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Bl TUNISIA’S ECONOMIC SITUATION

Bl THE INTERNATIONAL ENVIRONMENT

After rather disappointing progress throughout 2002 and into April 2003, world economic recovery had firmly taken
hold by the middle of 2003. In effect, despite ongoing fallout from geopolitical tension, terrorist threats, and the SARS
epidemic the world economy grew by 3.9% in constant terms, compared to 3% in 2002. This improved rate was due in
particular to vigorous growth in the United States, Asian and Gulf countries, further consolidated by the beginning of
recovery in Japan. On the other hand, growth was down in the euro zone, at just 0.4% in real terms. If the euro zone is
excluded, gross domestic product would be 5%.

Sustained economic recovery worldwide was favored in particular by :

- Expansionary monetary and budgetary policies, with key rates reaching record lows and budget deficit rates record
highs, and

- Tax breaks that boosted household expenditure.

Unemployment stopped rising, even dropping in 2 number of countries such as the United States"” and Japan, thanks to
high economic growth.

2003 was also marked by ongoing appreciation of the euro against most of the strongest currencies, especially the US
dollar.

Despite policies supporting recovery, inflation remained tolerable in the United States, which enjoyed overall vigorous
€conomic recovery.

TRENDS IN THE MAIN ECONOMIC AND FINANCIAL INDICATORS WORLDWIDE

DESCRIPTION INFLATION UNEMPLOYMENT
GDP GROWTH (variation | BUDGET BALANCE | AS A % OF THE | INTEREST RATES
(in volume & in %)| ~ in consumer (IN % of GDP) WORKING IN %
prices %)® POPULATION
COUNTRIES 2002 | 2003 | 2002 | 2003 | 2002 | 2003 | 2002 | 2003 | 2002 | 2003
Total for developed countries| 1.7 [ 2.1 | 1.5 | 1.8 [ -3.1 | -40 | 6.4 | 6.6 | NA [ NA
of which : United States 22 | 3.1 16 | 23 | 33| 49 | 58 6.0 | 124 | 098
Japan -03 27 09 | 03 | -79 | 82 | 54 | 53 0.0 0.0
European Union 1.1 08 | 21 | 2.0 |20 -26| 7.7 | 82 | NA | NA
of which: Euro zone 09 | 04 | 23 | 21 | 23| 27 | 84 | 88 | 295 | 209
France 12 | 02 19 | 22 | 32 | 41 88 | 93 | 300 | 225
Developing countries 46| 61 | 6.0 | 6.1 [ -48| 41| NA | NA | NA | NA
of which : Tunisia 1.7 | 56 | 27 | 27 | 20 | 26 | 149 | 143 | 5875 5.0
Morocco 32| 55 | 28 | 12 NA NA NA NA NA NA
South Afica 36| 19 | 89 | 60 | NA | NA [ NA | NA | NA | NA
Chile 22| 33 | 25 2.8 NA NA NA NA NA NA

Source: 2003 BCT Annual Report. [World economic prospects and international financial siatistics from the IMF. Ministry
of Development & International Cooperation and the National Institute of Statistics (INS) for statistics relating to Tunisiaj.

(1) In January the unemployment rate was 5.6%.

(2) Base 100 in 1995.

(3) Money market rate for December of each year ,
except for France (interest rate on deposits) and Tunisia (call for bids rate). - NA : Not Available.
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B Activities in the countries that contribute most to world economic growth showed the following trends :

In the United States, the first signs of economic recovery showed up in 2002 (2.2% of GDP growth) and continued
into 2003, as concern over international conditions faded somewhat starting in the second quarter. The US growth rate
rose to 3.1% in constant terms. Accommodating monetary, tax and budgetary policies boosted household and business
expenditure. In particular, very favorable generalized conditions for financing economic activities boosted the real estate
and investment markets. In effect, after two years of falling rates, this aggregate increased by 4.3%. This dynamic
situation brought about a decrease in unemployment, which fell from 6.4% in June 2003 to 5.6% in January 2004.

