are
based on matrices of common measures, common dehent conditions, joint missions and

thus concerted positions. Similarly, PISEAU Ilasother rare example of harmonization in
project form, since the procurement procedures Wwarmonized with the other two co-financiers

(the World Bank and AFD).

3.6 Monitoring and Evaluation of Bank Group Assisance

3.6.1 With an overall rating of 2.7 points on alscof 3 against 2.5 in 2005, the 2008
portfolio review showed that the portfolio perforneca is not only highly satisfactory but is

improving. Monitoring and evaluation have improv&dce the Bank’s relocation to Tunis, the
proximity facilitating contacts and exchanges. Mwer, actions have been intensified to further
improve portfolio performance while resolving prefls identified. Thus, in line with the

recommendations of the portfolio review, a seriéstraining and information seminars are
organized, including on monitoring and evaluatidrpmjects and Bank assistance. In addition,
the Bank is putting in place a series of measures r@flecting on ways to improve the

monitoring of its assistance (8§ 3.4.2).

3.6.2  Furthermore, the Government is putting iracel a monitoring and evaluation
mechanism for development plans. Thus in 2009, Glowernment conducted a mid-term
evaluation of the Xi" Plan as well as the development of a new rollirmpphhich covers the
intermediate period (2010-2014) before the™Rlan (2012-2016). Therefore, aligning the
Bank’s strategy with the Plan will enable the Ington to align the monitoring and evaluation of
its assistance with that of the Government.

4. LESSONS FROM THE MID-TERM REVIEW
4.1 Lessons for the Bank

4.1.1 Rocedural timeframes: deadlines for disbursement and issuance of noscbbp
notices on project procurement dossiers are amuoadkdy concerns of the authorities. For that
reason, they constitute the first recommendatiothefportfolio review. One of the solutions,
which also forms part of recommendation of the fptid review, was to envisage a post-review
of certain types of contracts (8 3.4.2). The pestew could partially resolve the bottlenecks
constraining the implementation of projects. Inde®dnisia’s portfolio is characterized by its
size, the large number of contracts and the raptiliigh loan amounts. It should however be
noted that the basic problem is due mainly to tigetage of staff assigned to projects in Tunisia.

4.1.2 Bank services dedicated to Tunisia:although the Bank is temporarily located in
Tunisia and whereas the opening of the Tunisiac®ffivas approved prior to the Bank’s
relocation, the Institution does not have an offieglicated to this country. Hence, compared to
countries that have a similar portfolio size anfield office, the Bank’s services remain limited
compared to the needs. Despite the portfolio @meTunisia’s status as temporary host country,
the Bank does not grant it any special services. Sdvices and staff responsible for Tunisia are
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the same as for any other country without a fi¢fit®. As Tunisia is among the Bank’s leading
borrowers, the strengthening of its status and mcdth Bank services to the country deserve
consideration. This would also help to addressajrtbe key concerns of the authorities, namely
the lengthy time that it takes the Bank to resp@sgecially on issues regarding disbursements
and the issuance of non-objection notices on prgcurement dossiers.

4.1.3 Economic and sector work, and technical assistano@e of the major weaknesses of
Bank operations in a country such as Tunisia has lige lack of analytical work. The Bank is
expected to play a role beyond merely financingoperations; such work must have a solid
analytical basis, thus providing value added. @8stns have been initiated in several sectors
for the Bank to play an active part in analyticalritu This approach was notably reinforced by
the recommendations of MIC Task Force (October P@0fl the Bank Group’s Medium-term
Strategy (December 2008). Thus, a series of ESiMteshnical assistance has been initiated in
several sectors. Faced with the new growing demtred methods for financing ESW for a
country such as Tunisia remain limited within thanB, apart from the MIC Technical
Assistance Fund. Furthermore, the bureaucracy emgily procedures associated with the MIC
Technical Assistance Fund also constitute a conferrthe authorities. There is ongoing
reflection at the Bank to streamline procedures.

4.1.4 South-South and regional cooperatiorthe Bank regularly receives requests to support
South-South cooperation, both from the public angape sector. Indeed, there is a strong
demand for the Bank to play a more active role his tdomain, notably through: (i) the
development of cooperation and transfer of Tunisexpertise to other African countries
(environment, ICT, private sector development,)etand (ii) regional integration. The Bank
supports the second component through transpojéeqtsothat fall within the inter-Maghreb
regional framework, regional activities and progediinstitutional Support to the AMU,
Assistance to OSS, the Maghreb Equity Fund). tukh however explore more suitable
instruments for supporting cooperation initiativestween African countries, such as the
continental ICT Centre of Excellence, the study tbe possibility of STEG Internationale
providing technical assistance abroad, or the strdyrunisian exports to Africa, all of which
feature under the second phase of the CSP.

4.1.5 Environmental issues: an arid country, Tunisia faces environmental @mes as do
many other African countries. It strives to cope ddopting the necessary technologies and
investments for sustainable development. At thmestime, the Bank has made environmental
issues an institutional priority, notably by seaftinp a unit in charge of Climate Change and
Sustainable Development. Therefore, Bank actwitieTunisia are increasingly geared towards
a sustainable development approach, especiallyjughrahe multiplication of water sector
activities. However, these activities were in gest not pursued within a strategic framework.
The current CSP Mid-term Review will help to refecauch activities within a strategic context
through increased emphasis on sustainable devetdpmmed natural resource management under
the second pillar. The second pillar as a wholeighgradually take into account environmental
concerns, including infrastructure projects.

