PART THREE

THE BANKING SYSTEM AFTER THE 1964
STABILIZATION PROGRAMME






1. THE 1964 STABILIZATION PROGRAMME AND THE
DEVALUATION OF THE DINAR '

The Tunisian economy’s internal and external imbalance
continued to get worse during the early months of 1964. All the
key economic indicators pointed the same way. What caused most
concern was the rapid dwindling of exchange reserves, so much
so that several drawings had to be made on the International
Monetary Fund ' in order to cover the balance-of-payments deficit.

A radical turnabout in credit policy was called for. The
processes of liquidity creation had to be made subject to much
stricter control, so as to alleviate the pressure of demand on the
general price level at home and on the balance of payments. There
was the political complication, too, that in May 1964 agricultural
land was nationalized and all land held by foreigners expropriated °.
The settlers affected most were the French and Italians, and
diplomatic relations with the two countries concerned immediately
got strained. The French government reacted very promptly
indeed, and on 30 June 1964 refused to renew the 1959 trade
and customs agreement which was due to expirc on 30 September

' As a result, Tunisia’s net IMF position became negative as of October
1964, See B.CT., Rapport annuel 1964, p. 79, and Tables 32 and 77.

? Law No. 645 of 12 May 1964, published in the Journal Officiel de la
Républigue Tunisienne, No. 24, of the same date. The| expropriated lands were
at first handed over to the Office des Terres Domu»m!esJ which could lease them
temporarily to privare farmers. |
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1964, It also suspendec financial aid'. The outlook for the
future of the balance of payments was grim, and made it all the
more urgent for Tunisia 1o strengthen the bases of its economic
independence by diversifying its international financial and
commercial relations and improving the balance of its external
payments. .

In this situation th: Central Bank in August launched a
complex one-vear stabilizat on programme, by which it hoped quickly
to restore internal and exte 'nal equilibrium to the Tunisian cconomy.
The programme was to eiter into full force on 1 October 1964
and to achieve its aims by 30 September of the following year. TIts
coherent design and ¢comprzhensivencss bear witness to the B.C.T.’s
and the other authorities’ awareness of the gravity of the situation
and to their determination o put an effective brake on the expansion
of the monetary circulation.

The new restrictive course of central bank policy was clearly
explained to the commerc al banks, and they were invited to play
their part in the stabilizat on programme by curtailing their credit
to the economv. B.C.T. instructions fixed a maximum rate of
credit expansion of 10 to 12 per cent for the period 1 October 1964
to 30 September 1965. This provision, which relied on the banking
system’s sclf-discipline, 'was reinforced by an across-the-board
reduction in the rediscount and advances quotas available to separate
banks .

The Central Bank also introduced a reserve requirement, by
instructing the banks to pay into a non-interest-bearing account, by

! For more detailed inforriation on the political and legislative developments
in this crisis of French-Tunisian -elations see danuaire de 'Afrigue du Nord, 1964,
pp. 134-136 and 639-649.

2 The B.C.T. laid down that the banking svstem’s tatal borrowing from it
(through rediscounts and advan:es, on pawned securities or otherwise) was not
ro exceed 23 million dinars.  Sce B.C.T., Conjoncture, September 1964, p. 6.
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the 15th of each month, 10 per cent of the monthly increase in
their deposits, not counting time deposits tied for more than 12
months nor the special savings accounts — exceptions which were
meant to encourage the supply of monetary sav!;ings‘ This provision
entered into force on 1 October and, on the B.C.T.’s own admission,
was designed to contain the use of the liquidities set free by the
abolition of import deposits and by the suspension of free investment
in Treasury Bills .

Furthermore, the banks were reminded of their obligation to
meet the 10 per cent own-resources deposits ratio introduced in
1961 * and to discount medium-term bills up to a certain proportion
of their deposits which was, at the same time, raised from 5 to
10 per cent. The B.C.T. had three ends in vie' r when it introduced
these measures, namely, to consolidate the financial structure of the
system, to enforce closer compliance with existing regulations, and
to improve the distribution of disposable financial resources among
short- and medium-term credits. In addition, the B.C.T.
strengthened its own qualitative control over the destination of
bank credit by lowering from 75,000 to 50,000 dinars the upper
limit of loans not requiring prior authorization, and from 10,000
to 5,000 dinars the ceiling for loans rediscountable without prior
agreement with the Central Bank. Tn this way the banks were
deprived of yet more discretion in their own investment decisions,
and their behaviour was brought more closely into line with the
objectives of economic planning.

At the same time, the proportion of deposits which banks
were required to invest in public securities (plancher des effets
publics) was raised from 25 to 30 per cent. Given that the

! This measure will be commented on later in the text.

? As can be seen from Table 25, this ratio was not always fully met, the
private banks, and among them the French ones, being the worst offenders.
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securities concerned could not be mobilized at the Cen:ral Bank,
the main point of this provision was to keep down the BC.T.s
support of Treasury issues, a support which, via refinancing to
the banking system, led to runaway liquidity creation'. The higher
ratio was also designed to make sure that the Treasury had enough
resources to finance budgetary investment expenditure. However,
in an effort to forestall yet higher Treasury indebtedness to the
banking system, the B.C.T. provisionally vetoed any bank subscrip-
tions of Treasury Bills beyond the new public-securities/deposits
ratio of 30 per cent. This suspension of free investment in Treasury
Bills was meant to draw a very precise limit to the Treasury’s access
to bank credit.

For the rest, as h:ts already been explained, it was the
mounting deficit in Tunis a’s public finances which was the main
cause of the excessive increase in the monetary circulation and
hence of imbalance at home (inflationary pressure) and in external
payments (balance-of-paymients deficit) alike. The current trends
could not be halted by mcnetary and credit provisions alone. The
povernment’s whole finarcial and fiscal policy needed to be set
on a new course. Conscous of its responsibilities, the Tunisian
government in fact took steps to reduce the excess of its own
expenditure over its revenue to more acceptable proportions.
Investment expenditure and expenditure for the public works camps
were kept down more or less to 1963 levels, while tax revenue
was raised by stricter application of the 1962 fiscal reform. By
this combined attack on the revenue and the expenditure side of

! In effect, the raising of the plancher did not make much difference to the
composition of the banking syste n's assets, because public security portfolios already
accounted for ahout 30 per cont of deposits. Al it did was to reduce the
liquidity of the banks’ security nvestments, and to replacc some part of Treasury
borrowing from the B.C.T. by bcrrowing from the banks.
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the budget, the deficit was reduced, and with it the Treasury’s
indebtedness ',

In addition, a one-year wage freeze was introduced, so as to
get quickereresults in curtailing the expansion of domestic demand,
pending the less immediate restrictive effects of the other measures.

As regards Tunisia’s external financial position, however, the
disequilibrium was too great for the stabilization programme to
produce any significant improvement. Reserves were melting away
so rapidly by now that nothing could stop the drain save devaluation
of the dinar. This was officially announced on 28 September 1964,
when the par value of the dinar was reduced by 20 per cent, from
2.11588 to 1.69721 grams of fine gold. At the same time a
stand-by arrangement was agreed with the International Monetary
Fund, by which drawings up to 14.25 million dollars were
authorized in order to enable Tunisia to meet its most urgent foreign
payments *.

By and large, then, the 1964 stabilization programme was
made up predominantly of measures belonging to the sphere of
monetary and credit policy, and its stricter controls concerned
banking and credit activities rather than the monetary base itself.
In other words, the restrictions imposed by the government
through the B.C.T. applied not so much to the creation of money
in banknotes and coin as to the banking system’s use of the monetary
base, that is, the creation of bank money. In effect, the measures

L B.C.T., Rapport annuel 1964, pp. 3244,

2 The absolute necessity of this recourse to the IMF was beyond doubt,
given that Tunisian foreign exchange reserves covered no more than a few days’
import requirements and amounted to barely 2 per cent of monetary circulation
at home (see Pariente, op. cit., p. 39, and Biswolfi, op. eit, p. 320) Certainly,
IMF views had a major influence on the government's decision to devalue the
dinar. The IMF had in fact never agreed the parity fixed when the dinar broke
loose from the Irench franc, because this pasity was considered too high.
Devaluation may thus be seen as part of the price paid by Tunisia, in addition
to the stabilization programme, for the IMF stand-by agreement,
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adopted were designed tc limit the potential multiplier effect of
credit and deposits withir the banking system.

This intrinsic featurc of the stabilization programme reveals
that the Central Bank had less than full control over the monetary
variable, which, especiallv in the structural and cyclical context
of the Tunisian economy at the time, depended largely on
autonomous factors and exogenous causes amenable to no more
than compensatory action on the part of the Central Bank. The
issue of banknotes was often determined by autonomous
government action (the Treasury’s cash deficit), by the need to
finance agricultural production and marketing, by the not always
accurately predictable inilow of foreign capital earmarked for
development finance, and by the irregular foreign exchange proceeds
of exports. These auton>mous monetary factors severely handi-
capped the Central Bank in the independent exercise of its issuing
functions and forced it to fall back on energetic action vis-a-vis
the banking system in o-der to offset monetary fluctuations of
exogenous origin.  Inevitably, the B.C.T.'s credit policy had to
become more and more penalizing for the commercial banks. But
even this compensatory function could not always be freely
exercised, especially in the restrictive sense, because in developing
economies production depznds more closely and directly on bank
credit than it normally does in more advanced and more highly
capitalized economies. Tunisian agriculture is a case in point.
Because farmers had little capital of their own and their financial
requirements fluctuated greatly with the seasons, agriculture’s credit
demand was inelastic and incompressible, It was impossible for
the Central Bank at cert:in times to enforce credit restrictions,
except at the peril of obstructing the normal completion of
production cvcles as well as the marketing of agricultural produce .

! See Bistolfi, op. cit., pp. 322-323.
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Hence quantitative controls could be applied to bank credit only
with great caution and in particular situations, and therefore not
always effectively; selective controls gave the Central Bank rather
more manoeuvring space.

All this serves to illustrate the limitations and difficulties
encountered by the B.C.T. in its monetary and credit policy, and
explains at least some of the reasons why ultimately the stabiliza-
tion programme proved less effective that it was hoped it would be.

2. THE EFFECTS OF THE STABILIZATION PROGRAMME AND THE
CENTRAL BANK'S NEW CREDIT POLICY

Before going on with the analysis of the Tunisian banking
system in more recent years, a few words need to be said about
the results achieved by the stabilization programme and about the
subsequent new course of central bank policy. Without this
background, it would hardly be possible to describe the conditions
surrounding the activities of the banking system and its development
in the years 1965 to 1970. Yet these conditions need describing,
for they were very different from those of the years 1958 to 1963.
In that earlier period, the driving influence had been the authorities’
decision to restructure and expand credit activities in line with the
financial requirements of economic development. From 1963 on,
the main concerns were to consolidate the structure of the system
and to co-ordinate the activities of the banks more closely with
the time schedule and the aims of economic planning, by measures
which became increasingly coercive at least until the end of 1969.
It follows that as of 1964 the Central Bank had to exercise more
and more incisive, influence on the banking system, via the general
reinforcement of restrictive and selective measures. It became
necessary to limit liquidity creation in order to avoid a repetition
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of the errors which had let to the 1964 crisis, and at the same
time to enhance the quality of credit and to use disposable financial
resources according to hisher standards of productivity, so as to
keep up a high rate of economic development. The 1962-1964
plan had achieved its tarsets ', but only at the price of inflation
and devaluation. Tnvestrient under future plans would therefore
have to be financed in different ways, so as to minimize any
potential inflationary effects. This meant that instead of creating
financial resources via tie budget deficit, and refinancing the
banking system, more reliince would have to be placed on a larger
inflow of foreign capital and, above all, on the formation of
domestic savings at a quicker pace. In these circumstances the
Central Bank had to assime a more prominent position in the
planning and control of tie national economy.

A look at the key monetary and financial indicators in the years
following 1964 shows tha- stabilization proved a more difficult and
a longer job than had o-iginally been foreseen and that in fact
Tunisia’s external accounts failed to get into equilibrium,

By the end of 1964, ‘he figures begin to show the stabilization
programme’s marked restrictive effects on the economy’s monetary
aggregates. This trend ccntinued in 1965 (Table 37). The sharp
fall in the ratic of monctary assets, variously defined, to gross
domestic product bears witness to a much slower expansion of
liquidity. But in this case the movements of the aggregate monetary
variables do not tell the whole story. Disaggregation reveals that
sear-money kept on incrzasing at a fairly fast pace throughout
1964 and 1965, thus rais ng potential liquidity. The main reason
for this was that the blockzd current accounts of non-residents were
converted into time deposits bearing a higher rate of interest.

I Cf. Tables 33, 35 and 36, subject to the Notc to Table 35.
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Furthermore, time deposits of external origin (not shown in Table
37), representing the dinar counterpart of drawings on the IMF
credit line, started rising very rapidly from the last months of
1964 on'. Tt should be pointed out, too, that currency, after a
brief pause in 1964, in its turn started increasing again in 1965,
though at the rather moderate rate of 5.7 per cent. Nevertheless,
this expansion of the banking system’s monetary base created the
conditions for a further increase in credit, bank money and near-
money.

Once again one is let to suspect that the B.C.T. was not really
in full control over the processes of liquidity creation. This is
confirmed by the fact that the Treasury’s debts to the B.C.T., in
spite of their rescheduling and connected freezing in 1964, began
to rise again strongly in 1965 (Table 38), and so kept the banknote
presses busy. But the Central Bank was rather more successful
in its effort to keep down refinancing to the banking system (Table
39), with the result that bank credit expanded only by a reasonable
14.8 per cent ?, though even that was more than the 10 to 12 per
cent allowed for in the stabilization programme. Thus the Central
Bank was able to enforce its restrictions mainly with respect to the
banking system, but was unable to establish effective and complete
control over the monetary variables, since the g%)vernment’s financial
policy entailed continuous liquidity creation.

One of the most significant and worrying aspects of this
situation was the upward pressure on prices. Until 1964 prices

! See Pariente, op. cit,, pp. 40-4l. Unfortunately, the B.CT.s figures
do not make it possible to reconstruct the movements of these deposits for the
whole period covered by Table 35, but only for the vears 1964 w 1966 (B.C.T.
Annual reports 1965 and 1966). In December 1964 deposits of foreign origin
amounted only to 2.875 million dinars, while the end-year figures [or 1965 and
1966 are, respectively, 9.069 and 13.415 million dinars,

? The largest increase was in medium-term credit, which confirms the
cffectiveness of the Central Bank's selective measures.
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TaeLE 33

THE ORIGIN AND USE OF R:SOURCES, 1960 TO 1964
(maillion dinars af 1960 prices)

Origin and use of resources 1960 1961 1962 1963 1964

Origin

Gross domestic product at market prices 3353 356.1 361.3 3836 420.1

[mports of goods and services 85.0 915 94.1 S3.0 106.0
Total 4203 4476 4554 476.6 526.1

[Use

Public and private consumption 315.2 323.6 3331 3415 369.7

Gross fixed investment 59.8 63.9 738 826 83.0

Changes in stocks —95.0 +9.1 —30 ~-4.9 e

Exports of goods and services 54.3 51.0 55.5 57.6 63.4
Toral 420.3 447 6 4554 476.6 526.1

Note: Although this table rests ¢n the same sources as Tables 1 and 33, the figures
are not directly comparable, because — apart from the problem of different money units
{1957 and 1960 dinars), which would not be hard to solve — the aggregates of the
national accounts after 1961 are not homogencous with earlier estimates.  See Awnuaire
de UAfrigue du Nord 1966, p. 415.

Source: Secrétariat d’Erar au Plan er 4 I'Economiec Nationale,

TasLE 36

INVESTMENT RATIO AND DOMESTIC SAVINGS RATIO, 1960 TO 1964
(million dinars at 1967 prices)

(Gross in/estment Gross savings
Hens amount B amount ) %

x of GDP : of GDP of investment
1960 S0.8 15.2 201 6.0 396
1961 74.0 20.5 325 92 439
1962 66,8 18.5 282 78 42.2
1963 T2 20.3 423 11.0 544
1964 23.0 221 504 12.0 542

Source: BC.T., Rapport annuel 1964 (the figures rest on estimates worked out in 1965
by the appropriate statistical offices).
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TarLE 39

MAIN SOURCES OF THE BANKING SYSTEM'S SUPPLY OF FUNDS, 1964 TO 1970
(end-year figures, in thousand dinars)

Sources 1964 1965 1966 1967 1968 1969 1970
Own resources 11,760 13986 16,546 20,057 24,006 29144 31,899
Deposits:
sight 84738 86334 94682 102054 114959 127,515 141,540
time 12433 22338 302% 30277 | 33241 36631 42620
Short-term foreign
debts 1,687 1,480 1822 1,342 971 1,576 2,182
Special funds and
allocations 18,386 26477 30680 32,467 | 38983 45,588 52419
B.C.T. refinancing:
rediscounts 19694 18366 25110 22575 | 27,565 28892 30,596
advances on public
securities 15 71 — == — —_ —_
Orhers 38,353 45,115 57,172 66,298 | 65,389 59937 59342
Total 187,266 214,167 256302 275071 ;306 A14 329,283 360,598

Note: This table is the continuation of Table 16, to which| reference is made for an
explanatory note.

Soarce: BT, Annual reports 1964 to 1970,

rose only at a moderate pace (Tables 40 and 41), but a surge in
1965 lifted wholesale prices by 12.7 and the cost of living by 6.6
per cent. Far from responding to the current restrictions,
inflation at home was, if anything, gathering impetus, though it
is hard to tell just how large a part of the price rise was attributable
to the devaluation of the dinar and the resulting higher cost of
imports.

Externally, the benefits of devaluation failed to come up to
expectations. The trade deficit kept on rising in 1965 (Table 42),
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TapLr 42

THE TRADE BALANCE AND BALANCE OF PAYMENTS, 1964 TO 1970
lend-year figures, in thousand dinrs)

[rade balance Balance of payments
Year f[m;io:ts pr Jrts qu?c_ils CLT;‘;?C Sur;:!us De?cit
! T o 4={2:1)%
1964 110,554 57,04 53,550 517 — 2400
1965 129,062 62,16 66,146 480 —- 1,000
1966 131,224 73,190 57,334 56.1 —- 7.234
1967 137,087 78,60 58,727 572 —- 4457
1968 114,504 82,531 31,673 72.3 7423 —
1968 139777 86,60 52,817 622 8,345 —
1970 160,296 95,304 04,592 597 9,303 —

Note: This table is the continuatian of Table 30.

Sources: Sectérariar d'Etat au Plar et & I'Economie Nationale, Service des Statistiques du
Commerce Extérieur, and BC.T., Annual reports 1964 to 1970.

TasLe 43
CHANGES IN OFFICIAL DISCOUNT RATES, 1962 TO 1970

1 Oct. 1962 ta 5 Sept. 1966 to

Typouf opemtion 4 Sept. 1966 31 Dec. 1970
Discount and advances on inland trade bills 4.00 3.00
Discount of foreign bills and motilization of foreign

credits 3.00 4.00
Mobilization of public securities {by pawning and

advances) 425 350
Discount of finance paper 4.25 5.50
Discount of medium-term credit riobilization bills 4.50 5.75
Advances on current account against securities 6.00 7.00

Note: This table is the consinuation of Table 27. The rates shown are minimum rates,
but in some cases these may be riised in case the operation concerned cxceeds a certain
time limit or the indebtedness of the refinanced bank exceeds its quota.