Japan once again enjoyed economic growth in 2003 (2.7%), up from -0.3%, thanks to increased exports and private
investment in the wake of renewed external demand especially from Asian countries. The ongoing deflation that has
plagued the country finally tapered off, coming in at -0.3% vs. - 0.9% in 2002.

Other Asian economies stood up to adverse events in 2003: geopolitical tension in Iraq and North Korea and the SARS
epidemic, with external demand the main factor for dynamic activity in the region. China posted the highest growth rate
in the region: 9.1% in real terms.

M In Latin America, despite ongoing recession particularly in Brazil and Mexico, there was gradual improvement in
other countries of the region that had suffered financial crises. Argentina enjoyed strong GDP growth: 8.7% vs. -10.9%
in 2002. The end of the major strike in Venezuela and the commitment by Brazil’s new government to further pursue
economic reform both contributed to economic recovery in the region. Thus the economy grew by 1.7% in 2003,
compared to -0.1% a year earlier.

Growth in the euro zone, however, did not follow the worldwide pattern of recovery, with economic growth up just
0.4% vs. 0.9% the year before.

France posted 0.9% growth vs. 1.2% in 2002. Economic activity in Germany fell by 0.1% after barely positive growth
of just 0.2% in 2002. This drop was due in particular to sluggish exports, fairly moderate trends in household
expenditure, and stagnation in business investment levels. This has adversely affected unemployment, up from 8.8% to
9.3% in France and from 8.6% to 9.8% in Germany.

Africa® enjoyed higher growth, up from 3.5% in 2002 to 4.5% in 2003, attributable in particular to favorable weather
and the effects of investment in anti-poverty programmes. Growth was higher for the three main countries of the Arab
Maghreb Union, thanks to strong exports, renewed tourism, and increased income from export of hydrocarbons to
Algeria. Increases amounted to about 5.5% for Tunisia and Morocco and 6.7% for Algeria.

Economic gains recorded in 2002 in the countries of Central and Eastern Europe continued into 2003, amounting
to economic growth of 4.5% compared to 4.4% in real terms. This improvement concerned the majority of countries,
thanks to an expansionary budgetary policy that boosted household expenditure. Thanks to enhanced performance by
the oil sector and exports, growth in the Russian economy posted one of the strongest rates in the region: 7.3% vs.
4.7% in 2002,

B Despite the negative events that marked the world economy, notably during the first semester, the volume of

(1) excluding Libya and Egypt
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world trade grew by 5.2% (vs. 3.1%), on the coattails of significant recovery in world economic growth over the
second half. Furthermore, net improvement on financial markets and recovery in tourism and transport boosted growth
in international trade in services: 14.1% in nominal terms, vs. 6% a year earlier.

B Capital markets grew on the strength of economic recovery in the main developed and emerging economies and a
return of confidence on the part of economic and financial operators. In effect, after the problems that carried over from
2002 into early 2003, indicators on the main financial markets improved for the year as a whole. The Dow Jones and
NASDAQ stock market indexes went up by 25% and 50% respectively, while the CAC40, FTSE, DAX and NIKKEI rose from
2002 to 2003 by 16%, 13%, 38% and 24.5% respectively. Yields on various bond markets rose markedly after a
longstanding period of considerable depreciation, showing positive trends in 2003 compared to performance in 2002.
This pattern held for virtually all market categories.

Similarly, derivative product markets grew at a brisker pace. The volume of financial contracts issued by the full
range of these instruments increased in 2003 by 26%, compared to 17% a year earlier. In particular, rate contracts
(which account for the huge majority of organized markets) grew by 26.6% in 2003.

B For the second straight year, international foreign exchange markets were marked by high volatility, sustained by
geopolitical tension and world economic conditions that remained difficult. The dollar was directly implicated in these
problems, further affected by negative trends in US budgetary and external balances. It continued to fall against the main
currencies, notably the euro. Indeed, the single currency appreciated by 20% in 2003, building on an 18% increase in
2002. Taking advantage of fragile US economic indicators and recovery at home, the Japanese yen grew by more than
10% in 2003 against the dollar. But Japan’s currency continued to fall against the euro, which appreciated by about 8%
in 2003.