4.1.6 Information and communication:lastly, it is important to strengthen communicatgm
as to improve the visibility of Bank operationstifdugh the seat of the Bank is temporarily in
Tunis and the Bank is among Tunisia’s leading dgwalent partners, the importance of its
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interventions and its role in the country’s devehgmt is almost unknown to the public. Hence,
the need to pay greater attention to the commuaitasue, which could not only constitute an
effective means to strengthen partnership withctientry but also improve the Bank’s image in
the host country.

4.2 Lessons for the Government

4.2.1 Tunisia traditionally has five-year planghieh are an effective policy guideline and
programming tool for development action in all sest With the fluctuating economic situation,
the need to re-evaluate and possibly re-orientedset five-year plans was noted. Thus, in 2009,
the Government decided to conduct a mid-term rexaéthe X" Plan and initiate for the first
time the preparation of a "rolling Plan" coveritig tperiod 2010 — 2014, between thd" ¥llan
(2007-2011) and the XfIPlan (2012-2016).

422 AS regar_ds economic re_form_ ! Graph 5: Destination of Tunisian exports in 2008
Tunisia is pursuing and deepening ifs (source: Tunisian authorities)
reforms. Faced with the economic crisis,

Tunisia in December 2008 announced .
structural reform measures among plans By
deployed to combat the crisis (see Box 1).g o

This shows the Government’'s constant Countries
commitment to pursuing the path of
opening up and integrating the global
economy. These reform measures are
among the PAI measures supported by the
Bank. The crisis has also further proven
the need to diversify trading partners.
Although Tunisia has a largely diversifie
productive base in terms of products, it remainaviie dependent on a limited number of
countries (72% of its exports in 2008 were destifoedU countries, with France and Italy alone
absorbing 50% thereof). Conscious of the stakescbuntry is multiplying action to vary its
trading partners, notably through bilateral andiaeal free trade agreements, strengthening
regional integration and promoting new markets egllg in sub-Saharan Africa. The Bank is
committed to contributing to that process.

North Sub-Saharan

Africa 1.5% Latin America

1.1%

Others 0.2%

AMU 8.0%

5. BANK STRATEGY FOR THE REMAINING CSP PERIOD (2009 - 2011)

5.1 Government’'s Medium-Term Economic Policy Framewrk

The XI'™ Plan (2007-2011) aims to deepen reforms and aatelés pace in the following key
areas: (i) consolidate stability of the economyl &trengthen its integration into the global
system to improve its capacity and accelerate drow(ii) lay the foundations for integral
development; (iii) modernize the economic fabricopging for a knowledge-based economy; (iv)
strengthen investment in human resources; anda@@pt sector policies that best fulfil the
requirements of modernization and diversificatidrthe economic fabric. The Plan envisages
achieving an annual growth rate of 6.1% (the tholshthat should help reduce the
unemployment rate) and maintaining inflation at 3%Qualitatively, the XI™ Plan aims to
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increase per capita income from TND 4522 to TND®@dd reduce the unemployment rate
(14.1% in 2007) by one percentage point. The Rlasvides sector policy guidelines and
envisages the implementation of structuring meggepts for the key sectors (ports, airport,
refinery, new tourism stations, power plants, cenfi@ctories, motorways, technopoles, etc). The
Government recently conducted a mid-term evaluatiothe X" Plan which provides a review
of the concrete actions taken to achieve the safsgoLastly, the "Rolling Plan" to cover the
period 2010-2014, i.e. the intermediate period ketwthe X' Plan (2007-2011) and the XlI
Plan (2012-2016), is being prepared and expectéé fmalized in early 2010. The purpose is to
maintain the major thrusts of the XIPlan in the Rolling Plan, which will be used mgind
refocus certain actions and programs to achievedhatry’s major objectives.

5.2 Strategy for Achieving the Expected Outcomesof the Remaining Period (2009-
2011)

5.2.1 The Bank Strategy for 2009-2011 remains angid, in line with the main thrusts of
the XI" Plan which have been maintained by the Governmehe lending operations will focus
mainly on the first two pillars. Concerning therthpillar which underpins the first two, the
Bank will strive to reinforce its interventions & to make a strategic contribution to the
country’s priorities. The Strategy will supportyk&overnment objectives, namely revitalization
of growth and employment. It takes into accouet ldssons drawn (8 4.1-4.2), in particular the
importance of analytical work and the need to suppeforms and diversify trading partners.
The indicative lending programmes and ESW are ptedan Annex 3.

5.2.2 Pillar_1 - Strengthening of macro-economic policies and etsrating structural
reforms— will seek to further integrate the country into thglobal economy by: (i) deepening
trade integration, (ii) improving the business emenment; and (iii) revitalizing the financial
sector. Consolidating the macro-economic framework andipw@aministration was considered
the underframe of the pillar. However, although Bantions also contribute to improving public
administration, no specific operation related tat ils envisaged as initially suggested in the CSP.
Hence, among the three initial strategic objectigéghe pillar, that on public administration
improvement will be replaced with the deepeningradle integration.