Source: BT, Annual reports 1764 10 1970, and Buwiletin,
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and was not entirely covered by surpluses elsewhere in the balance
of payments. While the overall external deficit fell thanks to
invisibles, the situation clearly needed watchihg so as to prevent
a further widening of the gap between imports and exports.  There
is clear evidence in the external accounts after 28 September 1964
that devaluation did nothing very much to re-equilibrate the flows
of capital, goods and services between Tunisiaiand the rest of the
world. This had, of course, been predictable, since demand for
imports was rather rigid and the supply of exﬂ:ortable goods (raw
materials and food commodities) not very elpstic. In any case,
the Tunisian economy was of small size and depended heavily on
imports, and when these became more expensive, the effect was
bound to show up quickly in the general level of domestic prices
and hence in large part also in the production costs of export goods
and in their prices'.  In other words, the Tunisian economy was
not well placed to absorb an increase in import prices, and the
benefits of devaluation could not be expected to last long. For
the same reasons it could not really be hoped that the new
exchange rate would do much to attract private foreign capital.
Even if domestic prices had remained stable, Tunisia had no
glittering opportunities to offer to foreign private investors, given
the rather coercive brand of economic planning, not to speak of the
local political situation and the current contrals ?,

In these circumstances of precarious internal and external
balance the authorities thought it right to prolong their restrictive
policies beyond the original time limit of the stabilization programme,

! To make matters worse, France had quickly adopted measures to counteract
Tunisia’s “exchange dumping”, thus putting obstacles in| the way of the sale of
Tunisian exports on the French marker.

* For a more detailed analysis of the effects 1o be expected from devaluation,
see Bistolfi, op. cit.. p. 326 et seq.
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on 30 September 1965, and extended it for another vear, until
September 1966 .

Nevertheless, Tunisiz’s monetary and financial situation failed
10 improve in 1966, and some of its aspects began to cause new
concern. The monetary circulation rose by 10.4 per cent, and
within it an above-averaze increase of the currency circulation
(+ 14.6 per cent) spel: a danger of appreciable inflationary
pressure. Even though 1ear-money expanded at a slower pace,
the ratio of the various monetary aggregates to the gross domestic
product rose distinctly (Table 37). To make matters worse, the
Tunisian cconomy had entered a phase of serious recession. The
grass domestic product ai current prices rose by a mere 2.3 per
cent in 1966, not enough even to offser a 3.9 per cent increase
in the cost of living®. The causes of this renewed monetary
expansion were the steacy increase in the Treasury debt to the
B.C.T., as well as the fact that the latter, after the drastic
restrictions of 1965, agair stepped up its refinancing credits to the
banking system (Tables :8 and 39). The result was that bank
credit rose by no less thin 23.4 per cent, with short-term credit
well in the lead.

In their turn, the erternal accounts deteriorated sharply and
the net result of all the various inward and outward flows was
a higher balance-of-paymets deficit, which added further liabilities
to the country's already cxisting net foreign debit position (see
Tables 32 and 42). Compared with 1965, however, there was

! See B.C.T., Rapport annue! 1965, pp. 72 and 109. The continuation of
internal liquidity restrictions e:n to some extent be attributed to the insistence
of the IMF, which renewed its standby arrangements for Tunisia and had as yet
received no reimbursement of i's 1964 loans,

2 According to corrected estimates (B.C.T.. Rapport amnuel 1967, p. 73)
GDP at constant 1960 prices :ctually fell in 1966 from 431.7 to 431.3 million
dinars. For a more detailed an: lysis of the changes in GDP and pricss see Tables
37, 40 and 41
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at least the comfort of a diminishing trade deficit in response to
a slower expansion of imports and a spurt in exports'. Clearly,
the increase in the monetary circulation threatened to compromise
the future of this favourable trend, since, by sustaining the growth
of demand, it was bound to push up imports (especially of
consumer goods) as well as domestic prices, and with them
ultimately export prices, to the detriment of the international
competitiveness of Tunisian products,

The restrictive measures introduced in 1964 and prolonged
in 1965 had by now exhausted their effect, and in any case were
too weak in the context of the serious new economic situation.
But this time it proved more difficult than befare to devise suitable
means for stabilizing the monetary variables. | It was an unprece-
dented situation for the Tunisian authorities to have to reduce
the rate of increase of the monetary aggregates and at the same time
to have to pull the economy out of itslcurrcnt recession *.
Restrictive action by the Central Bank could
to achieve the first purpose, but only at the cost of prolonging
stagnation. The answer clearly lay outside the scope of monetary
and credit policy, and other branches of economic policy would
have to pull their weight.

The Central Bank’s new restrictions first of all took the form
of a rise of one point (and, in some cases, 1.25 points) in the
official discount rates as of 5 September 1966 l[Table 43), together
with a rise in the banks’ lending and borrowing rates, which were
still governed by the B.C.T.’s circular of 12 September 1962. A
few months later, by the circular of 11 Januaty 1967, the B.C.T.
tightened the reserve requirement, by introducing a system of

ertainly be expected

U See B.CT., Rapport annuel 1966, p. 50,

2 The situation is well illustrated by the figures of income. saving and
investment in Tables 73 to 75 near the end of this volume.
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progressive reserve ratios rising with the growth of each bank’s
deposits. In the same circular the B.C.T. instructed banks not to
expand their credits by ore than an overall 6 per cent during
the year and not to extend new medium-term credit in excess of
effective repayments in th: same credit category. Soon afterwards,
in March 1967, the computation basis for the reserve requirement
was altered ( but the speci:l savings accounts as well as time deposits
tied for more than one ycar were kept exempt), with respect only
to increases after 28 Febriary.

Thanks to these restrictions, which continued throughout
1967, the monetary circulation expanded by only 4.4 per cent in
that year, and near-money’ by 7.1 per cent ', and the ratios of the
monetary variables to GD.? dropped slightly below their 1966 levels
(Table 37). These resul:s owned much to a drastic curtailment
of the Treasury’s debts to the B.C.T. ? and of the latter’s refinancing
of the banking system (Table 39). Bank credit rose by 8.9 per cent,
only a little more than the Central Bank had meant it to®. In
this way the potential inflationary pressures were eliminated and
the general price level <ept stable (Tables 40 and 41). The
external accounts did rather better, too, and the balance-of-payments
deficit dropped quite appreciably (Table 42).

In all, then, the 1937 restrictions worked well enough, but
their cost to the commurity was high. Investment scheduled for

! The sharp fall in the -ate of increase ol near-money from 1967 on was
in part due to official instructions to public enterprises that they should transfer
their time deposits at banks to the Treasury. The intention was o cover part
of the public debt and hence to keep constant the Treasury’s borrowing from
the BC.T. and the banking sy:tem.

? Table 38, incomplete at it is, confirms the restrictive trend.  The Treasury
kept down its borrowing frory the B.C.T. thanks to a compulsory loan issue
(Emrprant national 1967).

3 1n line with B.CT. instructions, medium-term credits did not exceed
the previous year's total volum:, indeed fell a little short of it
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1967 under the four-year plan 1965-1969 had to be cut down
from 140 to 110 million dinars ' and as a result the gross domestic
product rose only by a negligible 0.5 per cent in real terms .

In 1968 the Central Bank decided to prolong and reinforce
the restrictive measures introduced at the beginning of the preceding
vear . The economy was by now out of its recession, thanks to
better weather conditions and hence higher agricultural output,
and recovery was beginning to push up the demand for money.
Although economic conditions looked much healthier, the authorities
thought it still premature to relax the controls in force, because
they were afraid of new inflationary pressures and of a possible
deterioration in the external payments accounts. This official
attitude perhaps reveals the first signs of a reversal of views
regarding the Central Bank’s function in the leconomy. One can
detect a tendency to attribute more importance to monetary stability
and hence to the traditional techniques of preventing inflation *.

I See the conclusions of the Governor of the B.CT., in its Rappars annuel
1966, p. 119.

? As in 1966, the stagnation of production in 1967 was largely due to harvest
lailure caused by drought.

¥ The end of 1968, however, brought an inncvation.  The varions ceilings
introduced in 1964 on government borrowing and on réfinancing to the banking
system wete replaced by one single ceiling imposing an|overall limitation on the
expansion of the Central Bank's domestic assets and on the banking system’s
short-term liabilities abroad.

¢ This tendency was officially spelled out by the | Governar of the Central
Bank on 30 June 1969, on the occasion of his presentation of the annual report
for 1968. He said (p. 126): “La stabilité monéraire, 3 laquelle le rroisieme plan
guadriennal accorde unc particuli¢re importance, est en eflet une condition
essentielle pour assurer a l'expansion économique les bases de durde qui la
mettraicnt a I'abri des ruptures brutales, et sauveparder le pays des conséquences
économiques et sociales néfastes qui auraient résulté d'un bouleversement profend
et injuste de l'échelle des revenus réels.” Note that while the Governor, Hedi
Nouira, refers to the four-vear plan 1969-1972, official recognition of the priority
of monetary stability goes back to the preceding plan 1963-1968, when investment
planned for 1967 was in fact cut down,
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The continuous reinforce nent of the 1964 monetary restrictions
was, in addition, justified by the fact that the B.C.T., unable as it
was to establish effective control over the monetary impulses deriving

from Treasury borrowing and from the external accounts, was
forced to offset monetary movements of exogenous origin by
concentrating its own restrictive action on the banking system.

In this spirit, the banks were instructed (by B.C.T. circular
No. 68-12, of 22 March 1968) to maintain a liquidity ratio of not
less than 60 per cent. This was defined as the ratio between
assets quickly realizable ind liabilities payable at short notice '.
From the very outset, however, this rule had no more than indicative
value, because it was quite impossible for the banks ta achieve such
a high liquidity ratio in the conditions of the Tunisian credit market.
The effect was not so much to impart liquidity to the banking
system, as to counteract the banks’ general tendency to tie up their
loan assets for prolonged periods.

In addition, the multiple ratios of the reserve requirement
were altered by the B.C.T.’s circular of 11 April 1968. As of
April, a new reserve ratio of 30 per cent had to be maintained for
monthly increases in deposits above 1 per cent, while monthly
increases up to 1 per cert had to be covered, as before, to the
extent of 10 per cent®. The same rules applied in reverse to
any diminution of compultory reserves in case of a fall in deposits.

! According to the B.C.T. s definition, the numerator included cash, deposits
with correspondents, the portfclio of rediscountable paper, Treasury Bills, half
the portfolic of bous d'éguipements, certain mohilizable securities and advances,
and loans to the intetbank money market. The denominator included sight
deposits, deposits at notice, delits pavable to banks, correspondents and sundry
creditors, and claims pavable af er encashment of bills,

2 The exemption of special savings accounts and time deposits tied for
more than a year was renewed. This indirectly confirms the B.C.T s intention of
encouraging the banks to attract financial savings,
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As things turned out, the effects of the B.C.T.’s measures
were less restrictive than had been expected. The monetary
circulation and near-money expanded at the accelerated rates of
12.1 and 10.8 per cent, respectively, while the ratios of money
assets to GDP, itself up 9.7 per cent at current prices, remained
almost constant (Table 37). There was no steep rise either in
the B.C.T.’s credits to the Treasury ( Table 38) or in its refinancing
of banks (Table 39), and this helped to consolidate monetary
stability. Bank credit, on the other hand, rose sharply in response
to demand generated by economic recovery; but the overall
increase of 14.2 per cent was largely concentrated in medium-
and long-term credit. In any case, the credit expansion was not
large enough to upset the global equilibrium of the monetary
variables. This proved the wisdom of the restrictive increase of
the reserve requirement introduced by the Central Bank in
April 1968. All in all, it was a year of fair monetary stability
and recovery, as can be seen from price movements and the
gross domestic product (Tables 37, 40 and 41).

In the external accounts, too, things went rather well. Exports
rose and imports fell sharply, so that the trade deficit turned out
a good deal smaller, and in any case was more than offset by
surpluses elsewhere in the balance of paymenn:s, which closed with
a very welcome overall surplus of 7.423 million dinars ( Table 42).
Hand in hand with this general improvement went a more balanced
distribution of Tunisia’s transactions with other countries, as seen
in Table 44. French predominance had, in fact, been slowly
weakening ever since 1964 to the benefit, above all, of relations
with other countries of the European Economic Community. Even
so, it would be an exaggeration to say that by 1968 Tunisia
had at last got rid of its dependence on France, for France still
occupied a leading position in the trade and financial flows between
Tunisia and the world at large. |
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By contrast, little changed between 1964 and 1968 in the
merchandise composition of Tunisian exports and imports (Table
45). Figures for the various categories of goods oscillate too
much for any significant trend to be discernible, except perhaps
for a steady rise in exports of raw materials and semi-manufactures.
Overall, the composition of imports makes it clear that Tunisian
cconomic development stil depended heavily ou outside supplies,
while the export figures clemonstrate the extent to which foreign
exchange receipts were still vulnerable to the vicissitudes of
agricultural production anc. to international movements of the prices
of food commodities and certain raw materials.

Notwithstanding these structural drawbacks, the vear 1968
certainly brought the tutrning point in the economic conditions
which had bedevilled Tun sia since 1964. At last the stabilization
measures were beginning to bite!. At last, too, the continuous
growth of net foreign indebtedness during the years 1964 to
1967 came to a halt, anc the marked improvement in 1968 led
in an opposite trend for ‘he following years (Tables 32 and 77).

In 1969, all the vari:bles relevant for our analysis so far kept
on an orderly course, Tle ratio of the key monetary magnitudes
to gross domestic product remained constant and aggregate invest-
ment rose vigorously by 28.6 per cent? with domestic saving
up 27 per cent thanks tc increased saving on the part of public
administration. The exte-nal accounts for 1969 look less happy.

! When presenting the B.C.T. annual report for 1968, on 30 June 1969,
Governar Nouira was able to state (p. 125) “Les différents plans de stahilisation
que nous avons arrétés depuis 1964 avec la collaboration du FMI et qui ont été
appliqués avec efficacité er souplesse, ont commencé, dés 1968, 4 donner leurs
{ruits.”

2 Actually, gross fixed casital formation incrcased somewhat less, because
stocks were reconstituted in 1919 after their depletion during the previous year.
See B.C.T., Rapport annuel 196¢, pp. 44-50 and Tables 73 and 75.
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The overall balance-of-payments surplus rose, but so did the trade
deficit, with all items in the import bill, except capital goods,
sharply up (Tables 42 and 45). Domestic prices advanced only
moderately (Tables 40 and 41), The cc(mowL
course, .

The monetary situation did not change much in 1970, except
for a somewhat less expansionary mood. A few significant shifts
nevertheless took place in the internal and external balance. First
of all, imports and exports got further out of step, and the trade
deficit widened conspicuously, but still not more than could easily
be offset by surpluses on other external accounts. The higher overall

1y was on a stable

balance-of-payments surplus enabled Tunisia to repay enough of
its short-term foreign debts to reverse its net external position,
which had been in debit since the 1964 crisis (Tables 32 and 77).
But with imports racing ahcad of exports, the overall surplus
lacked substance, since it derived largely from unilateral transfers
and capital movements .

This gave cause for concern. So did the slackening of the
rate of investment growth to a mere 2.2 per cent. This was due
to a decline in domestic saving (— 4.3 per cent) concentrated almost
entirely in public administration (see Tables 7!5 to 753).

It has been pointed out more than once that in Tunisia the
budget often proved a disequilibrating factor in the economy. In
1970 the government at last set about getting the public finances
into some sort of order. A law (No. 70-22) was passed on 7 May
1970, which, among other things, led to kar-reaching changes
in the structure of Treasury debts to the Central Bank. As can

! Tourism began at this time to earn surpluses which went quite a way
to offset the deficit on merchandise account, but the services accounts had heavy
outgoings under the headings “transport™ (freight and insurance) and “capiral
incomes” (interest payable) (B.CT., Rapport amnuel 1970, pp. 71-73).



188 THE BANKING SYSTEM OF TUNISIA

be seen from Table 38, short-term advances were repaid integrally,
and B.C.T. deposits at the Centre Chéques Postaux were cut down
drastically. This indirect form of financing the Treasury via a
Post Office current accourt had in fact created an ambiguous and
volatile situation defying control. Under the new law this account
passed into the management and control of the Central Bank,
together with responsibility for not allowing the Treasury’s credit
balance ever to exceed 5 million dinars. In counterpart to this
strict limitation, the Treasury reccived from the Central Bank a
permanent advance of 25 million dinars and a reimbursable one of
17.5 million.

This reform should Fave the effect of limiting the Treasury’s
capacity of exercising aut>nomous influences on the processes of
money creation and hence, in the last analysis, should strengthen the
Central Bank's control over the monetary variable by weakening
undue exogenous disturbaices. It will be some years, of course,
until judgement can be passed on the actual effects of this innovation.

3. STRUCTURAT. CQHANGS IN THE BANKING SYSTEM AND THE
CREDIT MARKET, 1964 To 1970

By the end of 1963 the numerous mergers, takeovers and
liquidations of the previois years had done much to consolidate
the structure of the Tunisian banking system. Apart from
expansion of the system of Caisses Locales de Crédit Mutuel, which
will be discussed below in connection with the activities of the
Bangue Nationale Agricoce, the only further notable change in
1964 was that forcign c pital interests increased their stake in
Tunisian banking, via the Bangue de Tunisie. As can be seen
from Table 9, some of that bank’s equity was in 1964 acquired
by the Bankers Tnternatior al Corporation of New York, the Crédit
Suisse and the Lavoro Bank of Ziirich, and the Bayerische Vereins-
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bank of Munich. This was done with the encouragement of the
government and the B.C.T., both anxious to weaken and offset the
predominance of French capital in the national banking system .

Towards the end of 1965 a new private bank, the Bangue
du Peuple, was set up entirely with Tunisian capital * and registered
under Tunisian law. This bank owed its origin to the Union Géné-
rale des Travailleurs Tunisiens, and was meant to handle mostly
medium-term credit for between two and fifteen years, on the
basis of deposits of at least two vyears’ duration; it was, also,
specifically to serve the co-operatives afhiliated to the U.G.T.T.
During the same vear preparations were begunl for overhauling the
capital structure of the Société Nationale d’Iilfz;estissemmt, which
the government had decided to transfer from public into private
hands.

The only development in 1966 was the completion of the
above operation, from which the S.N.I. emerged with lots of new
sharcholders, including private and foreign banks as listed in
Table 9°.