Tunisia’s Economic Situation Annual Report 2003
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Bl TRENDS IN THE TUNISIAN ECONOMY

B Despite improvement in the world economy starting the second half of 2003, conditions continued to be difficult in
a number of regions, notably the euro zone, which was marked by persistent slowing of economic growth.

While sensitive to events in the European Union, the Tunisian Economy managed to maintain its usual high growth
rate: 5.6% in real terms in 2003 vs. 1.7% in 2002 and 4.9% in 2001. This was attributable in particular to:

> Growth in the agricultural and fishing sector (up 21.5% vs. 11% in 2002);

> Agrofood industries (up 3% vs. 0.5% in 2002); and

> Ongoing vigorous growth in mechanical and electrical industries (up 5.1% vs. 3.5% a year earlier).

Qualitatively, the Tunisian Economy continues to diversify its activities. Although somewhat timid, tourism was on the
rise, and this contributed to a slightly higher growth rate for the economy exclusive of agriculture and fishing, up from
3.5% to 3.6% in constant terms.

Other economic aggregates (aside from gross fixed capital formation) also evolved favorably, further contributing to the
country’s overall economic and financial balances.

> After evolving positively but weakly, gross fixed capital formation was down 0.3% as a result of the drop in foreign
direct investment (-35.8% compared to +66.7% in 2002), attributable to the lack of privatization transactions in 2003
and the drop in public investments (-2.4% vs. +1.3% in 2002). Despite the downturn, GFCF benefited from increased
private investment: +1.5% vs. -0.7% a year earlier. This increase was made possible in particular by the higher level of
investment in manufacturing industries (+4.6%) and communications (+18%). Given the diverging trends in the
components of this aggregate, the investment rate fell from 25.2% to 23.3% of GDP.

In line with 2003’s sustained economic growth :
B The number of new jobs rose from 62,600 in 2002 to 65,000 in 2003, less than the 69,300 jobs created in 2001 but
enough to lower the unemployment rate from 14.9% in 2002 to 14.3% in 2003;

B The savings rate rose from 21.5% to 21.8% of Gross National Available Income (GNAI) vs. a drop of two percentage
points in 2002.

Annual Report 2003 Tunisia’s Economic Situation
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TRENDS IN TUNISIA’S MAIN ECONOMIC INDICATORS
(In MTD unless otherwise indicated)

Variation in %
Description 2000 2001 2002 2003 |2002/| 2003/
2001 | 2002
GDP in constant prices (1990) 17,181 | 18,017| 18,318 | 19,339 | 1.7 | 5.6
-GDP exclusive of agriculture and fishing 14,898 | 15,780 16,327 16,920 | 3.5 3.6
- GNP Per capita (in dinars) 2,670 2,831 2,918 3,131 3.1 7.3
-Total national consumption 20,346 [ 22,036 23,0625 25,479 72| 79
-Gross national savings 6,160 6,757 6,466 7,109 | -43 | 99
-National savings rate (% of GNAI)® 23.2 23.5 215 218 20 03
-Gross Fixed Capital Formation 7,020 7,527 7,540 7,520 02| -03
-Investment rate (% of GDP) 26.3 26.2 25.2 233 -10 | -19
-Consumer price index (2000=100) 100.0 102.0 104.8 107.6 | 27| 27
-New jobs (in thousand jobs) ® 67 69.3 62.6 650 97| 38
-Deficit in the trade balance (FOB/CIF) 3,733 4,161 3,762 3,006 [ 96| -1.8
-Rate of coverage (Exports/Imports in %) 68.2 69.6 72.2 73.7 | 2.6 1.5
-Earnings from tourism 2,095 2,341 2,021 1,903 | -13.7 | -5.8
-Current deficit?” 1,126 1,209 1,060 941 | -149 | -119
- in % of GDP? 4.2 4.2 3.5 29| -0.7 | -0.6
-Balance of the general balance of payments® -333 +374| +199| +493 [ -175 | 294
-Coefficient of external debt service (in %)™ 19.4 13.3 14.9 13.1 1.6 | -1.8
-Rate of external debt (in % of GNAI)® 51.7 52.2 53.6 53.3 141 -03
-Budget deficit (in % of GDP)” 2.4 3.5 1.9 32| -16 | 13
-Total State indebtedness/GDP (in %) 60.7 61.9 61.1 598 | -08 | -1.3
- Money supply M3 15,634 17,402| 18,301 19,453 | 5.2 | 6.3
-The economy’s liquidity rate (M3/GDP) in % 53.4 56.8 59.2 588 | 24| -04
Net external holdings® 1,408| 1,597 1,909 2,279 | 312 | 370
-of which : net holdings in foreign currency® 2,423 2,810 3,011 3,503 | 201 [ 492
in days of imports 74 74 80 90 6 10
-Net claims on the State® 4,001 3,472 3,391| 3,288 | -81 | -103
-Funding provided by the financial system to the | 18,315| 20,018| 20,954 | 21,912 | 4.7 | 4.6
economy