5.2.3 Bank support to this pillar during the pdrid009-2011 is based on the Integration
Support Program (PAI). At the same time, discussi@are under way to initiate a series of ESW
to assist dialogue and the reform process. Thisermis the study on trade integration with sub-
Saharan Africa (MIC-TAF), the study on the strategositioning of the accounting profession
(FAPA), the health services export strategy studyCTAF), the study on streamlining the
administration (jointly with OECD) and the PEFA iy with the World Bank and the
European Union), all of which are either in thepamation or implementation phase. Technical
assistance to the Tunisian Institute of Competitess and Quantitative Studies is also under
way. PAI Il is scheduled for 2011. At the regiofalel, an institutional support to AMU is also
ongoing.

5.2.4  Pillarll_- Modernization of infrastructure and strengtheningf the productive sector
for sustainable development — will comprise the tatoategic objectives: (i) modernization of
infrastructure; and (ii) strengthening of the prodttive sector through agriculture and natural
resource management, and SMEsThe pillar will fall within the ambit of a sustable
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development approach, to underscore the reinforaewfethe productive fabric at the base and
further stress environmental issues. The impleatmt of public utilities, transport and
telecommunications projects was a key area of Baoks. Such projects remain a Government
priority, with precedence given to those with asty impact on the creation and maintenance of
jobs as a key measure in the current economicscridowever, more emphasis should be given
to information and communication technologies (IGiring this second phase of the CSP.
Concerning the second strategic objective (stremgtiy of the productive sector), activities
related to agriculture and natural resource managemwill seek to address environmental
concerns. The Bank should brainstorm on how tp fieance SMEs outside the lines of credit
used traditionally in Tunisia. The revitalizatiohthe financial sector is likely to be among the
strategic actions of future interventions, sincgeanerally constitutes the long-term solution to
improving the access of SMEs to financing.

5.2.5 The Pillar will be supported mainly by ongpinfrastructure projects or those approved
recently. As part of transport modernization, ¢hare also plans to finance a Road Project VI
and provide assistance on road safety. Studieslaceplanned in the rail sub-sector, among
which the Enfidha-Kairouan railway service, the theBouth/Gabés-Mednine high-speed train,

the electrification of the Borj Cedria-Gabés lires well as possible financing of a railway

project. In the electricity sector, the Board afdators recently (September 2009) approved the
Electricity Distribution Network Improvement and ®eicturing Project. The Bank has also

received a request to finance the Sousse combipeld power plant. The request is being

considered by the relevant Bank services. As @fattte promotion of South-South cooperation,

the Bank is considering a STEG Internationale dgweknt plan study (STEG Internationale is a
STEG subsidiary with role to provide technical s&sice services and advise abroad in the
electricity field). Still in the energy field, therivate sector window plans to finance a clean
energy project. In the ICT domain, the Bank relyesxtended a grant to finance a study on the
establishment of an ICT centre of excellence inigian This is a regional centre whose role is to
promote ICT on the continent.

5.2.6 Regarding the strategic objective of reicifuy the productive sector, the Bank will
intervene especially in agriculture and naturabuese management, notably through ongoing
projects - the Kairouan PDAI whose completion ipented in 2013 and PISEAU Il which is
about to start. Similarly, the emphasis on envitental issues will mostly engender water sector
projects, among which the project to transfer t@alvaste water to semi-arid zones and the
project to strengthen the water storage and prowgsapacity in the Sfax and Sahel region now
on the drawing board. Furthermore, under the prigactor window, there are plans to set up a
sea water desalination project. A series of ggratactivities are also envisaged in the sector,
including the strengthening of the drinking wateyrieultural development groupings (MIC-
TAF), the Tunis North flood control study (MIC-TARhe sea water desalination study (FAPA),
the study to increase the drinking water servide na the Béja and Bizerte governorates, the
strategic sanitation study on districtegmmunes”)with no waste water collection and treatment
systems, as well as a GEO-AQUIFER regional projecsustainable trans-border management
of ground water resources (AWF). With the incregsimportance of water management not
only for Tunisia but also the entire continent,sthestudies are strategic contributions by the
country and the Bank. Lastly, following the withdwd of private financing from the Hasdrubal
Gas Project, the Bank plans to transform that ptojgo a loan to ETAP (“Entreprise Tunisienne
d’Activités Pétrolieres” — Tunisian Oil Company).
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5.2.7 As regards the financing of SMEs, a numbenultinational projects financed by the

Bank contribute indirectly to the development o fhunisian financial sector, for instance the
Bank’s support to the Africinvest Il Fund or the ¢haeb Private Equity Fund Il (both funds are
promoted by Tunisinvest, which also finances SMEJunisia). Lastly, the Bank takes part in
diagnosing the microfinance sub-sector in Tuniti@ugh a study on the microcredit system
managed byBanque Tunisienne de SolidaritéThe said study falls within the framework of

discussions on sub-sector reforms initiated unter RAlI Reforms Program and conducted
jointly with the WB and the EU. The study will rusimultaneously with the one on the

microfinance market financed by the EU. Thesemiags aim at improving the effectiveness of
the microfinance sub-sector operation in terms rolvigling better financing options for small

enterprises.