The year 1967, on the other hand, was one of more far-
reaching changes. First of all, the Crédiz Foncier d’Algérie et de
Tuniste, a branch of the corresponding French bank, was
transformed into a subsidiary of the latter and registered under
Tunisian law, when it assumed the new name of Crédit Foncier

I Note that in Table 46, which outlines the structure of the Tunisian
banking system during the period 1964 to 1970, the 1964 figures include the
Société Nationale d'Investissement both under Tunisian banks and under public
banks, whereas it is not included at all in Table 25,

? As in the case of the SN.I., some part of the capital was raised by means
of an obligatory share subscription scheme. |

I The reasons for this change will be discussed below when dealing speci-
fically with the S.N.I.  Note that in Table 46 this bank| is classihed with private
banks atter 1965,
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TasLE 46

THE BANKING SYSTEM OF TUNISIA

STRUCTURE OF THE TUNISIAN BANKING SYSTEM AND THE
OWN-RESOURCES/DEPOSITS RATIO, 1964 TO 1970

(end-year figures, in thousand dina )

Year

1964
Number
1. Own resources
2. Deposits

3. Percentage ratio 1:2

1965

Number

1. Own resources

2. Deposits

3. Percentage ratio
1966

Number

1. Own resources

2. Deposits

3. Percentage ratio 1:2
1967

Number

1. Own resources

2. Deposits

3. Percentage ratio
1968

Number

1. Own resources

2. Deposits

3. Percentage ratio 1:2
1969

Number

1. Own resources

2. Deposits

3. Percentage ratio
1970

MNumber

1. Own resoutces

2. Deposits

3. Percentage ratio 1:2

-
(28]

12

12

Tunisian

banks

L3

10.48(
110,83
4

1
12,66¢
125,69¢
1

French

3

901
16,176
6

3

945
16,580
6

3
1,026
19,292

827
12,767

326
6,149
)

1

360
6.752
3

1

394
6,783
G

Other
banks foreignbanks

2

374
2431
15

2

373
2,663
14

193
2953
13

490
3,690
13

2

3,604
13

456
4,332
11

2

441
4,392
10

Private Public
banks ' banks ?
10 4
4,050 7,711
63,737 65,700
6 12

11 4
5,046 8,940
71,050 73,589
¥ 12

12 3
7,983 8,564
88 269 81,289
8 11

12 3
9461 10,59
BR 469 98,537
11 11

11 3
11,082 12,924
101,355 102,379
11 13

11 3
13,330 15814
110,852 104,111
12 15

10 3
14,651 17.248
127 045 110,593
12 16

' From 1965 to 1967 including the slangue du Peuple, and from 1966 the Société Nationale

d'Investistement, passed into priva ¢ hands in 1965,

1 Still including the Caise Mutrelle de Crédit Agricale de Tunisie, in process of

liquidarion.

Note: This table is the continnatian of Table 25, to which reference is made for the
explanatory notes. According to the B.C.T s classification, “own resources” here includes

also provisions.

Source; B.C.T., Annual reports 1564 to 1970.
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et Commercial de Tunisie. After that, there w'cre only two French

banks left in Tunisia, the Société Marseillaise de Crédit and the
Compagnie Francaise de Crédit et de Banqgue, | However, although
the “Tunisification” of the C.F.A.T. fitted in formally with the
official policy of emancipating the banking system, it did not in
substance alter the situation very much. The new C.F.C.T., to be
sure, adapted its memorandum and articles of association to Tunisian
law and its ties with the parent bank were laoser, but its capital
was still almost exclusively in French hands and so it kept up its
close connections with French financial interests. In these
circumstances there could be no reasonable hope that the bank
would take an active part in financing Tunisian economic
development.

Apart from this minor matter, the year 1967 stands out in
the history of Tunisian banking and credit as one when the
problems of saving and the organization of a capital market came
in for serious rethinking, and when the institutional framework was
consolidated by the creation of a National Credit Council and the
passing of a Bank Act.

In June, a national seminar on saving was held in Tunis’,
at which many of the country’s prominent bankers took part in
discussions ranging over all the major problems connected with the
subject.

The starting point of the studies and debates was a situation
diagnosed more or less as follows: natiorml saving, though

! The seminar was organized by the Ecole hﬂmmffr d"Administration, one
of Tunisia’s foremost research institutes, and met from June & ta 10. The
proceedings were published by the EN.A. in 1969 under the title Séminar National
stir U'Epargne, in the series Cabicrs du Centre des Reckerches et d'Etudes Adnrinis-
lratives,
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accounting for a growing share of the gross domestic product, still
fell far short of the investment needs of cconomic development;
scant public saving covezed only a minute part of investment
expenditure under the budget; the rate of self-financing by firms
(corporate saving) was unable to sustain their accelerated growth
in conditions of financial equilibrium; the volume of household
savings was altopether inadequate both in absolute and in relative
terms and testified to excessive liquidity preference; and finally the
system of collecting finarcial savings and channelling them into
investment was inefficient and suffered from serious structural
deficiencies (absence of a stock market).

On this basis, studies and recommendations had been prepared
in advance on four main subjects; the channels and means of
collecting savings, the remuncration to be paid for savings as well
as other forms of incent ves, reinforcement of the self-financing
capacity of firms, and the development of a capital market. It is
impossible here to summerize all the many proposals put forward
in the commission reports and during the discussions relating to
them, let alone to enter ir to their merit. However, when it came
to drafting the final resolution, there appeared to be enough
consensus of opinion for the formulation of a few general
recommendations addressed more particularly to the authorities and
leading personalities in the relevant sectors. These recommendations
concerned:

(1) the use of collection techniques and incentives adapted to the
psychology and motivations of different categories of savers;

(2) incentives for corporate saving and control of self-financed
investment in line ‘with development plans and taking the
long view;

(3) the establishment of a stock exchange.
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The technical and operational conditions for achieving these
aims are not specified in the final resolution, which instead makes
reference to the reports of the separate commissions. As will be
seen presently, some of the above suggestions were followed up
in subsequent years.

In December 1967, the government | finally brought to
fruition two projects which had been under discussion for quite
some time. One of them was the establishment of a National
Credit Council !, and the other the passing of the Bank Act.

The National Credit Council was tIL be essentially a
consultative body, in so far as it had the function of examining,
in advance, all general measures concerning “the regulation,
guidance, distribution and control of credit”*. An interesting
point is that the Council was also to express opinions on measures
designed to stimulate the growth and mobilization of savings. The
Council was furthermore generally responsibl:e for supervision of
the banking system and the Central Bank was to report to it
each year on monetary and credit conditions, on the banking
situation and on stock market developments,

The new Council had 26 members. They were the Minister
of Planning and the National Economy, in the chair, and his under-
secretaries in charge of the departments of Finance and Develop-
ment, Industry and Trade, and Agriculture, the Governor and
three other representatives of the Central Bank, the Minister of
Public Works and Housing, the Postmaster General, the head
of the Socialist Destour party, the Chairman of the National

! This idca gocs back at least 1o 1963, and since then had been taken up
several times in various forms. See Bistolfi, op. crr, pp. 230-231,

* Law No. 67-30 of 7 December 1967, Journal Qfficiel of 5, 8 and 15-19
December 1967.
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Economic and Social Council, and a number of representatives
appointed by the Minister of Planning and the National Economy
upon proposal by various groups, as follows: four representatives
of industry and trade and one of the workers (upon the proposal
of the trade union movement ), three representatives of agriculture

and fisheries (upon the p-oposal of the National Farmers’ Union
of Tunisia), four representatives of banks (upon the proposal of
the Governor of the B.C.T. after consultation with the Association
Professionnelle des Bangres)', and finally two expert members
chosen for their technical and financial competence and appointed
by the Minister of Planning and the National Economy in agreement
with the Governor of the B.C.T.

It is clear from the composition of the Council that the law
deliberatelv gave it a pclitical complexion, with a majority of
government and trade unicn representatives, leaving the technicians
(B.C.T. representatives, benkers and experts) in a minority. The
reason was no doubt the need for close co-ordination between
economic planning and credit activities, and ultimately the
subordination of the latter to the former. But if this subordination
may have been logical, it certainly makes one wonder whether
the lessons of the past hac been forgotten, for it was precisely the
implementation of the 1962-1964 plan and the associated growth
of the Treasury’s debts to the B.C.T. which had unleashed the 1964
crisis, a crisis that was overcome only in 1968 after a long period
of monetary instability and external deficits. However that may
be, the National Credit Council with its carefully weighted
composition and highly political complexion, clearly was meant

! This association was orly just being set up at the time, though it had
been talked about at least since 1963,
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as an organ of political control, in which experts who knew about
credit had little say. Tt so happens that none of this has so far
begun to matter. A number of organizational and political
difficulties were encountered in actually setting up the Council, and
as of March 1970 it was not as vyet functioning' and therefore
made no difference to the pattern of economic, financial and
monetary power, |

On the same date when the National Credit Council was set
up by law, Tunisia’s Bank Act was passed. This is Law No. 67-51,
of 7 December 1967 %, and it filled a long-felt need in a country
where banking was not governed by any specific law at all, but
only by the appropriate provisions of the commercial code.

This law belatedly promulgated rules for a banking system
which, in ten vears of independence, transformation and
consolidation, had acquired its own, by now more or less stable and
definitive, structure. The law could therefore hardly be innovational,
and in effect does no more than define banking activity, classify
the firms engaging in this activity, and lay down rules for it. In
other words, it was mostly a matter of tidying up and codifying
provisions applying to a field by now too complex to be governed
any more merely by a general code and by circulars issued by the
B.C.T. in the exercise of its supervisory [-unchons

Article 2 of the Bank Act defines as a “ bank any firm which
habitually engages in at least one of the following activities:
accepting deposits from the public in whatever form and of whatever
duration, extending credit in whatever forrn, intermediation in
stock exchange and foreign exchange transactiom or cash

' B.CT., Bulletin, March 1970, pp. 9-10.

2 Journal Officiel de la République Tunistenne, 12 December 1967,
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settlements on behalf of de>ositors '.  Article 5 defines as a “deposit
bank” any firm which accepts “deposits without time limit, but
uses them mainly in short-term credits”, or at any rate in credits
repayable in not more then five years, within the limits fixed by
the B.C.T. Deposit bancs were, however, authorized to grant
loans for more than five years up to the limit of their effective
supply of long-term speci:| resources, or within the terms of the

respective conventions. An “investment bank”, on the other
hand, is defined by Article 6 as one whose “main activity consists
in setting up enterprises, a:quiring a share in the capital of existing
enterprises and extending medium- and long-term credit”. Long-
term loans were to be firanced mainly by own resources and by
the proceeds of bond isiues, and medium-term credits (crédits
d’équiperent of not more than five years’ duration) by time deposits
tied for more than one year. Investment banks were as a matter
of principle not to grant short-term credits, but were entitled to
accept deposits for less than twelve months as well as sight deposits
from their own personnel and from companies in which they had
a majority holding; to thsse latter they were also authorized to
extend short-term credit,

Patently, the law’s definitions on the whole are a codification
of the existing structure ¢nd formalize a de facto situation. The
law lays down no principles of specialization in banking, witness

! The law explicitly states that Art. 2 does not apply to the Administration
des Chégues Postaux, the Cais:e Nationale d’Epargne and Tunisian agencies of
international financizl crganizations, Furthermore, Article 3 narrows down the
applicability of Art. 2 hy decliring that the term *“dcposits received from the
public® was not to include fund. raised by the issue of shares and bonds, deposits
of bank emplovees with their nwn bank (subject to these deposits not exceeding
10 per cent of the capital of the bank concerned), and other minor funds received
under various headings (guaranices, ete.). Nor was the term “banking operations”
10 include trade credits and loans hv parent banks to their subsidiaries.
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the absence of any specific delimitation of the medium-term and
long-term credit sectors, but rests content with putting the seal of
legal approval on a pragmatic and flexible sys’qlem (the specification
of a “main concern”) adopted by the banking authorities. Under
the definitions of the new law, Tunisia had, at the end of 1967, one
investment bank only, the Société Nationale d'Investissement, while
all the others belonged to the category of deposit banks .

In Articles 7-29 the Bank Act enumerates all the rules
governing banking activities. They deal with specific aspects, but
add nothing much that was new and hence need not be examined
in depth ®.  As a matter of interest it may be mentioned that the
law vests supreme control of banking in the Secrétariat d'Etat au
Plan et & I'Economie Nationale, while at the technical level many
supetvisory functions are assigned to the B.C.T., which, however,
remains subordinate to the Ministry. It certainly is highly significant
that the banks were thus placed under the authority of those
responsible at government level for economic planning, contrary
to the widespread and traditional practice of attributing these
powers to the ministry either of the Treasury or of Finance.

The major changes to be reported for the year 1968 were
the takeover of the Compagnie Francaise de Crédit ¢t de Banque

' Allowing for the Bangue du Peuple, which was still struggling ro organize
its acrivities on a stable basis, the formal count of investment banks rises to two.

? For instance, Article 13 requires that no bank must have a capital of less
than 200,000 dinars, Deposit banks must not invest more than 5 per cent of their
own resoutces in any one equiry, and must not hold more than 20 per cent
of the equity of any one company (Art. 16). Art. 25 requires banks to lend their
collaboration to all public security issues and conversions, on terms laid down
{rom case to case by the Minister of Planning and the National Fconomy. Art. 26
lays an obligation on the banks to set up an Associztion If'ru!cy,\'r'mh-ﬁr des Banqgues,
to take care of liaison between themselves and the govérnment. The statutes of
this association were to be subject to approval by the¢ above minister and the

B.CT.
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by the Bangue de Tunisie. and the establishment of the Bangue du
Sud on 8 July. This mcant the disappearance of yet one more
French bank, and the ent'y of a new bank into the public sector.
with specific tesponsibili ies for financing development projects
in the country's southerr regions. The Bangue du Sud started
life with a capital of 250,000 dinars, subscribed by the Société
Nationale de Mise en Valeur du Sud (15.8 per cent), the Société
Régionale d’lnvestissement de Sfax (30 per cent), the Caisse Na-
tionale de Sécurité Sociale (12 per cent), the B.N.A. (12 per cent),
the S.T.B. (8 per cent), ard a number of other southern companies
(22.2 per cent). Soon after the bank’s foundation, its capital was
increased to one million dinars, on 24 August 1968; of the
additional capital, 500,000 dinars came from the merger with the
U.G.T.T.’s short-lived Bargue du Peuple, 180,000 dinars from a
further subscription by tie SON.MLVA.S., and 70,000 dinars
from three other banks, namely, the Bangue de Tunisie (35,000),
the Union Bancaire pour (e Crédit et I'Industrie (20,000) and the
Bangue d’Escompte et de Crédit a I'Industrie en Tunisie (15,000).
Another capital increase, on 12 April 1969, resulted in further
changes in the composition of shareholders; this is the version
recorded in Table 9, and is noteworthy for the large stake of the
Italian Monte dei Paschi 1i Siena (30 per cent). In spite of the
bank’s rapid expansion, all these changes seem to have dilured its
original specifically southcern character .

! Not surprisingly, the Bcard of Directors decided on 18 October 1969 to
transfer the seat of the company and its general management from Sfax to Tunis,
on the prounds that the bank wis unable to carry out its functions unless it were
in direct contact with the majo: economic and financial decision centres (puhlic
administration, central bank, otter banks, ctc.). This decision implicitly confirms
the marked dualism in the Tunisan banking system and its concentration, and also
the domination of the whole country’s economy by the capital city. The very fact
that all banks had their headquirters in Tunis and from there managed most of




THE BANKING SYSTEM AFTER THE 1964 STABILIZATION #ROGRAMML' 199
|

One other event of 1968 was that the Central Bank issued
regulations designed to co-ordinate the banks’ efforts to encourage
saving. These are contained in the B.C.T.’s [circular No. 68-57 '
and concern mostly the maximum rates payable to different
categories of depositors. This was not in practice a very important

their investment and supply of funds, casts some doubt on the wisdom of this move
by the Bangue du Sud, since Tunis itself was already amply supplied with banking
services. But subsequent events fully vindicated the decision. By 31 December
1969 the geographical distribution of the bank's investment asscts and deposits
was as follows (in thousand dinars):

Arca Deposits Loans Equity investments (*)
Tunis 47758 24488 103.7

Sfax 478.5 1,8959 92.0

Gabés 137.1 400.2 25

Gafsa 1354 120.6 -

Médenine 4153 3286 | 107.5

Dijerba 418 G017 | —

Total 5,983.9 57958 305.7

{*) Capital subscribed, including instalments not fully |paid up.
Source: Banque du Sud, Rapport annuel, Exercice 1969

These figures make it clear that the Bangue du Skd, while to some extent
less definitely southern in its orientation, was effectively and uscfully raising financial
respurces in the central and northern areas of the munttly and. investing them in
the south, The quick success of this policy raises some nteresting guestions and,
perhaps, also some misgivings. Twao possible explanations come to mind: either
the Bangue du Sud must have opened up a new field of intermediation and managed
to attract new depositors not yer served by other banks, or it must have lured
deposits away from banks already estublished in the area. Neither assumption
spraks well for the Tunisian banking system. The first snuggests that, concentrated
as it was, the banking system was far from “total intct'mediarion“ with respect
to the capital citv's financial resources, and the second ﬁloints to some incfliciency
of the banks in matters of competition. The second assumption seems to be nearer
the truth, because of the very conspicuous expansion of the Bamgwe du Sud's
deposits in 1970 (4 235 per cent), with particular reference to fixed-term notes
and time deposits (+ 440 per cent). By the end of that year, its total deposits
amounted to 14.045 million dinars (of which on sight 8.676 million, and on time
5369 million or 38.23 per cent of the total), and it was all set for doing even
better and for a rapid rise in the league table of Tunisian Banks,

! Also in B.C.T., Bulletin, March 1970, p. 11.
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step, but it does at least testify to the monetary authorities’ interest
in the problems of financiz] saving and to their willingness to follow
up some of the proposals put forward at the national seminar on
saving in 1967.

The following vear, 1969, brought some important changes
and novelties for the baiking and financial world. Within the
banking system, there were some structural shifts owing to the
capital increases carried o1t by the Bangue de Tunisie, the Banque
du Sud, and the Union Ba wcaire pour le Crédit et I'Indusirie, which
was getting ready to take over the Bangue d'Escompte et de Crédit
a I'Industrie en Tunisie,

In February, the Siock Exchange of Tunis was set up to
replace the former Qffice Tunisien de Cotation des Valeurs Mobi-
lieres, an interbank group dating back to 1946'. Law No. 69-13,
of 28 February 1969, which established the Stock Exchange, is
heavily indebted to the rules and usages of many stock exchanges
abroad and is in no wav innovational. It does, however, bear
witness to the authorities” intention to strengthen the capital market
and, more particularly, the securities market. Certainly, the
economy needed more eficient financial channels, offering large
firms a better chance to raise, through share and bond issues, funds
in sufficient volume and of the right quality to finance industrial
development ?, not to speik of making it easier to place Treasury
issues directly with the public and promoting the stable investment

! See the decrees of 23 April 1945 and 20 March 1957. The Qffice, whase
members were banks only beciuse they were the sole authorized intermediaries
in security transactions. had at the time taken on the functions of the former
Chambre de Compensation des Zalenrs Mobiliéres Lunisiennes, which had worked
in Tunis since 1936.

2 Many of the state-contiolled enterprises were in fact undercapitalized, in
the sense thal they did not have enough own resources and had to rely too much
on bank credir.
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of savings'. The 1967 national seminar on saving, it will be
recalled, had incorporated in its final resolution the suggestion that
an organized market for securities should be set up, after an
appropriate study of its feasibility and advantages’. Finally, the
idea had for some time been championed by the ST.B. and the
SN.I., which saw in a stock exchange a welcome means of
mobilizing their equity holdings more easily and quickly.

