
3. DEVELOPMENTS IN INDIVIDUAL OECD AND SELECTED NON-MEMBER ECONOMIES
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TUNISIA

Economic growth will continue to strengthen, driven by investment, which will
benefit from the implementation of the laws on investment and start-ups, and by more
competitive exports as a result of the real depreciation of the dinar. The increase in oil
prices and the depreciation of the dinar will continue to push up inflation, but the impact
will be offset by wage moderation. The economy continues to operate below its
potential. The current account deficit is high but will decline slightly in the coming two
years.

The central bank should raise interest rates, which remain negative in real terms.
The government deficit is expected to continue to fall as a result of higher tax revenues
and curbs on salaries of civil servants. Public debt, which is already high, will remain
vulnerable to the depreciation of the dinar. Controls on public spending will have to be
pursued, including through the implementation of the reforms to subsidies and social
security funds, in order to bring public debt back to a sustainable path. Improving
education by providing better teacher training and creating high-quality jobs remains
essential.

Growth continues to strengthen

Growth strengthened in the second quarter of 2018 on the back of a strong

performance of services, in particular tourism, whereas the manufacturing sector suffered

from the poor performance of the mechanical and electrical industries. Output and exports

in both farming and agri-business were boosted by good olive and date harvests.

Investment remains relatively low. Inflation stabilised, mainly as a result of a moderation

in food prices. Core inflation (excluding food, drink and energy prices) remains high.

The current account deficit continued to deteriorate in 2017 due to the impact of

higher oil prices and low exports in the mining sector after social unrest. The trade deficit

rose in the first months of 2018. Tourism revenues and remittances by Tunisians living

abroad rose significantly. After reaching critical levels (70 days of imports) in August 2018,
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Source: National Institute of Statistics.
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Growth is picking up
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Inflation appears to have reached a plateau
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foreign currency reserves recovered following the issuance of eurobonds on the

international financial market in October 2018.

Structural reforms need to be implemented to support growth, make public finances
sustainable and create high-quality jobs

In the first months of 2018, tax revenues were buoyant but government expenditure

was higher than expected, due notably to the increase in the energy bill. The automatic fuel

price adjustment mechanism has been applied several times this year, thereby limiting the

Tunisia: Demand, output and prices
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1. A decline in the real effective exchange rate indicates an improvement in competitiveness.
Source: Central Bank of Tunisia.
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The current account deficit remains large
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increase in spending on subsidies. The authorities are committed to reducing the public

deficit to 4.9% of GDP in 2018, by controlling the wage bill (by replacing one civil servant in

four and limiting salary increases) and raising energy prices. The 2019 draft budget

provides for a reduction in the public deficit to 3.9% of GDP, driven mainly by a widening of

the tax base, measures to fight tax evasion and control of subsidy spending on basic

products. The pension system is generous and reducing the pension funds’ deficit remains

a priority over the coming two years. Social spending on the poorest has increased as a

result of broader eligibility criteria and an increase in the family allowance.

In order to boost growth and return the high ratio of public debt to GDP (estimated at

over 70% for 2018) to a more sustainable level, structural reforms need to be implemented.

The authorities have taken several measures, such as the one-stop shop for investors, a

shorter list of activities requiring authorisations, the law on start-ups and the national

register of companies, which, if implemented rapidly, should simplify the business

environment and underpin investment and growth. In addition, investment is expected to

benefit from the recent government initiative designed to promote public-private

partnerships. The 2019 draft budget also includes measures to stimulate the economy,

such as a reduction in the tax rate for companies in high-value-added sectors and a four-

year extension of the exemption from corporation tax and income tax for recently

established enterprises.

While the unemployment rate of young graduates has fallen slightly since the third

quarter of 2017, the rate of overall unemployment remains high. Improving the quality of

education through better teacher training and professional training should help better

meet the needs of employers.

Growth should continue to strengthen but risks remain

Growth is projected to strengthen, driven by investment and exports, which will

benefit from the implementation of measures designed to simplify the business

environment. Exports will also benefit from the past real depreciation of the dinar.

Inflation is expected to fall as monetary policy is tightened and salary increases are curbed.

An increase in oil prices would weigh on inflation and public finances. The postponement

of the reform of social security funds would jeopardise the restraint required on public

finances. There is also a risk that the implementation of reforms will be deferred in this

pre-election year.
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