5.2.8 Pillar_3 - Consolidation of the human capital constitutes the base of the first two
pillars. It serves as the dialogue framework patérly on employment issues affecting young
graduates. The problem of employing the growingbber of young graduates is a social issue,
the solution of which requires the Bank’s greaterolvement. The ongoing PAES-II will also
continue to contribute to this pillar. In the hbadector, the health services export strategyystud
now at the inception stage will help to foster tlagional strategy in that regard, making the field
one of the economic priorities in terms of servecgoort. Tunisia’s ambition is to become a
world leader in that domain. The Bank is also eigto play a more active role in positioning
Tunisia in that area both at the sub-regional amticental level. In additiorassistance on
emerging and re-emerging diseases is also beitigted. This will enable the country to cope with
the increase in new pathologies through the devedmp of a consistent government policy
accompanied by technical assistancEhis support falls within the ambit of a strategpproach to
Bank interventions in Tunisia’s health sector. &fpeally, a health sector reform programme
geared towards rendering the national system nifeetiwe and rational is planned, notably to
support the upgrading of the sector. Lastly, ayton the development of cultural industries is
also on the drawing board. The cultural field cidmttes to both economic and social
development and is considered as innovative anoksilple area for future Bank intervention in
Tunisia and other countries.

5.3 Country Dialogue

5.3.1 The presence of the Bank in Tunisia fatdgalialogue with the country, particularly on
portfolio management which has shown a marked ingment since the relocation. However,
one cannot but note that the quality of dialoguthhe country on strategic issues needs further
consolidation. For that reason, the Bank is redowyits activities towards analytical work and
providing expertise as reflected by a series of ESNvently identified and being initiated. (cf §
3.3and §4.1.3)

5.3.2 As mentioned above (cf 8§ 4.1.2), the Banlld@nhance the quality of dialogue by
focusing more attention on Tunisia. As a regulardwer, Tunisia’s portfolio has always been
one of the most significant for the Bank Group.wdwger, other countries with similar portfolios
also have a Bank field office and enjoy the related/ice benefits. The dialogue quality could
improve significantly if the Bank granted Tunisleetstatus and services that it deserves, given
the volume of the portfolio as well as its positemthe temporary host country.
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54 Risks and Mitigative Measures

5.4.1 The key risk identified during the preparatof the CSP in 2007 was socio-political.
Indeed, unlike the main objective of the™Plan to reduce unemployment, the international
economic situation characterized by price hike2@8 and the economic crisis in 2009 have
exacerbated problems of unemployment. Unemploynseeims for the time being to be

maintained at a relatively stable, but still higlvél (14.2%), while the persistence of the crisis
might lead to increased unemployment. As youth yleyment in particular is among the

country’s social issues, the question of employmemains at the heart of governmental
programs. The Bank is supporting Tunisia to stateigrowth and employment through the three
CSP pillars.

5.4.2 Thus, the risk of exogenous shocks and tbeauic situation remain the key concern
during the second phase of the CSP. The impacparsistence of the current crisis should scale
down the initial growth and employment objectivéghe X" Plan. However, the Government
is maintaining its broad objectives, accelerating deepening its economic reforms in a bid to
consolidate the country’s status within the glatstion context and improve its economic
performance. After finalizing the industrial pradsi free trade process with the European Union,
Tunisia is also pursuing trade-openinggotiations for services and agriculture. Simylatb
reduce its heavy dependence on Europe and thusadecthe risks of exogenous shocks, the
country is seeking to diversify its trading pargieihrough the three pillars of the CSP, the Bank
is providing assistance in supporting these strattthanges to the economy and the Tunisian
society. Even so, it should further strengtherrale in promoting regional integration and the
diversification of trading partners, notably witllbsSaharan countries.

6. CONCLUSION AND RECOMMENDATION

6.1 Conclusion: During the first phase of the CSP, Tunisia facegomchallenges, namely
the price hikes up to mid-2008, then the globakssmn since the end of 2008. Despite these
difficulties, the country was able to put up a tigkly good economic performance, thanks to its
solid fundamentals and its commitment to pursugfgrms, even if this performance has fallen
short of the initial targets of the CSP and thehXitlan of early 2007. The Government is
pursuing efforts to achieve its employment and dhotargets. The Bank’s strategy aims at
meeting the country’s expectations during this ialugeriod. To help the country cope with its
challenges, the Bank’s strategy over the period®28l 1 while remaining unchanged, will take
lessoned learned into account. It will continue underscore the first two pillars: (i)
strengthening of macro-economic policies and acagts of reforms; and (ii) modernization of
infrastructure and strengthening of the producseetor for sustainable development. Concerning
the third pillar (iii) - consolidation of human dégd - which underpins the first two pillars, the
Bank will strive to enhance its interventions walview to making strategic contributions to the
country’s priorities.