The management of the Stock Exchange Land the conduct of
its affairs are in the hands of a seven-member committee, composed
as follows (Art. 5 of the law): the chairman, appointed by decree
upon the proposal of the Minister of Planning and the National
Economy, and six representatives — one each of the above ministry,
the Central Bank, the stockbrokers’ association® and the Economic
and Social Council, and two of the Bankers' Association. All the
representatives, save that of the B.C.T., are appointed by the
Minister of Planning and the National Economy upon the proposal
of their respective sponsoring bodies. Although, therefore, the
Stock Exchange Committee had a majority of e*perts. it was subject
to direct control by the planning authorities, as indeed was the
National Credit Council *.

' In the words of Article 2 of the law, “La Bourse des Valeurs est
chargée .. de faciliter aux sociétés la recherche de capitaux nouveaux.,, de pro-
mouvoir et d'encourager la collecte et la mobilisation de 'éparpne dans les
placement en valeurs mohili¢res.”

2 See Seminaire National sur 'Epargne, op. cit., pp. 66-75. However, the
commission concerned with this question had come to the rather discouraging
conclusion that, while the supply of negotiable securities was easily large enough
for the good functioning of an organized securities market, there was not enough
demand (p. 75),

¥ The Assaciation des Agents de Chapge was ﬂ:mTheci to the Saciété Tuni-
stenne de Bangue and all its members were banks or| financial establishments

4 Since the Stock Exchange did not begin to function effectively until
1970, it is too early to assess its first results. As an example, and in order to
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Another event of scme importance in 1969 was the promul-
gation of an [nvestment Code by Law No. 69-35, of 26 June 1969 .
This was intended to create favourable conditions for investment
in Tunisia, and hence defined principles and methods of investment
incentives, guarantees and protection (Article 1), There can be
no doubt that such a cod: was necessary, for a varicty of political
and economic reasans. [n the first place, some of the Tunisian
government’s measures with respect to the nationalization of
foreign property and to the control of external capital movements
had frightened off private foreign investors. Secondly, the
increasingly coercive complexion of economic planning was leaving
little elbow room for prisate enterprise, and the resulting climate
of “negative expectation:” was certainly not propitious for the
growth of foreign investnient. But Tunisia’s foreign debts had by
now assumed very large proportions, so that there was a strong
case for trving to keep down further borrowing abroad znd instead

convev some iden of the size ol the market, it mav be interesting to quote a few
figures of dealings on 24 July 1970 (initially the Stock Lxchange was open only
on two, non-consecttive days a week).

Nominal value

Transactions Numbher (dingss)
Bonds 1,577 17,005
Shares 123 870

Total 1,700 17875

Source: Bourse des Valeurs Mobilieres, Bulletin Ofjiciel, 25 July 1970,

All transactions are in cash, becsuse dealings for later settlement were
regarded as too speculative. The bonds traded most actively were government
stock, all with a 5 per cent coipon and with current yields between 6 and 7.5
per cent, according to the chaice of their being drawn,  Share prices, though
barely representative, were reasonably firm.

U Journal Officiel of 20-2+27 June 1969,
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attracting private venture capital'. And in any case, it had been
realized for some time that a legal clarification of the conditions
in which non-resident investors could contribute o national
economic development was overdue *.

Turning now to developments in 1970, the concentration of
private banks was taken another step further by the takeover, in
January, of the Bangue d’Escompte et de Crédit a I'Industrie by the
Union Bancaire pour le Commerce et ('Industrie (see Table 8).
This takeover was in all likelihood the result of decisions taken
abroad, given that both the banks involved had part of their capital
in the hands of the Bungue Nationale de Paris, set up on 1 July
1966 after the merger of the Comptoir National d'Escompte de
Paris (a former shareholder in the B.E.C1.T.) and the Bangque
Nationale pour le Commerce et U'Indusirie |0f Paris (a former
shareholder in the U.B.C.I. via the Bangue Nationale pour le Com-
merce et I'lndustrie en Afrique (see Table 9). |

To round oft this brief account of changes in the structure
of the Tunisian banking system, it may be useful to add a few words
on the overall situation and trends on the basis of the figures set

! Poreign investors had for some time been disinclined to give credit to
Tunisia, because its high indebtedness opened up a prospect of considerable
difficulties with reimbursement.  Foreign financial groups were therefore reluctant
to place capital in Tunisia, and il at all only on condition of retaining control over
the investments concerned through equity holdings (see Awnwawire de UAfrigue du
Nard, 1969, p. 615).  As regards the political situation 1n Tunisia at the time when
the investment code was promulgated, there clearly was a crisis in the making,
and there was no way of foreseeing the future political course of the government.
In these circumstances the investment code can be reganded as a sort of official
commitment to safeguard foreign investment against puﬂlicnl instability.

* This complex matter was still poverned by rather incoherent rules, the
most recent of which dated from 1962. Sce B.C.T., Bulletin, Scptember 1964,
pp. 9-13. '
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THE

out in Table 46. Private banks, as a category, are still in a strong
position, notwithstanding the preference often accorded to public
banks by the government and the B.C.T. The hgures of Table 46,
however, tend to overstate their strength, in so far as they include

among private banks the Sociéré Nationale d’Investissement which,
though transferred into private hands in 1965, always enjoyed
strong public patronage, wd the Bungue du Sud, which clearly is
rooted in the public sectcr. That said, the position of the private
banks still temains rema kable and testifies to their adaptability.
Some of them, notably thz U.LB., the U.B.C.I. and the Bangue de
Tunisie, found their way — though admittedly through progressive
concentration — 10 a4 ncw sound basis, such as seemed to have
been compromised for eser by the detachment of Tunisia from
France. It would be interesting to pursue this line of enquiry, but
unfortunately there are rot enough dara.

It is impossible at tae moment to foretell the future pattern
of the T'unisian banking system. Certainly, further changes cannot
be ruled out, especially in he private sector. A few of the surviving
private banks date back o the days betore independence and are
now too small for the market. They are not particularly
enterprising, and are kept alive largely by what remains of the
Protectorate’s interests and clients; they may well find it difficult
to survive the next few years.

Even less can be gue: sed with regard to possible new additions
to the banking system. “or some time the authorities have been
thinking of introducing ¢ system of building societies or savings
and loan associations, or, rore precisely, of épargne-logement on the
French model, as a partial solution to the problems of residential
building, but so far as car be ascertained at present the idea is still
at an embryonic stage and no firm project has as yet emerged.
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4. BANKING ACTIVITIES, 1964 TO 1970

The consolidated assets and liabilities of the Tunisian banking
system during the years following the 1964 crisis shed an
interesting light on the major trends in banking activities in
connection with monetary and credit policy and with the structural
changes described so far. Comparing Tables 15 and 47, it will
be scen that in the aggregate expansion settled down after 1964
to a more normal pace than in the immediately preceding years
1962 and 1963, largely in response to the Central Bank’s
restrictive policy. A second trend apparent in the two Tables is
the consolidation of the public sector’s predominance. Having
raised their market share to 56.5 per cent in 1963, public banks
subsequently increased it further until they lost some slight part
of it in 1969 and 1970. Even then, at the end of 1970, they
still accounted for just over half the banking system’s consolidated
balance-sheet total. This trend was definitely encouraged by the
authorities, which always accorded prefcrcmiFl treatment to the
public banks, especially with regard to refinancing — witness the
figures of Tables 18 and 49, even though they stop in 1965. The
B.C.T.’s restrictions discriminated strongly against the private banks,
whose credits were refinanced to a progressively smaller extent
from 1961 on, until the percentage dwindled to almost nil. One
reason why the Central Bank acted in this way was no doubt that
it found the public banks a good deal more lamenable to official
directives regarding credit distribution. Morcover, the B.C.T., it
will be recalled, was bent on “Tunisifying” the banking system
and on making it the principal instrument of financing planned
cconomic  development.  In  this light, the Central Bank’s
discrimination assumes great significance.

Nevertheless, as can be seen from Table 48, the private banking
sector kept a striking lead in the composition of sight deposits,
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especially from non-commercial clients.  This proves, among other
things, that the private banks managed to retain a wide circle of
clients, and that the publ ¢ banks were more intent on expanding
their credit activities than their supply of deposits and their
intermediation .

The patrern of the banking system’s consolidated asscts appears
fairly stable after 1964 (' ‘able 52).

Following the measures introduced with a view to containing
Treasury debts, the bank:’ public security portfolios settled down
at an all but constant volume in absolute terms, with the result
that their share in total assets diminished steadily. Long-term
credit, by contrast, expanded in response to the economy’s needs
which it had been unable to meet in previous years. Within
medium-term credit, the proportion destined for building dropped
sharply as a result of th: B.C.T.’s specific restrictions and of a
partial conversion of such credits into long-term loans ®. All these
shifts certainly helped the banking system to a more balanced assets
structure and one more i1 line with the requirements of planned
economic development. The sources from which credit was
financed assumed a more 1ormal pattern, too, as can be seen from
Tables 18, 20, 49 and 51, which show a rapid diminution of the
proportion of bank credits refinanced by the B.C.T. This applies
especially to medium-term credit, for which more abundant special
resources were earmarkec.

The distribution of short-term credits among recipient sectors
has been too erratic since 1963 to make it possible to identify any
definite trend (Table 531. In medium-term credit (Table 54),

! This suggests an impo tant difference in the management principles of
public and private banks, especially as regards liquidity.

2 See B.U.T., Rapport ainiel 1965, p. 98,
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TasLe 47

TUNISIAN BANKING SYSTEM: BALANCE SHEET TOTALS AND THEIR
COMPOSITION BY SECTORS, 1964 TO 1970
(end-year figures, in thousand dinars)

Year e Deee  nak ) B ke
1964 185,865 144 102,736 83,133 553
1965 218,306 16.9 126971 91,335 582
1966 259,535 18.9 144 469 115,066 557
1967 279,947 i 162 402 117,545 58.0
1968 337,078 20.4 197 362 139,716 58.6
1969 362433 73 206308 156,125 56.9
1970 399,547 10.2 211915 187,632 530

Note: This table is the continuation of Tahle 15,
Sowrce: B.CT., Annual reports 1964 ta 1970

there was a marked increase in loans to agriculture and a decrease
in those to construction, the food industry and petrochemicals. But
these few figures are not enough to give any ii:dications of official
policy with regard to credit distribution.

On the liabilities side (Table 39), a certain structural
consolidation is apparent after 1964. The share of sight deposits
in the banking system’s consolidated liabilities dropped from 45.2
per cent in 1964 to 36.9 per cent in 1966 and in 1970 stood at
39.3 per cent. Similarly, the proportion of B.C.T. refinancing kept
declining under the pressure of restrictive monetary policy. A
rising trend, on the other hand, can be observed in the shares of
total finance funds attributable to the banking system’s own
resources (6.3 per cent in 1964 and 8.8 per cent in 1970), to
time deposits (6.6 per cent in 1964 and 11.7 per cent in 1970)
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TarLE 48

TIIE BANKING SYSTEM OF TUNISIA

COMPOSITION OF SIGHT DEPOSITS, 1964 TO 1970
{end-year figures, in thousand dinmers)

Type of depositors 1964 19635 1966 1967 1968 1969 1970
Commercial clients
private banking
SeCTor 23,385 24843 30401 28445 32010 38160 41,305
public banking
sector 26468 25828 21804 27407 30400 35419 39326
public sector share
(per cent) 33 31 42 49 49 48 49
Non-commercial clients
private banking
sectar 21653 23453 27158 28261 32018 33,627 37665
public banking
sector 3310 7,251 9224 10018 12,430 14,221 16,620
public secior share
(per cent) 28 24 25 26 28 30 31
Other clients 4,932 4939 6,094 7,523 9,101 6,088 6,624
Total sight deposits
private banking
SECTOr 46,841 50,267 59613 59275 66,173 73,882 B1,740
public banking
sector 37,907 36,067 35,068 42779 49786 53,633 59,800
public sector share
{(per cent) 45 42 37 42 43 42 42

Note: This table is the continuaiion of Table 17,

Sonrce: B.C.T., Annual reports 1764 1o 1970.

and to special funds and allocations (up from 9.8 to 14.5 per cent).
To some extent, however, this consolidation is more apparent than
real. The sharp rise in savings deposits in 1965 and 1966 owed
more to the partial conversion of sight deposits on blocked non-
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TaBLE 55

SAVINGS DEPOSITS IN BANK AND POSTAL ACCOUNTS, 1964 TO 1970
(end-year figures, in thousand dinars)

Deposits 1964 1965 1966 1967 | 1968 1969 1970

Bank: time deposits
and fixed-term notes 12,433 22338 30290 30,277 33,241 36,631 42620
Percentage share in
total bank deposits 12.8 2046 242 229 223 223 231
Deposits with the
Caisse Nationale
d'Epargne 4791 5,412 6,124 6.509 7.088 7,825 RS517

Note: This able is the continuation of Table 24. The figures faor time deposits are
taken from the Table headed Ressources et emplois bancaires, which does not tally with
the near-money statistics.

Sources: BCT,, Annual reparts 1964 to 1970, and P.T.T., Annual reports 1964 to 1969,
|

resident accounts ' than to any real change in the preferences of
Tunisian depositors or to the banking system's increased capacity
of intermediation. Hence the figures of Table 55 are less
significant than they appear at first sight. There is reason to
believe that the higher interest rates offered to depositors and the
introduction of special savings accounts did not vield the hoped-for
results, but instead merely caused internal shifts in the composition
of bank deposits.

An entirely different trend is evident in deposits with the
Caisse Nationale d'Epargne. These dropped very sharply at first
with the declaration of independence (from 5.197 million dinars
in 1955 to 2.026 million in 1956), when foreign depositors
transferred their money to France. But the number of accounts
hardly fell, since foreign depositors were few and each had to
his credit an amount well above the average. |At the end of 1956

' Pariente, op. cit., p. 41.
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the CN.E. had just over 40,000 savings accounts with an average
credit balance of not mor: than 16 dinars.

Thereafter, the CN E.’s activities slowly expanded, until at
the end of 1961 it had about 168,000 accounts with 3.293 million
dinars in all, or just ove: 19 dinars per account on the average.
An intensive publicity campaign quickly lifted the number of
accounts to 310,000 at the end of 1963, but only at the cost of a
drastic fall in the ayerage individual credit balance to about 13.6
dinars. The unit figure recovered later to 22.8 dinars at the end
of 1969, when the Casse Nationale d’Epargne had 343,100
accounts showing a combined credit balance of 7.825 million
dinars '. In overall terns, therefore, the expansion of postal
savings and especially thei nation-wide distribution certainly helped
the mobilization and use of national financial resources >.

5. THE ACTIVITIES 01' PUBLIC BANKS 1964 To 1970, AND
THEIR PARTIAL TRANSFER TO PRIVATE HANDS

It will be of interest to follow up the above general analysis
by taking a closer, if stil brief, look at the activities of public
banks, which after all coastitute the principal part of the whole
banking system and are directly connected with the country’s
economic and financial acvthorities, and therefore can be regarded
as representative of Tunisian banking activities.

! See PTT., Rapport anvuel 1969, Post Office savings books offered good
remuneration for deposits which, after all, could be withdrawn on demand; the

rate paid was 2.75 per cent :nnually, and this was raised t¢ 3 per cent on
1 January 1968 (P.P.T., Rappirr annuuel 1967, p. 36).

2 This remark needs to be qualified by an appraisal of the CN.E.s
mnvestment policy in terms of he efficiency of its financial processes, Actually,
the CN.E.’s deposits represented a major part of the state’s indebtedness to the
public,
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Société Tunisienne de Bangue

Throughout the years 1964 to 1970 the S.T.B. retained its
key position in the banking system. In 1964, it accounted for
some 33.2 per cent of total sight deposits and 46.5 per cent of
credits; by 1970 these proportions had, by divergent paths, reached
37.0 and 38.2 per cent'. In all, the S.T.B. can be said to have
consolidated its market position, with some slackening, perhaps, of
its credit expansion. Certainly, the share of the ST.B. in the
banking system’s total loan assets dropped quite considerably,
because central bank restrictions made it impossible for the bank
to expand its supply of funds from refinancing, special resources
and the money market. But although these difficulties forced the
S.T.B. to be more careful in lending out its liquid assets and to
rely more heavily on deposits, it more or less doubled its size, in
monetary terms, between 1964 and 1970 °.

Deposits were the main source of the S.T.B.’s supply of funds,
and they rose steadily, though at a tendentially decreasing rate, as
can be scen from Table 56. At the same time their composition
underwent some change. Originally, the S/T.B.’s deposits had
consisted largely of the liquid assets of public enterprises, but
from 1964 on this began to change. In 1965 and 1966 the amount

! The following changes are apparent from S.T.B. balance sheets for the
years 1964 to 1970:

ST.B. share 1964 1965 1966 1967 1968 1969 1970
Sight deposits per cent of

toral bank deposits 332 348 408 (7)) 405 375 370
Credits per cent of total

bank credits 465 502 463 466 435 410 3R2

(*) Figure not available.

? In organizarional terms, too, it grew from 26 to 30 branches, of which
three abroad (in Paris, Marseilles and Beirut), and from 439 to 738 staff members
in Tunisia. See S.T.B., Annual Reports 1964 10 1970,
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of time deposits rose spectacularly, as large funds were transferred
from current accounts '. This trend was later reversed, and though

in absolute terms the volume of time deposits rernained fairly stable,

their share in total deposits, which had risen from 8.7 per cent
in 1964 to 27.6 per cent in 1966, dropped back to 14.9 per cent
in 1970. Over the same period, the figures tell of a rapid expansion
of deposits on special savings accounts, a new|category created to
encourage the formation and intermediation of small private
savings 2. In this ficld, the S.T.B.’s promational campaign launched
in 1965 and intensified in subsequent years with the introduction of
new incentives (lotteries, prizes, etc.), vielded encouraging results
especially in terms of the diffusion of the new tvpe of deposits.
Within five years of launching the campaign, at the end of 1970,
the S.T.B. was administering 31,286 such accounts, each with an
average credit balance of some 165 dinars *. This shows that the

|
I According to the S.T.B.s annual report for 1963 (p. 29), these transfers
T | ¢
were encouraged by the spread of interest rates berween the two categories of
deposits. Many firms shifted very considerable sums in order to earn the higher

interest,

2 Special savings accounts were introduced in ]‘)fii(_sce the Central Bank's
circular of 12 September 1962), but it was not until 1965 that the 8.T.B. really
set out to attract them with a massive publicity campaign on the occasion of World
Savings Day, on 31 October 1965 (see the B.CT., Annual report for 1265, p. 31).

YV ST.B., Rapport annuel, Exercice 1970, p. 64. [Tt is intercsting to note
the enormous difference between the average amounts on the 5'T.B.s speciul
savings accounts and on the savings accounts of the Caisse Nationale d'Epargne
Fhe larter had far more accounts, but on the average only some 25 dinars on each
of them, which shows that it was serving much broader groups in the low-income
hracket. This suggests that the social impact of the ST.B.'s savings promotion
campaign was perhaps not all that great. On the policy of the S8.T.B. with regard
1o savings it is interesting to look at what its Assistant General Manager, Habib
Ghenim, has to say in his communication to the 1971 Milan savings conference
(The Mobilization of Savings in African Countries, Proceedings of an International
Conference beld in Milan, 20 to 23 Sepiember 1971, Milan, International Savings
Banks Institute and Cassa di Risparmio delle Provincie Lombarde, 1972, pp. 295-302.
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management were anxiou; to extend the bank’s intermediation to

a wider market area, with the help of a socially more sophisticated
approach to savers. We find diversification of depositors, toa, in
the cheque and current ¢ccounts that make up sight deposits, at
least to judge by occasicnal references in the annual reports to
private clients’ deposits tending to grow faster than those by public
enterprises. All in all, thz S.T.B. certainly seems in all these ways
to have enhanced its efficizncy in attracting deposits.