Source : 2003 BCT Annual Report, Central Bank of Tunisia, Ministry of Development and International Cooperation, Ministry of Finance, and the National Institute
of Statistics (INS).

1. Variations in percentage points 3. Variations in Million Tunisian Dinars (MTD)
2. Non agricultural activities 4. Variations in terms of days

M The level of consumption continued to grow steadily: 7.9% in 2003 vs. 7.2% in 2002.

M Despite higher prices for raw materials on world markets, occasional imbalances in supplying national markets, and
the floods that occurred over the last four months of 2003, the consumer price index rose by 2.7%, the same rate as
the year before.

M Indicators on the country’s external sector improved, involving in particular:

¢ The current deficit fell from 3.5% of GDP in 2002 to 2.9% in 2003 because of the improvement in the trade balance
deficit. The rate of coverage of imports by exports improved from 72.7% in 2002 to 73.7% in 2003.

This improvement in the current deficit, along with the 170 MTD increase in net capital inflows (vs. a drop of 311 MTD
in 2002) yielded a 493 MTD surplus in the general balance of payments, compared to 199 MTD a year earlier ;

Tunisia’s Economic Situation Annual Report 2003 ] 3
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# Parameters of external debt ; the external debt service coefficient dropped from 14.9% in 2002 to 13.1% in 2003
and the external indebtedness rate expressed as a percentage of GNAI from 53.6% to 53.3% ;

4 Net holdings in foreign currency increased from 3,011 MTD in 2002 to 3,503 MTD in 2003, the equivalent of 80
and 90 days of imports respectively ;

4 As for public finances, the budget deficit expressed in GDP increased from 1.9% in 2002 to 3.2% in 2003. This
increase was due to the lack of major income from privatization transactions and the increase in capital goods
expenditure and loans (4.3% vs. 0.2% in 2002). There was a decrease in the tax burden, down from 21.5% of GDP in
2002 to 20.6% in 2003.

On the other hand, the total state indebtedness rate as a percentage of GDP fell from 61.1% to 59.8% ;

4 Monetary balance was marked by aggregates relating to currency and counterparts that met targeted objectives. In
effect, it was mainly money supply M3 that increased, by 6.3%, along with financing of the economy, by 4.6%,
compared to a 7.9% economic growth rate in current prices. Net external holdings in foreign currency increased
by 492 MTD, while net claims on the State fell by 103 MTD.

The foreign exchange market
Transactions on the foreign exchange market in 2003 were down by 2.8% compared to the previous year’s volume. This

characterized both cash and forward transactions.