6.2 Recommendation: The Board of Directors is invited to approve thenB Strategy in
Tunisia for the remaining CSP period, 2009-201he Bank strategy remains overall unchanged
and will be implemented through the "benchmark adeti which provides for a financial
package of sustainable loans of an indicative dnaoeunt of UA 300 to 400 million. The
volume of this package could vary according to plogtfolio risk profile and the flexibility
required for a middle-income country such as Tanisi
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CSP Results Indicators
COP”“’_Y'S Long-term CSP Objectives Baseline Situation Expected Mid- Mid-term Results | Expected Outcomes Bank
Objectives term Results Obtained _
2007-2011 (2007) (2009) (2011) Operations
(2009)
Acceleration of growth | GDP growth 6.3% 6.1% 3.0% 5.0% CsP
Creation of employment Reduction of jobless 14.1% 13.4% (original 14.2% (2008) CSP
target 2011)

rate
Pillar 1 — Strengthening of macro-economic policieand acceleration of structural reforms
1.1 Improvement of the business climate
Consolidation of macro-| Budget deficit 2.9% of GDP at < 3.5% of GDP 3.8% of GDP at end-| 2.7% of GDP PAC-III, PAI
economic fundamentals end- 2006 2009 (estimated)

Current account deficit 2.6% of GDP <3.5% of GDP | 3% of GDP at end- | 2.9% of GDP PAC-III, PAI

2009 (estimated)
Revitalization of Investment rate 23.4% of GDP 25% of GDP 26.8% of GDP at 28% of GDP PAC-III, PAI
investment end- 2009 (estimated)
Opening of the economy  Number of customs tarifésatl 9 7 6 5in 2010 PAI
1.2 Modernization of the financial sector
Improvement of the Reduction of non- performing | 19.2% of NPP and | <20% of NPP 15.5% of NPP and 15% of NPP and 70% PAC-III, PAI
banking sector loans . L 56.8% of of provisioning
_ _ | 48:2%provisioning provisioning at end-

and increase in provisioning | at end-2006 2008
Revitalize the financial | Increase stock market 13.5% of GDP at | > 15% of GDP in 15% of GDP in 2009| 20% of GDP PAC-III, PAI
market capitalization end- 2006 2009
Pillar 2 — Modernization of infrastructure and Reinforcement of the productive sector for sustainableevelopment
2.1. Infrastructure
2.1.1 Modernization of Transport
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Country’s Long-term CSP Objectives Baseline Situation Expected Mid- Mid-term Results | Expected Outcomes Bank
Objectives term Results Obtained _
2007-2011 (2007) (2009) (2011) Operations
(2009)
Modernization of roads | Kilometres of modernized 62% paved roads | 1274 km 950 km 1274 km and 1 bridge Road Project IV
roads, bridges built and 52% commissioned ]
unclassified roads Road Project V
695 km and 7 1109 km + 14 bridges Road Project VI
bridges (Road 695 km and 7 bridges
Project V) under construction
(Road Project V)
Modernization of the Kilometres of renewed railway| 176 km 116 km 176 km Railway
railway network system with appropriate Modernization -1l
signalling
Increase of airporf Improve intake capacity of the Airport capacity of Enfidha Airport Increase of Enfidha Airport Project
facilities Monastir/Enfidha airports Monastir at 3.5 operational at end- | Monastir/Enfidha

mppy

2009

airport capacity to 8.9
mppy

2.1.2 Improvement of energy distribution

Improvement of energy | Energy Intensity 0.322 (tep/1000 0.304 (tep/1000 0.286 (tep/1000 Electricity Project VI
efficiency TND) TND) TND) o )

Electricity Project VII

Improvement of Average turn-off time Medium| 170 mn MV 118 mn MV (2008) | 100 mn MV (2011) | Electricity Project VI
electricity distribution voltage (for enterprises) and o )

(2005) Electricity Project VII

service quality

low voltage tension (for
households)

186 mn LV (2005)

141 mn LV (2008)

132 mn LV (2011)
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Country’s Long-term CSP Objectives Baseline Situation Expected Mid- Mid-term Results | Expected Outcomes Bank
Objectives term Results Obtained _
2007-2011 (2007) (2009) (2011) Operations
(2009)
Reduction of non- distributed | 11 GWh (2005) 6.318 GWh (2008) 6.20 GWh (2011) | Electricity Project VI
energy - .
Electricity Project VII
2.2 Strengthening of the productive base
2.2.1 Agriculture and management of natural resoures
Development of Increase of 400.000 ha of 405 000 ha 408 000 ha PDAI Projects
irrigated areas L irrigated areas
irrigated areas PISEAU II
Soil moisture Increase in acreage under soil 320 000 ha 358 000 ha 378 000 ha PDAI Projects
conservation moisture conservation
Service tracks Increase in number of km 1250 km 1344 km 1464 km PDAI Projects
provided
Improvement of rural Increase in drinking water 88.5% 95% 96% 97% PDAI Projects
access to drinking water service
PISEAU Il
Studies in the water
sector
Improved reuse of Increase in percentage 15% in 2005 20% 35% in 2011 (60% in| Studies in the water

treated wastewater

reuse of treated wastewater

2014)

and sanitation sector

Increase commercial gaf

s Oil production

2869 thousand

2816 thousand tonne

s 3232 thousand tonne

sHasdrubal Project

(of which Hasdrubal
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Country’s Long-term CSP Objectives Baseline Situation Expected Mid- Mid-term Results | Expected Outcomes Bank
Objectives term Results Obtained :
2007-2011 (2007) (2009) (2011) Operations
(2009)

and oil production

Gas production

tonnes in 2008

711 thousand
tonnes in 2008

(of which Hasdrubal
117 thousand tonnes,

1169 thousand tonne!