Geographically speaking, on the other hand, its intermediation
activities appear rather lzss efficient. They seem to have been
concentrated to an overwhelming degree in the economic area of
Tunis itself. which contiibuted well over 70 per cent of sight
deposits, while the othe) governorates were the origin of only
marginal amounts . Though operating on a nation-wide scale and
dedicated to the public interest, the S.T.B. had not really succeeded
in exercising its functions n such a way as to overcome the inherent
dualism in the country’s economic and social set-up.

Table 57 gives detai s of the S.T.B.’s medium- and long-term
resources over the years - 964 to 1970, Among the former, two
items stand out for their conspicuous increase, namely, the Special
Revolving Fund, which was fed by the dinar counterpart of U.S.
aid to Tunisia, and the Nutional Housing Improvement Fund. In
addition to the special funds already administered by the S5.T.B.
in 1964, the bank reccived the F.O.D.AC. Fund and a state
advance in 1968, and in the following year took on the management

! In 8.TB., Rapport anniel | provisoire), Exercice 1967, p. 1, we find the
information that sight deposits from the Tunis area accounted for 77.5 per cent
of the total, while those from Stax and Sousse, both sizeable towns, accounted
for only 6 per cent.
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222 THE BANKING SYSTEM OF TUNISIA

of a foreign exchange loay from the West German Kreditanstalt '
and a new Capital Gocds Import Fund of American money
earmarked for the purchaie of capital goods in the United States,
the procedures being rather like those applying to the Special
Revolving Fund.

As regards long-term resources, those which the S.T.B. had in
1964 were later supplemented by two issues of 5 per cent bonds —
the Tourist Loan 1965, for [inancing tourist and hotel amenities,
and the Real Property Loan 1967, for funding building credits —
as well as bv the so-callec Capital Goods Loan floated in 1966 to
finance industrial plant. In short, there were no innovations in
this field and no major changes cither, and the critical remarks
made carlier with respect to undue fragmentation of longer-term
resources and to the ov:r-restrictive conditions governing their
use can only be repeated. Their validity is confirmed by the fact that
some of the special fund; (e.g. the Special Revolving Fund, the
A.ID. loan and T.O.D.A.C.) were less than fully used (compare
Tables 57 and 60), while cthers, like the Letters-of-indemnity Fund,
were soon exhausted, so that the S.T.B. had to curtail the credits
for which the fund was earmarked and sometimes come to the
rescue with resources of o her origin, like deposits and rediscounts.

Finally, the S.T.B. du "ing the years 1964 to 1970 supplemented
its financial resources by a lot of short-term borrowing.
Unfortunately, it was nct possible to reconstruct the size and
nature of these so-called ¢ other short-term resources” (Table 58),
which clearly are a residual, but by no means negligible, item in the
balance sheet. With som: difficulty an attempt has been made to

I The Kreditanstalt loan involved 10 million DM put at the disposal of
Tunisia by the Federal Republi- of Germany. ‘The loan agreement specifies the
dutation of the loan as 30 years, and the rate of interest payable by Tunisia as
2.5 per cent,
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trace the S.T.B.,’s recourse to central bank credit and to the money
market, but the results are subject to reservations. The annual
statements are not very clear on this point, and the information
they furnish is difficult to interpret conclusively. The figures of
Table 58 are culled from the “outside the balance sheet” records,
and show that at the end of each year the S.T.B, had a debit balance
both with the Central Bank and the money market. The latter
item, which represent the S.T.B.’s use of the liquid assets of other
banks, is usually not very large, but bill rediscounts are sizeable.
Comparing this figure with total bank debts to the B.C.T. (Table
39), it will be seen that the latter always accorded generous
preferential treatment to the S.T.B. and refinanced it to an extent
far in excess of its market share. It follows that it must have
been official policy to shield S.T.B. lending from the effects of
current monetary restrictions. The explanation no doubt lies in the
close link between S.T.B. loans and plunnedhnvestment, and in
the direct control of credit distribution to which the S.T.B., as
a public bank, was subject. In these circumstances strict selective
control to make sure that the S.T.B.’s loanable funds were used
exclusively for priority investment under the national development
plan, could very well be applied instead of restrictive quantitative
controls, and this would justify the discriminatory treatment.
Finally, to round ofl the picture of the sources of the S.T.B.’s
supply of funds, a few words on its own resources (Table 59).
Capital has remained unchanged at 2 million dinars since the last
increase in June 1964, though in July 1971 the shareholders’
assembly voted another increase to 3 million dinars. Profits were
generally high enough not only to pay cut a reasonable dividend,
but to make sizeable appropriations to reserve year after year.
This broadening of the bank’s own capital base was important,
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TABLE 59

S.T.B. CAPITAL, RESERVES AND PROFITS, 1964 TO 1870
(end-year figures, in thousand dinars)

Operating Profit
Capital Reserves * P B distributed to Dividend

Year profit shareholders
1 2 3 4 5=4:1%

1964 2,000 1,009 630 160 8
1965 2,000 1,440 714 120 5}
1966 2,000 1,994 &035 120 6
1967 2,000 2,630 846 120 6
1968 2,000 3,304 B47 120 [
1969 2,000 3,964 B6G 160 8
1970 2,000 4,579 711 160 g8

* Amount before profit appropriation.
Source: ST.B., Annual reports 1964 to 1970,

because it enabled the S.T.B. to expand its activities as a merchant
bank within statutory limits, and to make new equity investments.

Table 60 illustrates the composition of S.T.B. credits in the
years 1964 to 1970, on the basis of balance-sheet figures. These
are, however, not very satisfactorily L‘l.‘lbsiﬁ‘!.‘d as regards both
technical form and maturity, and provide no full picture of actual
credit distribution. The S.T.B.'s annual statements, {urthermore,
usually do not enlarge on the figures in the afficial balance sheet,
but comment instead — and often in somewhat synthetic terms —
on other statistics either not originating in the accounts at all or
derived from unexplained aggregation and disaggregation of balance-
sheet entries. Therefore it is difficult, if not impossible, to
reclassify lending operations on humugcnoutJ or valid scientific
principles. Subject to these reservation, the figures as they stand
do reveal a few important general trends. | The bill portfolio,
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except in so far as it repre;ents building credits ', has over the years

come to account for a decreasing proportion of total credits. This
is due to a number of causes which combined to reduce the
circulation of bills, notably the reorganization of trade channels on
a co-operative basis (and the consequent disappearance of many
private middlemen) and the expansion of the economy’s public
sector (where producers ae not much given to settling transactions
by means of bills of exchinge). Another point that emerges from
the figures is the high amount and proportion of overdrafts on
current account, the technical form of borrowing most used,
especially by public enterprises. This category, of course, includes
a great deal of pre-financirg of medium-term credits applied for and
eligible for financing from various earmarked funds, but not as yet
granted 2. The item ther2fore conceals a considerable amount of
longer-term financial asset:., and this makes it difficult to distinguish
credits precisely by their maturity. It also clearly reduced the
bank’s liquidity, both by keeping down the proportion of mobilizable
assets and by slowing dovn turnover. In these circumstances the
management decided to discourage any further expansion of over-
drafts, and from 1967 cn favoured the use of discounts as an
alternative, eased the repament of the more risky debts and applied
stricter standards to new lending in this form® In spite of all
these restrictive efforts, the results were disappointing, so much
so that the government was led to set up a special commission for
studying and putting intc cffect the rehabilitation of the financial

I Although formally disccunts, these really fall into the category of medium-
term credits.

2 See ST.B., Rapport ansuel, Exercice 1964, pp. 29-30.
* See S.T.B., Rapport anuuel, Exercice 1969, p. 69.
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structure of public enterprises '.  This should enable the S.T.B.
to consolidate and mobilize a sizeable part of its credits on current
account.

As regards medium-term credits, the situation looks better and
certainly much clearer, since there are details for the use of all the
special and earmarked funds. The expansion of medium-term
credits both in absolute and in relative terms testifies to the
continuing efforts of the S.T.B. to finance investment of special
relevance to economic development. |

The clients financed by the $.T.B., so we learn from the annual
statements, were mostly public enterprises, without distinction as to
economic sectors.  This credit distribution policy reflects the
S.T.B.'s readiness, as a public bank, to finance any government
projects within the purview of economic planning.

What was said about the geographical distribution of
depositors, applies also to borrowers. As much as 81.6 per cent
of credits outstanding at the end of 1967 pertained to the economic
area of Tunis, to the detriment of all other regions®. Once again
we see the dualism of the Tunisian economy clearly reflected in
the location pattern of the leading public baq'k’s activities.

To conclude this rewiev of the S.T.B.’s activities during the
years 1964 to 1970, it will be useful to examine its operations

L See ST.B., Rapport annuel, Exercice 1970, pp. 671.-68. The serious financial
situation of the public sector of the economy had been openly denounced by the
necw Prime Minister, Bahi Ladgham, when he outlined his programme on 15
November 1969 to the newly elected National Assembly. According to his
declarations, the rehabilitation of loss-making public enterprises alone would have
cost the state more than 50 million dinars, Sce Jean Poncet, “ L'Economie tuni-
sienne depuis lindépendence”, in Les FEconomies maghrébines, Paris, Centre
National de la Recherche Scientifique, 1971, p. 108,

2 E.g. Sousse (9.4 per cent) and Sfax (1.5 per cent), whose credit demand
was strongly influenced by fluctuations of agricultural output, See S.T.B., Rapport
annuel (provisoire), Exercice 1967, p. 111
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on the capital market. ‘Che bank’s holdings of public securities
dropped sharply at first, ir response to the official policy of reducing
the Treasury’s debts to the banking system. This led to the total
disappearance of the Tunisian Treasury Bill portfolio by 1967, and
from this date the $.T.B.'s holdings of public securities remained
remarkably stable. These holdings, however, never came anywhere
near the 30 per cent of deposits (cf. Table 56 and 61) required by
the B.C.T. under the “placher effets publics™ introduced in 1964.

Active dealings on behalf of clients placed the ST.B. in a
leading position in transictions through the Office Tunisien de
Cotation des Valeurs Moliliéres (30 to 50 per cent, according to
vears ), and also led to its Ireing responsible, at the end of 1970, for
the management of 1,561 :ecurity deposit accounts (of which 1,300
in the name of individuals) with a total nominal value of some 20
million dinars'. These dcposits contained almost 2 million stocks
and shares of many Tunitian and French companies?, and testify
to the ST.B.s interest n developing the capital market. In
pursuance of this interest, the S.T.B. proposed as early as 1964
the creation of an open-end investment fund, or SICAV (Saciété
d’investissement a capital variable), in order to spread the habit
of security investment among the public?, and in 1967 offered
its depositors a new facility for investing their savings, by
subscribing specific “prog-essive investment schemes” . TFinally,
the S.T.B. played an active part in the foundation of the Tunis

VSTR, Rapport annuel, Exercice 1970, pp. 75-76.

2 8.T.B, Rappuri annuel, Exercice 1969, pp, 7374, where it is stated that
the deposits conrained 133 diffecent securities, of which 212 issued by Tunisian
companies accounted for almost the entire total value.

3 8.T.B., Rapport annuel, Exercice 1964, p. 34.
* S.T.E., Rappart annuel provisoire), Exercice 1967, p. VL.
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Stock Exchange'. It is oo early, however, to assess the results
of these more recent effcrts, all of which aim at increasing and
diversifying the participat on of household savings in development
finance. Tt would be urreasonable to expect spectacular results
in the short run, given ‘hat the promotion of individual saving
usually requires a prolonged, continuous and large-scale campaign,
and in any case presupposes a general improvement in the
community's economic coaditions.

In its capacity as merchant bankers, the S.T.B. more than
quadrupled its trade investments during the period 1964-1970,
by placing the bulk of its capital reserves in equities (cf. Tables 59
and 61). At the beginning of 1964, the S.T.B. had sizeable, but
generally minority holdings in 29 recently established companies ?
belonging to the most divirse branches of industry and the tertiary
sector. By the end af 197), it had equity holdings worth 3,786,000
dinars (against 861,000 ¢t the beginning of 1964), in altogether
55 companies. During the intervening vears, the S.T.B. was very
active as a company promoter, examined and worked out a great
many investment projects, acted as a useful link between the capital
market and its own associated companies, and kept renewing its
nortfolio by replacing shires in well-established companies with
shares in new ones. Clesrly, in this field the S.T.B. concentrated
on the public interest wi hout regard to its own profits.

As regards the composition of the S.T.B.’s equity portfolio on
31 December 1970, it is interesting to note that financial companies
(banks and credit institutzs, insurance companies, finance houses,
etc.) accounted for 30.6 por cent of the total value, with companies

! ST.B., Rapport annuel, Exercice 1970, p. 76.

2 In many cases, the S.T B. rook an active part in their foundation.
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in the tourist industry taking second place with 22.7 per cent .
By this policy, the S8.T.B. extended the influence sphere of public
administration to the private financial sector, even though its
holdings, the most important of which are listed in Table 9, did
not vet give it the standing of a real “financial group”. This is
not to be excluded for the future, however. A straw in the wind,
pethaps, is the fairly large holding taken out by the S.T.B. in the
SO.FI.GES. (Société Financiére de Gestian), a company set up in
1967 for the specific purpose of managing equity portfolios *. This
may well turn out to be a first step in trying to gain entry to
collateral sectors, in connection with the S.T.B.s plans to increase
the participation of individual and household savings in the
expansion of the capital market.

Société Nationale d’Investissement

During its early years, 1959 to 1964, the general results
of the SN.L’s activities had not been very satisfactory, and had
raised the problem of a reorganization of the company’s structure
and functions. The composition of the S.N.I.'s assets and liabilities
on 31 December 1964 (Tables 62 and 63) reveals a shortage of
medium- to long-term resources placed in credits, together with
excessive liquidity of loan assets* in blarant contradiction to the
S.N.I.’s statutory function of financing economic development.
These serious shortcomings were attributable to a variety of causes.
First of all, the S.N.I. had not succeeded in marking out a place
for itself on the national credit market, given that its activities

I At the end of the preceding vear, holdings in financial companies accounted
for as much as 34,75 per cent of the total value. See ST .B., Annual report for
1969, p. 73, and Annual report for 1970, p. 71.

2 S.T.B., Rapport annuel (provisoire), Exercice 1967, p. V.

. |
¥ Witness the large amount lent out on the money market,
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were in direct competitior with those of the S.T.B., which, as a
merchant bank, studied and launched a good many new industrial
ventures, to which it cortributed equity capital. Secondly, the
S.N.I. had no branches ouside its head office at all, so that, given
the very limited capital market as well, it had failed to raise adequate
resources both of the stort-term and the longer-term variety.
Unlike the S.T.B., furtherrore, the S.N.I. had no special resources
from the state. Its equity portfolio vielded small returns and much
of it was frozen, and this impaired the S.N.L's self-financing
capacity as well as its abil tv to provide continuous, new impulses
for industrial development. And finally, there were staff deficiencies,
both as regards the number of personnel employed and their
technical and financial coripetence.

In an effort to improve the company’s working efficiency, the
management in 1964 set 1p a development division, which was to
study, plan and put into effect industrial projects, and a credit
division, with the task of e:panding medium- and long-term lending.
In a simultancous effort to strengthen the company’s financial
resources, all national financial institutes were asked to deposit
with the SN.I. some pa‘t of their funds on blocked accounts,
and a cash and payments service was organized for associated
companies '. Finally, the S.N.I. obtained a 15-year loan of 500,000
dinars from the Caisse Na'ionale de Sécurité Sociale, concluded an
agreement with the Minist'y of Planning and the National Economy
for a special revolving furd of another 500,000 dinars, and made
contacts with international financial organizations with a view to
long-term loans. The intention was that the company, having
thus revitalized itself, should adopt new statutes together with the

! This was a highly succe sful move which ruised the SN.1's sight deposits
from associated companies 1o 839,000 dinars by the end of 1964.
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new name of Bangue Tunisienne de Développement (shareholders’
meeting of 28 June 1965).

However, on the advice of the International Finance
Corporation, an affiliate of the International Bank for Reconstruction
and Development, these plans were altered and the S.N.I. was
instead transferred from the public to the private sector. For
background information, it should be recalled that towards the end
of 1963 the Tunisian government had asked the IFC to prepare
a study on the Tunisian economy’s prospective L’cmand for medium-
and long-term credit. This study was duly prepared in 1964, and
recommended a general structural rationalization of medium- and

long-term credit institutes, and, with particular reference to the
S.N.IL., that this company should either be replaced or reorganized.
In response to these recommendations the government decided to
transform the S.N.I. into an essentially private development finance
company, and asked the IFC to take part in the reorganization and
to contribute to the capital of the reurgunizeh company ( January
1965).

On this occasion the capital of the S.N.I. was reduced from
2 to 1.5 million dinars and its distribution was changed radically.
Direct and indirect state holdings (via the Central Bank, and public
firms and banks) were reduced from 55 to 15.7 per cent, the IFC
took over 20 per cent of the shares, and various European banks
another 8 per cent (sce Table 9). In this way the state gave
up control of the S.N.I. without any corresponding reduction in
its capital contribution, for the company received a “non-reimburs-
able state grant” of 500,000 dinars. By virtue of a special
convention, furthermore, the state undertook to guarantee equity
holdings in the S.N.I’s portfolio on 31 December 1965. In
connection with its transfer to private hands, the company’s object
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was redefined in mare restrictive terms, which limited investments
in the public sector of th: economy to 25 per cent of the SN.I’s
total investments. A s multaneous staff reorganization was to
improve the competence and productivity of personnel.

All these changes were intended, essentially, to redefine the
S.N.I.’s sphere of activity with more emphasis on financing the
private sector, to pave the way for the obrainment of foreign loans
and to upgrade managemznt thanks to the direct participation of
leading financial organizations and institutes.

The results are man:fest in the rapid growth of foreign loans
in the years following 1955 °.

Additional funds were raised by a bond issue in 1966, which
was wholly subscribed b the B.C.T., and on deposit accounts’.

On the lending side, too, considerable growth is apparent after
1965 (Table 63), most of all in medium- and long-term loans, as
originally recommended by the IFC. Short-term loan assets, by
contrast, started declinin; from 1966 on, and the total value of
equity heldings remained more or less constant. All this suggests
that after the 1965 reorganization the SN.I. worked out and

! Obviocusly, the presenc: of the IFC and several European banks on the
board of directors was going to be a prior condition for obtaining foreign loans.

2 Thanks to the good ofices of the IFC, thc SN.I. obtained three credit
lines from the World Bank, the first in 1966 for 5 million dollars, the second
in 1968 for 10 million dollars, and the third in 1970 {or another 10 million dollars.
The SN.I. furthermore receiv:d a three-million dollar loan from the Swedish
Government via the Swedish nternational Development Authority. For details
of the actuzl loan amounts dispsable sce Table 62.