265 thousand tonnes,

2201 thousand tonne|
s (of which Hasdrubal

(ETAP Project)

] 1080 thousand
(of which Hasdrubal tonnes)
174 thousand tonnes
2.2.2 Financing of SMEs
Finance the Growth of manufacturing 4% manufacturing | 5% manufacturing | -0.6% manufacturing Lines of credit BTEI,
revitalization of SMEs | industries and services sectors$ industries industries industries (4.5% .n BNA, BH
2008)
Maghreb Private
) ) 5.5% Services (7.6% Equity Fund Il
8% Services 8% Services in 2008)
Africlnvest Il
PAI
Pillar 3 — Consolidation of the human capital
3.1 Training / employment
Improve secondary Enrolment rate of 12-18 age | 75.4%(2005) 76% 80% PAES II
education access and | bracket
services
Increased annual y 37130 58.000 PAES Il
school enrolment
3.2 Health
Prevent risks against Set up a national n.aMacti | n.a. (activity Initiation of the National Assance against
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Country’s Long-term CSP Objectives Baseline Situation |  Expected Mid- Mid-term Results | Expected Outcomes Bank
Objectives term Results Obtained
2007-2011 (2007) (2009) (2011) Operations
(2009)
emerging diseases epidemiological surveillance | launched in 2009) launched in 2009) project epidemiological emerging
mechanism surveillance diseases(MIC-TAF)
Mechanism
operational and
efficient

Promote health services

export

Develop national health
services export strategy

n.a. (activity
launched in 2009)

n.a. (activity
launched in 2009)

Initiation of the
activity

Study on national

health services export services export

Strategy operational
and implemented

Study on health

Strategy (MIC-TAF)

The indicators are based on national data, projects and staff estimates.



Economic and Financial Indicators

Annex |l

2006 2007 2008 2009 2010
(est.) (proj.)

Real economy
GDP growth (%) 5.4 6.3 4.6 3.0 4.0
GDP growth excluding agriculture 5|6 6.7 5.3 7 2. 4.7
Consumer price index (annual average, %) 4.5 1]3. 5.0 3.5 3.3
Growth of consumption (%) 5.0 52 4.8 4.0 4.4
Growth of public consumption (%) 5[3 5.0 4.0 04. 4.0
Growth of private consumption (%) 4,9 5.3 5.0 04 4.5
Growth of investment in real terms (GFCF) (%) 0.41 6.3 5.3 5.8 6.1
Investment rate (as% of GDP) 23.4 28.9 24.9 925 26.5
National savings rate (as % of RNDB) 22.5 1283. 23.4 23.0 23.3
External sector
Exports growth in real terms G&S (%) 3.4 11.8 82 -6.5 4.4
Imports growth in real terms G&S (%) 6.8 9.6 6 5. -6.9 5.4
Trade balance (% of GDP) 10.7 11.0 1B8.1 12.2 261
Current balance (% of GDP) 2.0 2.6 4.2 B.1 .0 (3
Foreign debt (% of RNDB) 474 434 42.6 41.3 .339
Debt service / Exports G&S (%) 186 13.2 3.7 311 11.1
Terms of trade (deterioration -) -0.3 -14 .9 -1.0 0.2
Official reserves (in months of goods imports) 5.0 4.6 5.0 6.0 5.(
Public Finance
Total revenue, excluding grants and privatizati@sf GDP) 23.6 241 26.6 24.( 241
Total expenditure and Net loans (% of GDP) 26.5 27.1 27.7 27.8 27.7
Net budgetary position, excluding grants and pinadion (% of -2.8 -3.0 -1.1 -3.8 -3.6
GDP)
National debt (% of GDP) 537 50|7 47.5 50.0 .048
Money and credit (% variation)
Credit to the economy 6.4 98 14.3 - -
Money in broad sense (m3) 11.4 125 1.4 11.7
Velocity of circulation (GDP/M3) 1.56 1.58 1.47 1.39 -
Interest rate (money market)rate (1) 5|33 526 5.19 4.24 -
Memorandum items
GDP at current prices (million TND) 41407.8 2867 50324.9 53419.1 575538
GNP per capita (in TND) 38814 4202.0 4579.1 5U8 5201.9
RNDB per capita (in TND) 4100.4 44402 48485 1350 5504.0
Population (in thousands) 10126.3 10238.0 1314 10424.1 10534.3
Rate of unemployment 14)3 14.1 14.2 - -

(1) At end of period. Except for 2009, in September

Source: Tunisian authorities, October 2009.
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Original Programme 2007-2011 and Tentative Revised Programme 2009-2011

Activities initially

proposed for2007-2011

CSP Pillars Original portfolio Ongoing Activities proposed for
2007-2011 2007 activities 2009-2011
2009
Pillar 1:

Strengthening of
macro-economic
policies and
acceleration of
structural reforms

PAC Il

PAC IV

Support to the
improvement of
public administration

Governance Profile

PAI

PEFA

Public Accounting Study (FAPA)

(Regional) Institutional Support to AMU

PAL Il

Technical Assistance Modelling (MIC-TAF)

Administrative Streamlining Study

Study on Tunisian Exports to sub-Saharan Africa
(MIC-TAF)

Pillar 2:
Modernization of
infrastructure and
Reinforcement of the
productive sector for
sustainable
development

PDAI Kairouan
PDAI Kasserine
PDAI Gafsa

PDAI Gabes

Environmental
capacity of the CGP

PDRI

PDAI

PISEAU

PGRN (Management of

natural resources)