* See Table ¢2, with th: following comments: the 1967 drop in deposits
was largely due to withdrawal. by the Caisse des Préts aux Commerces (SN,
Annual report 1968, p. 22), and the strong rise in 1970 reflects subscriptions to the
capital increase then in course and temporarily accounted for under the heading
blocked deposit accounts (S.N.]., Annual report 1970, p. 35).
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followed a distinct policy line, which in practice meant a major
change in its contribution to development finance. But why it
preferred medium- and long-term lending to equity capital is not
so easy to explain. It looks as though the management meant to
reduce the bank’s direct participation in the risks of associated
companies, and to interpret its role more in technical than in
creative terms.  And of course, as was mcn}ioncd before, equity
holdings brought little return and tied up funds for too long. Annual
statements reveal that only about 25 per cent of the companies
in which the S.N.I. had a stake distributed any dividend at all,
that the yield of the equity portfolio was never more than 3.6
per cent !, and that of the 39 companies affiliated to the SN.L. at
the end of 1964, 19 still were on 31 December 1969, at which
date they accounted for 61 per cent of the portfolio’. More than
once, in presenting their annual reports, the board of directors
mentioned that the low returns on equity holdings were due to
newly established companies not yet on stream . Nevertheless the
S.N.T. often renewed its equity portfolio, selling shares of companies
as soon as they were well established and taking instead a stake
in new ones. In so doing, the S.N.I. certainly adhered to the

! Taking the dividends cashed during any one year and the value of the
portfolio at the end of the preceding year, returns were 1.8 per cent in 1965,
2 per cent in 1966, 3.1 in 1967, 2.8 in 1968, 3.6 in 196% and 2.4 per cent in
1970. Stricly speaking, the calculation should include income from scrip issucs
and from the sale of portfolio holdings, that is, capiral appreciation; but no figures
are available for this,

2 Of these 19 companies, only 6 had paid dividends for at least three years
(Société Tumisienne du Sucre, Soctété Nationale du Lidge, Compagnie Générale
des Salines de Tunisie, Société “Skanes”, Société Tunisienne d'Industrie Automio-
bile and Société Tunisienne de Filature et de Tissage).

* In the experience of the SN.I. it takes ar least two 1o three years to run
in a new company,
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spirit of its statutes, but t is worth stressing this point, because
no doubt it would have been more profitable for the S.N.I. to

transform itself gradually into a holding company for those of its
associates that were doing best. On the other hand, the sale of
equity holdings was facilitated by government guarantees under a
number of conventions afier the end of 1965'. And the SN.I’s
own management, like that of the S.T.B., did its best to make
its shareholdings more regotiable by repeatedly suggesting the
establishment of an open-e1d investment fund, which, it was hoped,
would make the market more receptive for equities. Again like
the S.T.B., the S.N.I. took an active part in the preparatory work
for the Stock Exchange.

As regards the distribution of the S.N.I’s equity holdings
by branches of industry (Table 64), the earlicst comparable figures
go back to 1967, but the four vears for which they are available
are enough evidence of thz company’s new investment policy, that
is, its growing commitments in the tourist and hotel industry in
1969 and 1970. In 19€9 the S.N.I. became a founder member
of the Compagnie Financiére et Toaristigue, contributing about
800,000 dinars of its initic| capital of five million >, CO.FI.TOUR.
was set up to co-ordinate and strengthen the financing of tourist
development (building new hotels, enlarging existing ones,

! The portfolio guarantee by the state originally amounted to 1,908 million
dinars, and during the five years 1966-1970 59.22 per cent of it was sold, either on
the market or to the government, leaving a residual portfolio valued at 778,000
dinars on 31 December 1970 (3N.1., Rapport annuel, Exercice 1970, p. 27).

? The Internationel Finince Corporation contribued 20 per cent of the
capital, and other sharehalders iiclude a consortium of Tunisian banks and various
foreign financial groups. which nwn about 25 per cent of the capital. See Société
Financiére Internationale, La S F.1. en Afrigue, pp. 45-46.
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improving tourist transpor:, planning tourist amenities for certain
regions, promotion, etc.). Other industries in which the S.N.I.
always showed an interes: were the food industry, construction
and construction materials,

By contrast, no definie trends are discernible in the distribu-
tion of S.N.I. medium- end long-term credits during the vears
1967 ta 1970 (Table 65) except the marked diminution of the
proportion of total such crzdits going to tourism and hotels in the
last two years. One intercsting point is the time lag between the
authorization of credits anl their use, which goes to show that in
these years borrowed funcs simply could not be spent as fast as
new credits were granted.

In all, then, the S.N.[. went through a phase of conspicuous
expansion after its reorganization in 1965. It found its place
on the national credit merket, and in time turned itself into a
medium- and long-term credit institute rather than a development
finance company. This was, incidentally, fully in line with the
principles of credit specialization laid down by the 1967 Bank Act
for “investment banks”.

After several succesiful years!, the company’s board of
directors and the authoritics decided it was time to strengthen its
financial structurc by doubling its capital from 1.5 to 3 million
dinars. The operation wa: begun on 10 June 1970 and ended on
19 February 1971 with a slightly altered equity distribution.
Comparing Tables 9 and 66, it will be scen that non-Tunisian
banks raised their combined stake from 8 to 12.22 per cent, but

I' Indirect confirmation of this success is found in the company’s raising its
dividend from 4 to 5 per cent in 1969 and then to @ per cent in 1970, and in the
1970 book value of S.IN.I. sharcs, vhich was estimated at about 9 dinars for 5 dinars
nominal value.
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TABLE 66

DISTRIBUTICN OF SN.I. EQUITY BEFORE AND AFTER THE 1870 CAPITAL
INCREASE

Before After
Shareholders
G ag

State and state agencies I | 765 I
State-controlled companies 157 ¢ 7.09 24.29
State-controlled banks ' | 9.55 l
Private Tunisian banks 1.0 B40 |
Private Tunisian shareholders 53.5 3398 | el
International financial organizations (IFC) 20.0 20,00 |
Non-Tunisian banks 8.0 1222 } 3333
Non-Tunisian private shareholders - 111 |

100 100 100

Sowrce: Mimeographed documentation made available by the SN.I. management,
|

with shifts within the group'. Among Iunlsm.n bank shareholders,
it is worth mentioning the disappearance of th& Bangue d’Escompte
et du Crédit a UlIndustrie (absorbed in 1969 b]lg the Union Bancaire
pour le Commerce et ['Industrie), as well as two newcomers, the
Crédit Foncier et Commercial de Tunisie and the Bangue du Sud,

both with insignificantly small holdings. In all, however, Tunisian

! Holdings before and after the capital increase compare as follows (per

eetit): Before After
Caisse Centrale de Coopération Economique 1 6
Banca Commrerciale 1taliana 2 2
Bangue Nationale de Paris — 1.22
Caisse de Dépsts et Consignations 1 1
Bank fir Gemeinwirtschaft 2 1
Stockholns Lnskilda Bank 2 1

s 12,22
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banks increased their combined stake in the SN.I. None of these

changes was big enough 1o make any difference to management
policy.

Having thus reinforced its own capital base, the S.N.I. has
been trying to raise additional medium- and long-term resources.
Negotiations are in course for a second credit line, of about 3
million dollars, from the Swedish International Development
Authority, as well as for a fourth one from the World Bank, in an
amount of about 12 millioa dollars.

The SN.I. looks all set, therefore, for vigorous expansion

in the future !,

Bangue Nationale Agricole and Caisses Lacales de Crédit Mutuel

Despite the governm:nt-sponsored radical structural reforms
in agriculture, the activities of the Bangue Nationale Agricole during
the years 1964 ta 1970 display remarkable continuity. The two
key points of the government’s agricultural policy were the total
expropriation of all land belonging to foreign settlers (law of 12
May 1964) and the large-scale, rapid and compulsory introduction
of the co-aperative system involving an altogether new social and
economic approach. Actuzlly, the spread of agricultural production,
service and credit co-operatives did have a strong bearing both
on the resources and the lending of the bank, which was forced to
adapt itself flexibly to quick changes in the composition of its
clients, but it did not appreciably alter the pace of expansion, This
is surprising, given that the sudden switch in 1969 from a policy
of farm collectivization b:ck to the original formula of balanced

! Oddly enough, the rapil growth of the SN.I.’s assets was not matched
by personnel expansion; at the end of 1970, the bank still had barely 75 staff
members,
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development of public, private and co-operative enterprises ' makes
it clear that the abortive experiment must have been very costly
for the BIN.A., especially in terms of the mcxdence of defaults on
the aggregate volume of loans to co-operatives *. Unfortunately,
the bank’s official balance-sheet figures are not fully informative
on this point and the extent of these defaults cannot be quantified,
but their existence is proved by the poor financial situation of very
many agricultural co-operatives.  Since this matter cannot be
further analysed for lack of adequate statistical data, the discussion
will have to be limited to the BN.A’s assets and liabilities as a
whole, and their changes during the period concerned.

The B.N.A.’s financial resources more than doubled between
1964 and 1970, mainly thanks to special funds and allocations made
available to it by the government under a wvariety of headings.
Deposits were highly unstable (see Table 67); they dropped very
sharply in 1964, owing to withdrawals on the part of several
government-controlled agencies which were transferring funds to
the Treasury, and it took the B.N.A. three years and an intensive
publicity campaign until it fully recovered the lost ground by the
end of 1966 7%

But in spite of the bank’s efforts to attract the cash assets of
its clients, deposits declined again in 1967, though not nearly so
much as before and only for a short while. After that deposits
were on an upward but uneven trend, with temporary falls either
in time deposits (1968) or in sight deposits (1970). As regards

! See Law No. 6956 of 22 September 1969, on the structural reform of
agriculture, Journal officiel, 23 September 1969.
2 BNT. (formerly BN.A.), Rapport annuel, Exercice 1970,

3 The conspicuous growth of time deposits in 1965 owned much to an
exceptional inflow of funds from foreign depositors. See BN.A., Rapport annuel,
Exercice 1965,
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the latter, their decline can probably be attributed to economic
recovery after the liberalization process initiated late in 1969,
for many firms had been marking time during the period of political
uncertainly and a sizeable part of their working capital had
accumulated in cash on the bank’s sight deposit accounts, only to be
withdrawn later for financing renewed output growth. The
temporary decline of time deposits in 1968, on the other hand,
seems to have been at least partly due to a shift of funds to the
new savings accounts, which the B.N.A. had introduced in that year
with a fairly intensive publicity campaign. But leaving aside these
incidental causes, the discontinuous and not altogether satisfactory
growth of the B.N.A.’s deposits during the period 1964-1970 had
without doubt much to do with the calamities which successively
hit agricultural output: first extremely irregular rainfall in 1964,
then drought in 1966 to 1968, and finally disastrous floods in
1969 ', All this slowed down the accumulation of new deposits
in rural areas, though it must be added that these were not the
primary source of B.N.A. deposits. In these areas, morcover,
the B.N.A. encountered growing competition from the Caisses Lo-
cales de Crédit Mutuel, which, as will be seen presently, in the
years 1965-1969 successfully attracted deposits from their members
and local communities, thus skimming off a major part of the
small enough financial savings of the farm population. One last
impottant point to note with reference to the BN.A.'s deposits is
that during the period under discussion the share of time deposits
in the total rose from 11.2 to 28.5 per cent, much to the benefit

" Furthermore, in 1964-1965 Tunisian expuorts of agricultural commodities
suffered from the French unilateral repudiation of the commercial and tarifl
agreements, and from a decline of sales to EEC markews not fully offset by
higher sules on EFTA markets.
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of the overall structure ¢f the bank’s financial resources and of
their suitability for the type of lending the bank went in for'.

While deposits rose i1 all by 46.5 per cent from the beginning
of 1964 to the end of 1970, the other main source of the B.N.A.’s
loanable resources, special funds and allocations, increased by some
300 per cent, and thus came to account for a much higher proportion
of total liabilities. Thes: special funds came from a variety of
sources and were set up at differing dates, as can be seen from
Table 68.

In 1964 the BN.A. >egan disbursing money from the Special
Agricultural Development Fund (FO.S.D.A.)), after the signature,
on 12 November 1963, of the relevant protocol of agreement with
the government. This find started with 500,000 dinars, was
greatly augmented in subscquent years, and used on a Jarge scale
for financing medium- to long-term agricultural investment . With
the resources of the D...F. Loan pretty fully committed, the
B.N.A. started negotiatioas with the United States Agency for
International Developmen: (U.S.A.I.D,) and the World Bank for
further foreign loans.

In 1967 the government set up an entirely new special fund
and turned it aver to the B.N.A. for management. This was known
as the Special Tunisian Government Fund for Financial Consolidation
(FO.S.A.T.), was started u> with 500,000 dinars, and was intended

! From this point of vievs the S.T.B. was less successful, even thaugh its
total depusits expanded more than those of the B.IN.A.

? As indeed envisaged by the law 27 May 1963, on government incentives

for agricultural development. Cumulative state allocations to the fund were as
follows (in thousand dinars): 500 in 1964, 1,500 in 1965, 3,500 in 1964,
4,867 in 1967 and 3,579 in 1958, at which point the bank’s annual statements
stop piving further information. The rcason why these figures do not tally with
those of Table GB is rhat suc-essive allocations were not always immediately
disposable for use, and were the efore not immediatelv shown in the balance sheet
as additions to the bank's liabilities.
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to make good part of the unrecoverable debts of agricultural co-
operatives and individual farmers to the BN.A.', as well as the
debts of co-operatives to their supplicrs.

During the same vear, the above-mentioned intarnational
negotiations came to a successful conclusion with an 18-million
dollar loan from the World Bank to the Tunisian government,
earmarked for investment projects of the Production Units in the
north of the country. This loan, too, became the responsibility
of the B.N.A., which received a first instalment of some 1.4 million
dollars in 1968.

Finally, to supplement its resources from loans and special
funds, the B.N.A. doubled its own reserves in the course of the
four years 1964 to 1967, und raised its capital in successive stages.
On 18 May 1968 the Assembly voted a capital increase from
400,000 to 1,200,000 dizars, to be carried out by a free scrip
issue of 40,000 10-dinar shares (and a cortesponding capitalization
of reserves in the amount of 400,000 dinars) and a simultaneous
issuc of 40,000 new shares at par. The subscription of the latter
did not significantly alter t1e distribution of the bank’s equity, even
though the state ceded its sption rights to the Unions Centrales des
Coopératives ”.

I To be eligible for FO.A S.I'. financing, a debt had to be overdue for more
than one vear and its non-repasment had to be shown to involve a capital loss
for the BN.A. (BN.A.. Rappo:t annnel, Exercice 1967). The creation of this
fund says much about the diffict It financial situation of many of the co-operatives
which had heen set up compulso-ily and in some haste, and hence were not always
uble to count on a true co-oper:tive spirit among their members, not to speak of
lack of equipment, competent anagers and organization.

2 At the end of 1968 the B.IN.A's 120,000 shares were distributed as
tollows:
Tunpisian stale 40,010 shares
Government-controlled agencies and co-operatives 56,676,
Private investors 23314,
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On 8 August 1969, on the occasion of the BN.A’s ten-year
anniversary, the Assembly again decided to raise the capital, this
time to 2 million dinars. This was to be done by means of two
successive new share issues of 400,000 dinars each. The first issuc
was fully subscribed and paid up in the course of 1969'. These
capital increases were judged necessary because, after ten years
of almost uninterrupted expansion, the bank’s equity capital base
was definitely too narrow.

On the same occasion, the shareholders’ assembly decided to
change the name of the B.IN.A. to Bangue Nationale de Tunisie,
which was felt to be more in line with the bank's non-specialized
character.  For all its being purely formal, the change was
significant, in that it confirmed the policy followed by the
management since the outset, with full ofhicial concurrence. In
practice the management of the B.N.A. had always interpreted the
bank’s intermediation functions as being multi-sectoral, notwith-
standing repeated reassertions of its “primary concern” with
agricultural development. The reason for this are common
knowledge and were discussed earlier, in connection with the
B.N.A.’s activities in the years 1959 to 1963. The key factor was
no doubt the combination of small returns and high risk associated
with agricultural credit. Since the authorities had not set up the
B.N.A. as a specialized bank, had given it equal status with all other
credit institutes and required it to stand on its own f{eet economically,
the bank was forced to diversify its risks, borrowers and activities.
Experience during the first ten years had, for the rest, made it
amply clear that Tunisian agriculture offered the B.N.A. no

I In the course of the capital increases of 1968 and 1969 the Caisses Locales
de Crédit Mutuel, oo, acquired conspicuous holdings, which, on 31 December
1969, amountzad to 23.7 per cent of the BN.A’s share capital.
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opportunity of normal busiaess, except at the cost of credic selection
so strict as to be in patent contradiction with the aim of agricultural
development .

As regards the BN.A.’s credit operations, the figures given in
annual statements are nct homogeneous, and can therefore be
neither aggregated nor cornpared. Sometimes the figures refer to
flows, that is, the volume of credit granted in the course of any
one year, somctimes to sticks, in terms of credits outstanding at
the end of any one year. Nothing precise can, therefore, be said
about the composition of B N.A. credits by destination and maturity.
Tt is hard to know, even, how much of the bank’s credit went to
agriculture as such, to activities connected with agriculture
(storage, marketing and processing of farm produce), and to other
sectors (industry and non agricultural services).

Rather more can be said about the technical forms of credit.
For instance, Table 69 rcveals a marked, though perhaps not as
vet definite, shift from bill discounts to overdrafts. This was due,
in part, to the bank’s reo ganization of its accounts in 1969, and
in part to changes in its clicnts’ preferences and composition, Firms
in the rapidly expanding co-operative sector on the whole preferred
averdrafts to bill discount:. This change certainly was not helpful
so far as the bank was concerned, because it reduced the proportion
of quickly mabilizable assets and increased the risk of funds getting
tied up in current accouns with unduly slow turnover . These,
incidentally, were problemms which the B.N.A. shared with the
S TBi

! The degree to which the BN.A. conducred its business in “normal” ways
is reflected, among other things in the growth of ils reserves {Table 67) and in
its dividend distributions (5 per cent from 1964 to 1969 and 7 per cent in 1970).

2 This did, in fact, happen fairly often, because many of the BN.As
clients, especially the co-operatives, were somewhat short of own resources.
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The time series of short-term working credits and medium-
and long-term credits to azriculture look somewhat confused and
erratic (Table 70), but nevertheless reveal a few basic trends worth
mentioning. First of all, the changing number of credits granted,
respectively, to individual ‘armers and to co-operatives reflects the
changing structural pattern of agriculture. Both as regards the
number and the volume of credits, and more particularly short-term

working credits, co-operatives absorbed a growing share from 1964
to 1969, which suggests rather severe discrimination against
individual farmers. With this policy, of course, the BN.A. did
no more than keep in stey with current agricultural policy, which
deliberately aimed at strer gthening the co-operative sector. This
trend was reversed in 1970 — a circumstance which lends force
to the assumption of discririination, because if follows the initiation,
late in 1969, of large-scale liberalization in agriculture.