PDAI Kairouan

PISEAU I

Study desalination of sea water

Project to transfer purified wastewater to
semi-arid zones

Project to develop water purification and
storage capacity in the Sfax and Sahel region

Desalination of sea water
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CSP Pillars

2007-2011

Original portfolio

2007

Activities initially
proposed for2007-2011

Ongoing
activities

2009

Activities proposed for

2009-2011

(FAPA)

Study on Flooding in Tunis (MIC-TAF)

Strengthening of drinking water ADG(MIC-TAF)

Increased drinking water supply in Governorates of
Béja and Bizerte

Strategic Study on sanitation of districts (“comrasf)
for wastewater collection and treatment

Study on sanitation of 6 towns (MIC-TAF)

(Regional) GEO-AQUIFER Assistance to OSS
(sustainable trans-border management of ground mwg
resources)

Road Network VI

ite
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CSP Pillars

2007-2011

Original portfolio

2007

Activities initially
proposed for2007-2011

Ongoing
activities

2009

Activities proposed for

2009-2011

Road network Il & IV

Railway modernization
1 &1l

Electricity distribution
network VI

Light railway system
(LRS)

Road network IV & V

Railway modernization I

Enfidha Airport

Road safety

Railway Project

Feasibility Study Enfidha-Kairouan railway service

North-South / Gabés-Mednine High-speed Train

Electrification of the Borj Cedria-Gabes line

Power station at Sousse

Clean Energy Project

(Regional) ICT Centre of excellence

(Regional) Maghreb Private Equity Fund Il
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Activities initially
proposed for2007-2011

CSP Pillars Original portfolio Ongoing Activities proposed for
2007-2011 2007 activities 2009-2011
2009

Wastewater & electricity distribution (Regional) Africinvest Il
system VII

Lines of credit (BTEI, Performance Evaluation &anque Tunisienne de

BNA, BH) Hasdruba Oil and Gas Project | Solidarité
(ETAP loan)

Lines of credit (STB)
Pillar 3:

Consolidation of the
human capital

PAES Il

Sidi Thabet Technopole
Study

Support the
establishment of
technopoles

Feasibility Studies on
technopoles

Surveillance of emergin
and re-emerging
diseases

PAES II

Surveillance of emerging and re-emerging diseases
(MIC-TAF)

Health services export study (MIC-TAF)

Health Sector Reform Programme

Study on cultural industries

In italics: Non-lending activities




Annexe IV

Portfolio Situation (As at end- September 2009)

Portfolio status as at 25 September 2009 25-5ep-2008

Amount

. NetLoan _. Disburse- Approval Signature Effectiveness .. Planned

Sector Project titl (UAm) DI:S:;:; d mentrate®  date date date ge finish date
Agricutture Kairouan Integrated Agricultural Development Project 147 65 439%% 29-Mar-06 13-5ep-06  9-Mar-2007 25 31-Dec13
Agricutture Water sector investment Project (PISEAU Il) 204 0.00 00% 11-Dec08 18May-09 Non effective na 31-Dec-14
Total Agriculture 35,1 65 439% 25
Transport Enfida Airport Project (Private) 59,0 524  889% 14-Jan-09 12-Feb-09 13-Mar-2009 05 31-Mar-10
Transport Road network IV 138,1 983  712% 24-Nov04 22-Mar-06 20-Sep-2006 3,0 31-Dec-09
Transport Road network V 1499 258 172% 11-Jun-08 22-0ct08  11-May-2009 04 31-Dec13
Transiort Modernization of railwai Infrastructure 616 335  543% 3-Dec03 4-Mai-04 13-0ct-2004 50  30-Jun-10
Power Improvement of electricity distribution networks VI 64 1 509 793% 10Dec03 20-5ep-04  21-Feb-2005 46 31-Dec09
Power Improvement & Restructuring of electricity distribution netwarks VI 423 0,0 00% 2-Sep-09 Nonsigned Non effective na 30-Nov-12
Power Hasdrubal cillgas field development (Private) 948 0,0 00% 22-0ct-08 Nonsigned Non effective na 30-Jun-12
Total Power 2013 509" 79,3% 4.6
Social Secondary education support Project (PAES Il) 494 26 520% 28-Sep05 23-Nov-05  16-May-2006 34 H-an12
Total Social 494 26 52,0% Y
Reforms Integration Support Programme (PA) 1651 626  500% 16-Apr-09 18May-09 18-Aug-2009 01 31-Dec-11
Total 165,1 626  50,0% 01
Grand Total  Public + Private ) 869,5 3756  553% 2,6

Dishursement rate = on effective projects
Age = from effectiveness |
(Data Source: SAP, 0Ngoing and approved projects, including those not signed and/or effective)

* The disbursement rate is calculated on effective projects
** The age is calculated as from the effectiveness date
Disbursement rate on effective public sector loans = 52.6%

The portfolio comprises only one potentially problematic project, namely the Road System development Project of the Category 1V, due to the delay in signing the loan agreement (15
months after approval). The project suffered from the change in financial conditions, which became more favourable after its approval, but whose retroactivity required by the
Government was accepted by the Bank only after extensive discussions with the authorities, which have led to approval by non-objection to retroactivity by the Board.