Another set of trends that can be discerned is that the average
amount of separate credits increased in the case of individual
borrowers, decreased in the case of medium- and long-term loans
to co-operatives, and rem:uined more or less constant in the case
of working credits to co-oderatives. The first of these trends can
probably be explained by the fact that the new co-operative system
mainly involved the consclidation of small farms, but had as yet
made no impact on the pat ern of land tenure higher up in the scale.
If this interpretation is co-rect, the trend in question would reflect
credit demand on the part of medium-sized to large farms not yet
drawn into the orbit of reighbouring co-operatives. The second
trend, on the other hand, bears witness to the BN.A.s efforts to
stretch its slender resources in order to meet the growing demand
of a mounting number o co-operatives for credit of more than
short-term duration.
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Finally, the average unit amount of credits as a whole is seen
to have risen slowly, probably in the wake of structural change and
the progressive concentration of farm enterprises. This might
ultimately have led to more risk concentration, but does not seem
to have had any harmful effects on the BN.A.'s operational
situation.

From Tables 67 and 68, which latter unfortunately stops in
1967, it can be seen that special funds were less than fully used for
the medium- and long-term credits for which they were earmarked.
Yet there must have been enough demand for such credits in
agriculture for the full use of these funds. One can only conclude
that the bank was somewhat lacking in efficiency, not to speak of
the no doubt unduly rigid clauses governing the use of each fund
or allocation. Actually, loans extended by the BIN.A. from most
of the special funds were covered in some way or another by a state
guarantee, especially when the beneficiary was a co-operative ', Just
how willing the public administration was to shoulder the losses
incurred by the B.N.A. through defaults on its loans to agriculture
is shown by the creation of the Special Fund for Financial
Consolidation. This surely proves that the B.N.A. did not try to
keep down its risks at the cost of a restrictive ¢redit policy, however
firmly the management refused to interpret credit as a form of
assistance.

The extent to which the B.N.A. financed activities connected
with agriculture is shown in Table 71. The activities concerned are
mostly the storage, marketing and preservation of major farm
products, notably grain, pulses, wine and oil>. Credits for these
purposes help to buttress agricultural marl-:el.fs, and hence proved

b See BN.A., Rapport annuel, Lxercice 1965,

? Credits of this kind most often took the form of advances on warrants.
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TapLe 71

BN.A-BN.T. CREDITS FOR T IE STORAGE AND MARKETING OQF MAJOR
AGRICULTURAL PRODIUCTS, 135 TQ 1970
(end-year figures, in thousard dinar)

Credits 1965 1966 1967 1968 1969 1970
Credits for grain' 1,066 3,434 4.037 5,335 5,255 6,024
Credits for wine 1,37 1,774 2.270 2,905 3,030 1,928
Credits for oil [,144 1,351 303 313 80 1,685
Credits for food preserves 150 1,572 1,161 1,323 (*) (%)

Total 734 BI31 7771 9896 8365 9,637

' Including certain pulses handled w the Office des Cérdales.
(*) Figure not mentioned in the ainual reports concerned.

Note: See explanatory note to Takle 70.
Source: BN.A. and BN.T., Annual repotts 1966 to 1970,

a useful and necessary supslement to farm credit as such, in that
they certainly did much to improve the profits and the solvency
of agricultural producers i1 general. These credits can therefore
not be said to be out of lixe with the bank’s primary function of
financing agricultural dev:lopment. The figures of Table 71
require no particular comrients. They reflect, by and large, the
fluctuating harvest results of the products concerned. The
exceptionally low credits o oil producers in the years 1967 to
1969, for instance, are connected with the drastic fall in oil output.
One point that should be mentioned is that the figures given for
wine are in some cases cumulative, in that they include loans
extended in earlier years and not yet repaid; they therefore overstate
the B.N.A’s financial backing for this particular commodity,
compared with the others '

! See BNT., Annual reports 1969 and 1970.
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The annual statements as a rule do not say much about the
conditions and principles governing the bank’s credit operations.
They do, nevertheless, shed some light on a few important aspects,
from which one can learn much about how the bank actually
worked. Tt is interesting, first of all, to note the board of
directors’ repeated insistence that credit must not be granted
without prior, strict scrutiny of the earning and repayment capacity
of the applicant enterprise. This was fully in line with the bank’s
policy in the years 1959 to 1963', and explains the board’s
critical attitude to the special seed credits to grain farmers in
the years 1962/63 and 1963/64. Tt is a fact that these credits,
which were financed from special government funds, were
most often repaid very late, if ever — witness the BIN.A.’s inability
to finally liquidate them before 1967 (see Tables 14 and 68).
However hard the B.IN.A. tried to combat the notion that
agricultural credit was eminently a matter of assistance to farmers,
a notion which went back to Protectorate days, the annual
statements again and again refer to the chronic tendency of
borrowers to delay repayments beyond the agreed date. This never
ceased to cause trouble, and often forced the BN.A. to draw
heavily on central bank credit in order to finance farm production
cycles, because a considerable part of its financial resources was
still tied up in credits for the preceding year®. Tt would seem
that this particular situation got worse after the more or less
compulsory spread of co-operatives under government auspices.

' The Annual report 1964 srresses thas this “stvle” of credit palicy would
be applied equally to the many newly-established co-operative units, which initially
cnjoyed state guarantees. As will be seen later, the BIN.A. tried irs best. too,
to bring the conduct of the Caisses Locales de Crédil Mutwel into line with
orthudox banking principles, in the sense outlined in the text. See BN.A., Rapport
annuel, Exercice 1963,

2 Sce BN.T., Rapport annuel, Exercice 1970.
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The bank’s security iwestments fluctuated a great deal during
the years 1964 to 1970. Table 69 shows, in 1964 and 1966, big
increases in the portfolio of public securities (bons d'équipement
and Treasury Bills), initizllv no doubt in response to the raising
of the public securities/de»osits ratio from 25 to 30 per cent under
the 1964 stabilization prcgramme. After that there was a sharp
drop, and subsequently tie figures settled down at a level well
below the required ratio. This needs no comment, since it in no
way differs from general practice throughout the whole banking
system.

The B.N.A.'s equity lioldings, on the other hand, grew steadily
and very fast, though of course they represented only a very small
portion of total assets. Tt is worth pointing out that such venture
capital as the BN.A. did provide often went to companies which
had nothing to do with sgriculture at all. This certairly was in
contradiction with the b:nk’s primary institutional concern, but
still represented a non specialized contribution to economic
development and was ful'y in line with the general political and
economic responsibilities vrhich the B.N.A., as a public bank, could
not evade. In any case, the BIN.A. also provided financial backing
for the establishment anc growth of a number of companies in
branches collateral to farming and hence vety useful for agricultural
development .

So much for the growth of the Bangue Nationale Agricole,
now Bangue Nationale de Tunisie, during the years 1964 to 1970.
As to how the bank orginized itself to cope with this growth,
there is an odd discreparcy. In all these years, it opened only

! The BMN.T., for instance, is a shareholders in the following companies:
Saciété Tunisienne d'Industrie Laitiéres, Société d'lmportation et de Diffusion
de Produits Alimeniaires ot Diitétiques, Société Tunisie-Glaces, Société de Misc
en Valeur du Sud.



THE BANKING SYSTEM AFTER THE 1964 STABILIZATION PROGRAMME 265

one new branch, raising the total from 24 to 25; but its staff
increased from 333 to 592. Part of the explanation lies in the
management’s own policy of structural consolidation, and part in
the spread of the Caisses Locales de Crédit Mutwel, which acted
as channels and adjuncts for BN A, credit in outlying rural areas,
but also committed a high proportion of BN.A. executives in
supervisory and liaison work. By attaching to itsell these gradually
multiplying Caisses Locales, the BN.A. as it were assumed the
chatacter and functions of a central co-ordinating agency for
agricultural credit, which relegated the question of broadening
geographical coverage to second place and gave prominence instead
to the need for more staft capable of discharging the tasks of co-
ordination, supervision and development.

The geographical pattern of the BN.A.’s activities is of some
interest, too. At the end of 1968 the B.N.A. had three branch
offices in Tunis, and 22 in other major towns . These 22 employed
91 of the total staff of 531, and were responsible for 25.8 per cent
of all deposits and for 39.5 per cent of all credits then outstanding.
Geographically speaking, therefore, the B.IN.A| had a better spread
than the S.T.B., with its more marked concentration in the capital.
Even so, it was not satisfactory for an agricultural credit institute,
whose efficiency depends to a large extent on the dispersion of loans
throughout the rural arcas. Furthermore, of all the credits
outstanding with the 22 provincial branch offices on 31 December
1968, only 39.3 per cent were actually concerped with agricultural
activities in the strict sense . Again, this suggests less than full

! The figures were furnished by the bank’s Divisiop de Controle. Animation
des agences et des C.LC.M.

? Excluding, that is, the storage, marketing, preservation and processing
of agricultural produce.
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efficiency on the part o' the B.N.A. as an agricultural credit
institute.

But it is vain to soeculate on possible solutions to these
problems, because with the recent general political realipnment, it
is impossible to make any 1easonable guesses about the government’s
future agricultural policy. So far as its credit aspects are concerned,
the 1969 and 1970 annuil statements of the B.N.T. give no cue
to its future activities, but merely reassert the principle of the
balanced development of itate, private and co-operative enterprise
in agriculture, while also dwelling on the economic and financial
shortcomings of the co-operative system. However, recent
legislation on agricultural credit ' provides for conspicuous state
contributions to the financing of agricultural development. These
may take the form of loais to cover up to 50 or 80 per cent of
investment costs, of subiscies up to 10 or 20 per cent of investment
costs, or of specially low interest rates not exceeding 4 per cent,
and in some cases even loss.

In 1963, the Ministr; of Planning and the National Economy
launched an experimental programme of co-operative agricultural
credit by setting up Caisses Locales de Crédit Mutuel in the pilot
zone of Cap Bon. These Caisses were organized on co-operative
lines, and were meant to develop credit activities at strictly local
level for their members, who could be farmers or craftsmen . Their
capital consisted of menbership subscriptions, they accepted
deposits, and to supplement their financial resources they had a

1 Decrees No. 70-522, 70-523, 70-524 of 6 October 1970, and a number of
departmental orders by the Ninistries of Finance and Agriculture dated 20
Octaber 1970. These ate publshed, respectively, in the Journal Oficiel de la
République Tunisienne of 2-6-9 October and of 20-24 October 1970.

2 Tnitially, no member wes entitled to credit from a Caisse in excess of 50
times his own membership subs:ription; later this multiplier was recuced o 20.
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state grant and were entitled to retain, and add to their capital,
1 per cent of loans granted. Whether there was any real necessity
to create this elaborate new credit infrastructure for agriculture is a
moot question, because, as was mentioned before, the B.N.A. had
for some time been developing its own network of Sections Locales
de Crédit Agricole, which, through graduah consolidation and
transformation, might well have ended up as a system of local credit
co-operatives. While this was admittedly a slow process, it is
not at all proved that it was wise for the government to step in
with a programme of its own, which was bound to entail duplication
of infrastructures and, in the absence of adequate co-ordination, a
waste of effort and resources. Precisely on this argument, the B.N.A.
management more than once took occasion to insist on the unity
of agricultural credit and to urge the government to work out a
scheme of co-ordination between the existing local credit sections
and the new Caisses '

Such a co-ordination scheme was brought into effect in 1965
by a formal agreement between the BIN.A. and the Ministry of

b See, c.g., the BN.As Annual reports 1963 and 1964, and also Hamda
Beji, “La Siruation du crédit agricole en Tunisie”, Servir, February 1969, pp. 30-31.
However, it needs to be pointed vut that the BN.As arpuments were valid only
up to a point, since the Caisies were not concerned exclusively with credit to
farmers, but ¢lso to craftsmen. There was a case [or their avtonomy therefore,
and the question of co-ordination with the BN.A. arose only with respect to
agricultural credit as such. [Furthermore, after the unsuccessful experiment with
the Bangue Coopérative, the government had an obvious interest in promoting
credit co-operation in new forms, especially from the bottom up by means of the
gradual establishment of small co-operative units, placing their trust in the
spontaneous co-operative spirit of rural communiries. In any case, there was
already some sort of co-ordination at operational level between the BN.A. and the
Ministry of Planning and the Narional Economy, since, as of 1963, the BN.A.
had promised to lend continuous technical assistance to the Caisses, through
seconding to them some of its own staff. See B.N.A., Rapport annuel, Exercice
1963.
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Planning and the Nationa' Economy. By virtue of this agreement
the B.N.A. assumed resporsibility for the good functioning, technical
and financial, of the Caisses and for promoting the development of
co-operative credit throushout the country. This decision was
officially explained by the nced to preserve the unity of the
agricultural credit system, after the authorities had launched their
own scheme, tested it in ts experimental stage, and developed it.
But, leaving aside these theoretical and programmatic declarations,
it seems that there were sound practical reasons which led the
government to conclude this agreement with the B.N.A. The
experience of 1963 and 1964 had made it only too clear that the
Caisses were incapable of -unning their own affairs, while the state
could not take care direcily of making them work properly from
the technical, organizational and financial point of view. There
is clear evidence of all this in the BN.A. reports for 1965 and
1966, where the shortcoriings of the Caisses are exposed in the
following terms: serious 1nancial and economic deficiencies, lack
of organization, incompetence of executive staff, insufficient contrals,
non-observance of the mast clementary management principles, and
inadequacy of the account;.

Notwithstanding these circumstances, the B.N.A. moved
quickly to assume effectize control over the Caisses (September
1965), by making their accounts subject to strict supervision,
drastically reorganizing their management and strictly confining
their autonomy. In praciice, the boards of directors (who were
elected by the assembly of members) were asked to make room
in their midst for B.IN.A. representatives with advisory functions.
The B.N.A. furthermore assigned a number of “agents” to the
various units, with responsibilities for reorganizing the accounts
and management, and also made available to them sufficient
resources 1o back their activities within a pre-established financial
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programme. At its own headquarters, the B.N.A. set up a special
department for centralizing the accounts of the Caisses, checking
their balance sheets, supervising their administration and developing
their activities. For obvious reasons of convenience and control
each Caisse was instructed to adopt a uniform accounting system.
The BN.A. also made considerable efforts to train top-level stafl
for the Caisses and put its financial support for them on an
institutional basis by systematically reclisammif\g their bill portfolio
at rates lower than those of the Central Bank'. In many cases
this reorganization of the Caisses left them with merely mechanical
and subordinate functions, such as actually distributing loans and
accepting local savings, while all management and administrative
functions were shifted either to the nearest BN.A. branch or to the
head office.

The integration of the Caisses into the B.N.A. received its
final, formal seal in the Convention of 10 January 1967, whereby
the Ministry of Planning and the National Economy officially put
the B.N.A. in charge of the promotion and control of co-operative
credit throughout the country, given that co-operative credit
concerned primarily agriculture. It is a matter of some interest
that, while the B.N.A. certainly did develop the Caisses as part
of the co-operative system then being introduced in agriculture as
elsewhere in the economy, it never scems to have trusted them
much, for it never relaxed its initial controls and made no concession
to their autonomy. In practice, the B.N.A. representatives attached
to the Caisses became their permanent managers, leaving the boards
of directors without authority beyond the right to concede loans
of up to 500 dinars. Furthermore, by virtue of the rules laid down

! This initial form of refinancing was later supplemented by facilities for
OVL‘I’dr:IFIS on current account.
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in BN.A. circulars, the Ceisses were entitled to extend enly short-
term (working) credits fo- financing certain crops, specified from
case to case. Credit for consumption purposes was firmly ruled out
altogether, and all lending was subject to detailed and rather
restrictive rules.

This cautious policy was obviously dictated by the risk to
which the Caisses were exposed and by their poor economic
performance in past years. It was reaflirmed over and over again
by the B.N.A’s board of directors, who, in their annual statements,
were always critical of the Caisses or, at best, reserved judgement
on what they consistently 1egarded as an experiment. Nevertheless,
the Caisses multiplied and 2xpanded during the years 1966 to 1969,
as can be seen from Tabe 72. This apparent contradiction can
perhaps best be explained by the inability or the unwillingness of
the B.N.A. to assume thz political responsibility of refusing to
support a government policy it did not entirely approve of, the
policy, that is, of forcing a co-operative system upon agriculture.
After the final failure o the co-operative experiment and the
complete revision of the gcvernment’s economic policy in September
1969, the B.N.A. took 1p a much more clear-cut position. In
reviewing the state of ca-aperative credit in 1969 %, the bank, by
now under its new name of Bangue Nationale de Tuniste, for the
first time admits that thz situation of the Caisses was causing

I On that occasion many agricultural co-operatives were dissolved and their
liquid funds deposited with backs were blocked. This explains the sudden jump
of clients” deposits held by the Carsses at the end of 1969 (when co-operatives
were unable to withdraw money from their accounts, as they usually did late
in the year, in order 1o finance current agricultural production), and their subscquent
fall in 1970.

2 BN.T., Le Crédit mutuel en 1969, Tunis, 13 July 1970 (mimeographed).
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Tasre 72
THIL CAISSEN LOCALES DE CREDIT MUTUEL, 1965 TO 1970 #
lamaunts in thousand dinars)
Items 1965 1966 1967 1968 1969 1970
Number of Carsses® 14 28 41 49 32 45
Number of founder members* 7.651 22303 32292 36450 37,088 S
Total number of members® 14701 34089 53046 63548 70631 77,690
Initial capital ? 44 133 215 268 293 s
Tatal capital * | % | 1B6 338 472 633 707
Retentions of L per cent on loans’ | °7 | 30 50 69 105 L
Number of staff? .. 103
Deposits from clients' 495 1,156 1502 2536 4332 3236
Debts to BN.A. or BN.T.! 80 730 194 1,660
State grants' 290 290 290 290 290
Number of loans applied for? ... B9.230
Number of loans granted?* b ... 06,340
Number of loan applications refused? b ... 22,890
Amount of loans granted? ... 10496
Amount of loans repaid? ik .. G838
Amount of leans outstanding ' 3,658
not yet due: individua_ls | 427 %08 1028 109 | 651
co-operatives | | 664
overdue: individua.ls | 152 227 55'” 883 ] 1,135
co-operatives | | 211
contentious 13 i3 L14] 194
rediscounted 803
Number of loans granted during the :
vear * 14,882 19,129 14R11 10,990
Amount of loans granted during the |
year? 1,532 2,U$5 1,941 3645 2,610

* Available statistics being fragmentary and sometimes hetetogeneous, the table is not

complete (... mean Fgure missing).

' On 31 December of the year indicated.

* From inception.

* From 1 January to 31 December of the year indicated.

Source: Banque Nationale de Tunisie, Division de contréle

animation des agences et

des C.L.CM.; BN.A. and BN.T., Annual reports 1965 to 1970,
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concern. They owed the B.N.T. a great deal of money, a rapidly
growing proportion of the r loans was proving unrecoverable ! and
many of them were either carning nothing or even making an
outright loss for reasons connected with the environment in which
they had to work.