Tunisia
COMPARATIVE SOCIO-ECONOMIC INDICATORS

Annexe V

Develo- Develo-
Year Tunisia  Africa ping ped
Countrie Countrie
Basic Indicators GNI par caplita US 3
Area (000 K@) 164 30 323 80 576 b4 658
Total Populaion (millions) 2008 10,2 086 b 523 1229 w0
Urban Population (% of Total) 2008 67,0 39,1 44,2 T4,6| 300
Pogpulaion Density (per Km?) 2008 63,8 326 66,6 231 L
GNI per Capita (U5 $) 2008 3290 1428 2 405 3|ETY
Labor Force Paricipation - Total (%) 2008 36,7 423 456 54,6
Lebor Force Parfcipation - Female (%) 2008 27,0 411 w7 49 0
Gender -Relaied Development Index: Value 2005 0,750 0,482 0.604 081 E E E E E ] E
Human Dewelop. Index (Rank among 174 countris 2007 o8 n.a. n.a. Mn.a.
Popul. Living Below $ 1 a Day (% of Population) ™ 2005 ) 250 AT OAmas
Demographic Indicators
Populzion Growh Rate - Tosl () 2008 1,0 23 14 03
Pogulaion Growdh Fate - Urban (%) 2008 16 33 25 0,6 - B
Populsson < 15 years (%) 2008 737 56,0 40,0 16,6 R R B
Populafion == 65 years (%) 2008 6,7 4.5 3.3 15,6| 25
Dependency Rafo (%) 2008 445 78,0 528 490| |
Sex Rafi (per 100 femae) 2008 101,2 100,7 9,7 106,0| **
Female Populafion 15-4% years (% of iotal populai 2008 288 435 53,3 47 2| 1s
Life Expeciancy 3t Birh - Total (years) 2008 740 Mhb 65,7 A
Life Expeciancy st Bird - Femals (ysars) 2008 76,2 55,5 67.6 806 ¥ [T
Crude Birfh Rate (per 1,000) 2008 16,1 35,8 22 11,2] ox
Crude Deah Rale (per 1,000) 2008 59 124 8,1 101
Infant Mortlity Rate (per 1,000) 2008 19,5 230 51,4 63| %@ g
Child Moriality Rate (per 1,000) 2008 219 134,56 T4 78 E E E E E E
Total Ferflity Rate (per woman) 2008 18 46 27 16 e gt e
Matemal Morality Rate {per 100,000) 2007 410 633,0 4500 9.0
Women Using Contracepiion (%) 2006 60,2 207 61,0 750
Health & Mutrition Indicators
Physicians (per 100,000 peopie) 2006 98,7 39,6 78,0 287,0
Nurses (per 100,000 people)* 2006 3016 1204 98,0 7820 Lifa Expactancy at Birth {yaars)
Birihz atiended by Trained Healh Personnsl (3) 2006 897 51,2 59,0 94,0
Access ko Safe Water (% of Populaion) 2006 940 68,0 62,0 100,0 | 7
Access fo Heallh Services (% of Populasion) r 2005 61,7 30,0 L ==
Access o Sanitafion (%6 of Population) 2006 85,0 376 53,0 100,0 | =1
Percent. of Adults (aged 15-49) Living with HI/AID 2005 0,1 45 13 03 |3
Incidence of Tuberculosis (per 100,000) 2005 0,1 3158 275,0 180 | n
Child Immunizaion Against Tuberculosis (%) 2007 90.0 83,0 39.0 99.0 ! !
Cald Immunizaon Agsinst Measies (35) 2007 93.0 23.1 810 93,0 E E B B B B
Underweight Children (% of children under 5 years 2003 1.0 25,2 270 0,1
Daily Calorie Supply per Capita 2004 3344 2436 2675 3285 T
Public Expenditure on Healh (as % of GDF) 2006 17 24 18 6,3
Education Indicators
Gross Enrciment Raso (%)
Primary School - Toial 2007 a7 g9.8 106,0 101,0
Primary School - Female 2007 103,2 921 103,0 1010 L 'F‘,‘;nggﬁ'lﬁm
Secondary Scheol - Tt 2007 393 435 60,0 101,56 '
Secondary School - Female 2007 7.2 40,8 58,0 101,0 | 100
Primary School Female Teaching Siaff (% of Total] 2007 53,1 475 51,0 82,0 g 1T
Adult Bieracy Fiate - Totd (%) 2007 223 38,0 M0 10 =
Adult Bieracy Flate - Male (%) 2007 13,6 200 16,0 1,0 3 T
Adult Bieracy Flate - Female (%) 2007 31,0 47,0 0 10 o 1
Percentage of GDP Spent on Educasion 2007 37 45 39 29 g T
10 T
Environmental Indicators [
Land Use (Assbls Land 22 % of Total Land Arss) 2007 177 6.0 9.9 11,6 E ] E E E E
Annual Rate of Deforestztion (%) 2005 o7 04 -0,2 =
Annual Rate of Reforestalion (%) 2005 10,9 .. J— I
Per Capita C02 Emissicns (mekic lons) 2007 20 1,0 19 123

Sources :

UNAIDS: UNSD: WHO, UNICEF. WRI UNDP; Cowurv Reports.

Note : na : Not dpplicable ;

... 2 Dater Not Available.

ADE Statistics Department Daabases; World Bank: World Development Indicators;

last update -

oetobre 2009