This diagnosis, which was confirmed and discussed in detail in
the annual report for 19¢9, led the BIN.T. to adopt a policy of
structural consolidation. The definitely loss-making Caisses were
merged with or taken ovzr by sounder ones, and the possibility
was explored of concenuating existing units in a few regional
Caisses. A large-scale irformation campaign was launched to
acquaint all members of the Caisses with their serious situation
and to solicit support for their rehabilitation. And finally, new
restrictive rules were issued to force the Caisses to be more
selective and rational in their lending. After these emergency
measures, the BN.T. turnzd to the government with a request for
its collaboration in schemes put forward by the bank for a structural
reform of co-operative ctedit.  The Caisses, for all their short-
comings, had after all proed a suitable and useful channel. They
had made it possible for credit to penetrate more effectively to
peripheral rural areas, much to the benchit of small farmers with
no other access to banks, and had broadened the banking system’s
area of intermediation by 1ttracting the small savings of rural folk,
who otherwise would no doubt have hoarded them. As indispensable
intermediaries at local anc peripheral level, the Caisses had shown
themselves to be worth preserving, improving and strengthening

! The widespread insolvincies among horrawing clients had much to do
with unfavourable weather conditions, but it was also a fact that many private
farmers, in the expectation of seing “collectivized” sooner or later, simply did
not repay their loans at the stipulated date, while may agricultural production
co-operatives were in @ state of financial disarray.
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in the general interest of agricultural development and the social
betterment of the farm community.

While a large part of the co-operative structure in agriculture
was put into liquidation, the authorities and the B.N.T. decided,
therefore, not to dismantle the Caisses Locales de Crédit Mutuel,
even though it might take a long time to get them into some sort
of economic and financial order .

6. CONCLUSIONS

So much for the history and description of the Tunisian banking
system, We have followed it through the years to see how it
became what it now is, and we have examined how it works. Now
let us set these purely financial aspects of the Tunisian economy
against the background of the real magnitudes that make up the
national accounts. Tor our purposes, these need not be critically
analysed; their mere comparison with the government’s ten-year
projections 1962-1971 will indicate approximately to what extent
and along what lines the outcome differs from the targets, and
on this basis we can attempt an answer to the final question that
remains to be asked. This question is whether and in what manner
the divergence of plans and achievement affected the country’s
financial infrastructure, with particular reference to the nature and
functioning of the banking system’s processes of financial
intermediation. This approach may serve to single out, in generalized
and abstract terms, the chief typical factors which characterize the
expansion of banking activity in an economy at a stage of planned
and accelerated development.

' Tt would have been quite unrealistic to even ‘trink ol this in the short
run, since the recovery by the Caisses of their credits tg agricultural co-operatives
now in liquidation was hy no means assured. ‘
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First, a word on the methods of the proposed comparison.
The results stand out more clearly if we take as a reference base the
ten-year projections rather than the successive three-year and four-
year plans by which they were to be put into effect, for these plans
in practice represent gradial adjustment of the original targets to
a contingent reality. Furthermore, it was thought useful to confine
the comparison mainly to the years following the stabilization
progtamme of September 1964, because the earlier system of
financing investment so laraely with monetary resources created by
the central bank in res>onse, predominantly, to government
requirements, had done much to upset the economy’s internal and
external equilibrium by pushing up the general level of prices at
home and eventually necessitating the devaluation of the dinar. By
limiting the comparison between outcome and planned targets to
the post-crisis years it is hoped to obtain mote meaningful results,
because after September 1964 the economic and monetary
authorities turned to tiore normal methods of financing
development, in the sense that the processes of money creation
were kept under stricter ccntrol.

The targets of the ten-year projections for the major economic
variables of developmen: (income, consumption, saving and
investment) are set out in Table 33. They show that the planners
clearly meant national development to become, in time, less and
less dependent on foreign capital. The high rate of investment
throughout the ten years ‘vas to be backed by growing domestic
savings, which meant that the expansion of total consumption was
to be kept down to make ryom for a rising proportion of the gross
domestic product to be cevoted to investment. If indeed the
savings ratio were to rise from 11 to 26 per cent, as planned, the
foreign share of investmen: coverage could be reduced from 55 to
20 per cent. By thus grad ially lessening the country’s dependence
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on foreign capital, the governing class was clearly pursuing the
ambitious aim of self-financed growth in the
meaning that the economy itself should be able to finance a high
rate of growth ',

The first tactical approach to this ultimate aim was spelled
out in what is known as the pre-plan for the years 1962-1964 °.
Its outstanding features are the predominant share of resources
to be devoted to infrastructural investment and the leading part
assigned to self-financing by public administration and firms in the
mobilization of domestic resources .

With such a large part of investment going into social overhead
capital, returns were bound to be very small especially in the initial
stage and, predictably, would do little to raise either the gross
domestic product or the formation of savings. As things turned
out, domestic saving in the three years did not come up to
expectations, so that investment planned for the period could not
be carried out in full and the shortfall in savings was in part made
good by liquidity creation on the part of the Central Bank®
(Tables 32-35). |

All this goes a long way towards explaining the composition
of the Tunisian banking system’s financial resources and the

medium to long run,

conspicuous part played in them by public funds of one kind or

! This concept of développerrent autocentrd wu:j really the key clement in
the whole of Tunisian policy from the years 1958 and 1959 (foundation of the
Central Bank, breaking the dinar loose from its fixed parity with the French franc,
withdrawal from the Franc Zone) undl 1963 and 1964, when it hepan to be seen
that the economy’s rate of self-financing, in real terms, fell short of expectations,

2 Sce pp. 148-154 above,

3 Together 71 per cent of rotal domestic investment resources, plus the
entire coverage of depreciation.

“ A contributing and aggravating factor was that the effective supply of
foreign capital in its turn fell far short of expectations (see p. 134 above).
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another — state contribu ions to capital, all the various special
funds and allocations, and rediscounts and advances from the
Central Bank'. This means that public administration, in the
broad sense, contributed i1 large measure to the formation of the
banking system’s monetar base. Pursuing this line of thought
one is led to conclude that the growth of bank deposits, in its
turn, was probably in large part induced by bank lending financed
by public funds, and amplif ed by the well-known mechanism of the
multiplier. This self-cumulitive process probably found all but ideal
conditions in the financial flows leading to and from the public
sector of the economy; ir other words, public enterprises must
have been the most importint and most eflicient link in the credit-
deposits chain. This, to be sure, is an intuitive assumption that is
hard to quantify; but if there is any truth in it, it scales down very
much the real importance »f the intermediary function discharged
by Tunisia’s banking system and more particularly by the public
banks, which not only received the great bulk of public funds but
were also more closely int:grated than the rest into the financial
circuits of the public sector >f the economy. It would be interesting
to find out to what extent the banking system succesded, by
intermediation, to acquire any monetary base beyond that put at
its disposal under various headings by the public administration,
This would give us the measure of the banking system’s own active
contribution to the mobilizztion of the country’s financial resources.

No conclusive answer can be given to this fundamental
question. But we may ask ourselves whether the three-year plan’s
proposed methods of financing investment offered any real chance

I Strictly speaking, one shoild include alsa part of the deposits from public
enterprises whose own linancial esources are to a large extent of public origin
(budgerary funds).
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of expansion to financial intermediation. For one reason or another,
perhaps in order to make sure of better contltol over the variables
concerned, the authorities had decided to assign the leading part in
the mobilization of domestic resources to self-financing by public
administration and firms. The associated containment of the growth
of total consumption implied rather strict control of individual
incomes and their distribution, which means, in macro-economic
terms, that no conspicuous accumulation of financial assets could
be expected in the consolidated balance sheet of “households”.
And this in turn implied that one of the main functions of financial
intermediation was frustrated in advance, or in other words, that the
area of intermediation was conlined within the narrower limits of
those macro-economic categories (public administration and firms)
among whose assets there was room for the formation of financial
savings. This may help to explain why the banks managed to
attract only such a small amount of time deposits, the form of
deposits as a rule preferred mainly by houscholds. There is reason
to suspect, therefore, that there was no effective financial integration
between the banking system and houscholds. Granted that the
latter had a low propensity to deposit their money in a bank to
begin with, as against a widespread and deeply rooted hoarding
instinct especially in rural areas, the fact remains that the three-year
plan did much to keep voluntary individual savings out of
investment finance and thus created a break of incalculable social
implications between economic development and the community’s
own direct participation in its financing. These remarks are not
meant as a criticism of those responsible for planning in Tunisia,
but merely as an explanation of the obstacles to any expansion of
bank intermediation. Nor does the question of the responsibilities
of bank managements, especially in the pub]ic sector, enter into
these considerations; their sole purpose is to indicate the terms
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of reference on which to base any judgement of the efliciency of the
banking system in relation o the mobilization of financial resources
for use in financing economic development, TIn the specific case
of Tunisia, the method of financing the three-year plan, the large
amount of public investment expenditure and of the money flows
generated by the central bank certainly did much to increase the
banking system’s dependen e on financial resources of public origin
and hence to retard the expansion and to curtail the autonomy of
the processes of intermediztion.

Then came the 1964 crisis, which led to the devaluation of the
dinar and the introduction < f a rather harsh stabilization programme.
What this crisis demonstr: ted above all was the difliculty, not to
say the impossibility, of the country’s financing its own development
by its own resources, at leust within the time limit of the ten-year
projections. The formation of domestic savings fell short of the
planners’ targets, and, to ooot, was so discontinuous as to force
the authorities to keep irtervening in order to make good the
shortfall of resources. The most eye-catching of the harmful effects
of this policy were the growth of the Treasury’s direct and indirect
debts to the Central Bank, the growing imbalance in external
payments and the inflationary pressure on domestic prices. Given
that economic developmert could not be conceived in terms of
autarky but on the contra-y required the economy to be “open”
to a high degree', and ziven that consumption could not be
compressed any further, the only solution was to look for more
foreign capital.

This new policy emerges quite cleatly from a comparison of the
original ten-year projectiors (Table 33) with the outcome of the

! Table 35 shows how lirge a part of the gross domestic product was
accounted for by imports and cxports,
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years 1965 to 1970 (Table 73) '. The actual share of foreign capital
in investment coverage, while on a downward trend, was well in
excess of the originally planned proportions. Even so, foreign
indebtedness was not high enough for reaching the target rate of
investment set by the ten-vear projections.

The mounting flow of foreign aid and loans to Tunisia has
been described earlier, and the funds handled by the banking
system in the years 1965 to 1970 indeed display the higher incidence
of financial resources of direct or indirect foreign provenance. This
applies particularly to banks of public origin®. The process of
the formation of the banking system’s monetary base thus
underwent a notable change, since the liquidity created by the
Central Bank in counterpart to its advances to the Treasury and
the banking system was supplemented, and |in part replaced, by
liquidity generated by foreign transactions., But while this is
clearly important for an understanding of the nature and
characteristics of the processes of intermediation through the banking
system, it is not a full explanation.

To round off the picture, we must still enquire how the
formation of savings was distributed among the macro-economic
categories of savers. This is done in Table 74, where it can be seen
that in recent years firms have been responsible for much the largest
share of national savings, whereas the contribution of public
administration was not only much lower, but also very uneven.

! Such a comparison must be confined to the relationship of aggregates
within any one year, because absolute values are expressed in 1957 dinars in
Tahle 33, and in curtent dinars in Table 73. None of several possible conversion
factors proved satisfactory, and so it seemed better not to try to reduce the two sets
of figures to a common money unit. In any case, the two Tahles rest on different
national accounting schedules and are not comparable in strictly quantitative terms,

? Witness more specially the changes in the structure of the liabilities of the
SN.I, now formally in private hands,
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Houscholds contributed ar admittedly small, but by no means
negligible part. The figures thus bear out, @ posteriori, the original
plan of covering investmert, and hence development, largely by
self-financing. Clearly this way of mobilizing domestic resources,
based as it was mainly on s:ctoral self-financing, did much to limit
the potential widening of the banking system’s area of intermedia-
tion. The figures suggest that to this day a large proportion of
households remains outside the circuits of financial intermediation.
The special savings accounts, for instance, which were introduced
precisely to attract househo'd savings, still do not account for any
appreciable part of total deposits, even though the intensive
publicity campaigns conducted by some public institutes ' did yield
promising results. Even for the future, it looks as though the
planners’ policies for inves-ment finance and income discribution
are going to leave little rooin for the formation of any conspicuous
financial surplus in the consolidated assets of households, with the
result of making it difficult for the banks, even if they tried, to
mobilize funds from this soirce.  On the other hand, it is hard to
see how the authorities could realistically have assigned to
households a larger share n the formation of domestic savings,
given that the overwhelming majority of the population still do not
have enough income even to cover all their primary needs (housing,
food, clothing and schocling). 1In these circumstances the
mobilization of domestic savings cannot do without the cancept of
forced saving, and without the use of the more or less explicit
techniques by which it is put into effect, pending the emergence
of conditions propitious for the voluntary formation of savings.

Meanwhile, there is a :trong case for both the authoritics and
the banks to go ahead vith every possible scheme, however

I Especially the 8.T.B., whese campaign is described on pp. 219-220 ubove.
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expensive and however unproductive at first, which holds out a
promise of the future integration of household financial flows into
the circuits of financial intermediation. What has been done so
far is not enough. The mere fact that the financial savings of
households are so small does not justify the failure to mount an
adequate promotion campaign, especially since it can be expected
that at later stages of development more freedom will be allowed
to the processes of saving. It is not too early for a forward-
locking policy designed to promote the propensity to save and to
put savings into bank deposits, and to do so on the largest possible
geographical and social scale,  As things are at present, the banking
system simply has not got the facilities needed for taking in
household savings, especially in peripheral and rural areas where,
among other things, the hoarding instinct is still very strong.
According to the most conservative estimates at least 70 per cent
of total bank deposits come from the area of the capital city. Of
course, this concentration is to some extent due to the fact that
the financial flows of many firms whose production is decentralized
nevertheless converge in and around Tunis; but even so, the rest
of the country contributes astonishingly little to deposits. For
this, two possible explanations come to mind. First, a blatant
disparity between centre and periphery in terms of comparative
development ', and secondly, serious inefficiency of the peripheral
financial infrastructure, whose capacity of intermediation seems
to fall short of the effective deposit potential. The truth probably
lies in a combination of the two, which means that the unequal
geographical distribution of deposits is not solely a reflection of
the certainly existing dualism of the Tunisian economy. However

U It will be recalled that at most one third of the population live within the
economic radius of Tunis.
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TaABLE 75
THE ORIGIN AND USE OF FINANCIAL RESOURCES IN TUNISIA, 1966 TO 1970

(million dinars at curreni prices)

Origin and use 1966 1947 1968 1959 1970
Origin
Gross domestic saving 67 4 57.0 80.0 101.6 97.2
Gross foreign capital inflow 717 87.1 69.5 84.4 90.5
public capital o~ o 4.1 633 700
private capital — e 254 16.1 203
Total 139.1 144.1 145.5 186.0 187.7
Use
Gross fixed capital formation 128.9 126.7 1273 1447 1532
Repayment of foreign debts 15.7 233 254 26.7 255
Changes in stocks + 3.1 + 0.1 —93 + 7.1 + 20
Changes in currency reserves — 856 — 60 + 6.1 +75 + 7.0
Total 139.1 1441 1495 186.0 187.7

' The figures far 1970 are provisiinal,

Source: Secrérariat d'Erat an Plan, Rapports sur le budget économique, successive years.

that may be, there can be no doubt about the urgency of altering
the present pattern of the country’s financial infrastructure, in the
sense not so much of decentralizing it as of strengthening it at
the margin. A more balanced structure could do a lot to promote
a more even geographical distribution of banking activities, much
to the benefit of the periperal areas whose economic development
often depends crucially upon the possibility of mobilizing local
resources. All this gains added significance in the perspective of
planned development, where it seems obvious that financial
intermediaries should counteract economic dualism rather than
allowing themselves to be governed by it.
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TasLE 76

FOREIGN DEBT AND DEBRT SERVICE', 1964 TO 1970
(million current dinars)

Items 1964 1963 1966 19(17 1968 1969' 1970
1. Foreign debt 1228 1538 2000 2353 2582 2864 3238
2. public loans 68.3 879 1196 1494 1686 1978 2353
3. private loans 54.5 63.9 80.4 B39 89.6 88.6 885
4. Share of public loans

(2:1) per cent 5562 57.05 5980 6349 6330 69.06 7267
5. Debt service? (™ 175 218 313 343 360 360
6. Proceeds from export of

goods and services (%) 987 1143 12014 1324 1415 1514

7. Share of export earnings
absorbed by debt
service (3.6) per cent 17,7 19.1 2610 259 254 23R

(*) No compua-able figures available.
' The figures for 1969 arc provisional, those for 1970 are estimates.
? Interest and repavment of principal.

Source: Secrétariat I’Etat au Plan, Rupport sur le budget dconomique de lannée 1970.

Tt is necessaty, too, to intensify the mobilization of domestic
resources to the utmost extent possible, by drawing into the circuits
of intermediation households, the rural world and the peripheral
economic areas alike. For some time now Tunisia has been owing
far more to the world at large than is safe, not to speak of the
economic and political limitations entailed by these foreign debts.

An analysis of the flows of resources and their use (Table 75)
shows how constantly and largely Tunisia depends on foreign
capital for financing its gross investment iL fixed capital. But
if we then look at the cumulative debts incurred by the country
up to the end of 1970 (Table 76), we see that service of the foreign
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TABLE 77

TUNISIA’S SIGHT AND SHOR -TERM FOREIGN ASSETS AND LIABILITIES,
1962 TO 1970
(thonsand current dinars)

Gold and

foratan ) I?ebrs on
Year and month e»;rhfge Claims ;];%3;{ ;?;L Balance
i 2 3 =475

1962 December 26,890 1,924 6,992 21,882
1963 December 27.091 3,297 23302 7.086
1964 December 18,867 1,813 23,693 — 3,013
1965 December 21,174 1,910 29 873 — 6,789
1966 December 17,013 At 35,011 — 14,277
1967 December 21,995 4,443 47,152 — 20,714
1968 March 13,801 4,525 41,545 — 23219
Jupe 16872 3,861 41,282 — 20,549

September 19,492 4338 38,182 — 14,352

December 21,529 2,583 36,325 — 11,807

1969 March 19314 2418 37,917 — 16,185
June 19,498 2778 34,484 — 12,208

September 28,324 1,624 30,693 — 745

December 21,997 2,563 28 699 — 4,134

1970 March 24,040 3,117 33413 — 6,256
June 30,427 3,373 30,938 + 2,867

September 36,389 4,601 30,990 + 10,510

Diecember 33,100 3,685 30,240 + 6,545

Nofe: This table is a disaggregation of column 5 in Table 32.
Saurce: BL.T., Annual reports 15¢8 1o 1970.

debt absorbs almost one qurter of the proceeds of exports of goods
and services, and thus in tself tends to create a permanent and
growing need for mote for:ign capital. And of course, the more
foreign debts a country has already, the more difficult will it be
for it to obtain further fo-eign loans. The declining proportion
of debts to private investors in Tunisia’s total indebtedness may
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well be a symptom of the country’s weakening capacity to obtain
credit on the terms and conditions of the international market.
The situation is highly precarious, for there is a threat of potential
instability behind the new-found balance of Tunisia’s foreign assets
and current liabilities (Table 77).

It follows that it is all the more urgent to do everything possible
to step up the efficiency of existing financial infrastructures in
mobilizing domestic resources. The banks, in particular, should
give the highest priority to intensifying and extending by every
possible means the processes of financial intermediation in the strict
sense — meaning, in this context, intermediation excluding the
financial flows generated by the banking system’s borrowing from
public administration, the central bank and abroad. 1f indeed the
banks’ monetary base were in the future to form in more autonomous
ways, this would surely create more favourable conditions for the
economy’s internal and external balance and for its capacity to
finance its own development.
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