I- TRENDS IN THE DINAR’S VALUE AGAINST THE MAIN FOREIGN CURRENCIES

Affected by volatility on international foreign exchange markets, the Tunisian dinar continued to depreciate in 2003
against the euro. The annual average for 2003 came in at -7.9% vs. -4.0% for 2002. The dinar also fell against the
Moroccan dirham, for the second year in a row:-3.8% for 2003 vs. -1.2% a year earlier. On the other hand, Tunisia’s
currency gained 10.4% against the US dollar and 2.2% against the Japanese yen in 2003, compared to 1.3% and 4.4%
respectively in 2002.

TRENDS IN AVERAGE RATES FOR THE MAIN FOREIGN CURRENCIES AGAINST THE DINAR®™
(spot and in account transactions)

DESCRIPTION 1999 2000 2001 2002 2003 Variation in % @
2002/01 2003/02

1 US dollar 1.1884 1.3716 1.4390 1.4212 1.2877 13 10.4

1 Euro 1.2646 1.2633 1.2877 1.3418 1.4573 -4.0 -7.9

1 pound sterling 1.9219 2.0702 2.0649 2.1242 2.0943 -2.8 1.4

1,000 Japanese yens 10.4891 12.6904 11.7993 11.3004 11.0600 4.4 2.2

10 Moroccan dirhams 1.2148 1.2905 1.2737 1.2887 1.3391 -1.2 -3.8

(1) Rate on the interbank market Source : 2003 BCT Annual Report

(2) (-) means depreciation of the dinar and (+) means appreciation.
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After depreciating by 2.8% in 2002, the dinar gained 1.4% in value against the pound sterling in 2003. Using rates at
the end of each period, the dinar appreciated by 10.4% against the US dollar and by 0.9% against the pound sterling. It
depreciated, however, by 8.3% against the euro, 4% against the Moroccan dirham, and 0.2% against the Japanese yen.

II- TRENDS IN TRANSACTIONS ON THE FOREIGN EXCHANGE MARKET

Despite strong economic recovery, the volume of financial transactions decreased on Tunisia’s foreign exchange
market.

W Cash transactions

Cash transactions fell by 2.8% in 2003, compared to -2.2% in 2002. This was due to the 8.0% decrease in foreign
currency transactions against the dinar, compared to an even greater drop of 11.9% in 2002. The drop was somewhat
countered by a slight increase in transactions from one foreign currency to another: +0.8% vs. +6.0% in 2002. Despite
the decrease, the share of transactions from one foreign currency to another in the global volume of cash transactions
increased from 59% in 2002 to 61% in 2003. The share of transactions involving foreign currency against the dinar
carried out on the interbank market by offshore banks amounted to 25.8% in 2003, compared to 24.5% in 2002. With
better market liquidity, Central Bank of Tunisia intervention on the interbank market fell from a 29% share in 2002 to
17% in 2003.

TRENDS IN FOREIGN EXCHANGE MARKET INDICATORS (In MID)
End of period 2001 2002 2003 Variation in %

Description 2002/2001 | 2003/2002
CASH TRANSACTIONS 22,056 21,569 20,961 -2.2 -2.8
- Foreign Currency/Dinar transactions 10,103 8,902 8,191 -11.9 -8.0
* Interbank market 7,058 6,324 6,774 -10.4 +7.1
of which: -Deposit banks 5,073 4,665 4884 -8.0 +4.7

-Development banks 145 109 143 -24.8 +31.2
* Central Bank of Tunisia 3,045 2,578 1,417 -15.3 -45.0
- Transactions from one foreign 11,953 | 12,667 12,770 +6.0 +0.8
currency to another
of which : transactions between 425 884 748 +108.0 -15.4
Tunisian authorized intermediaries
FORWARD TRANSACTIONS 828.8 975.3 964.0 +17.7 -1.2
of which: transactions between Tunisian 731.2 946.0 945.0 +29.4 0.1
authorized intermediaries and companies

TOTAL 22,884.8 |22,544.3 |21,925.0 -1.5 -2.7

Source : 2003 BCT Annual Report

The single currency and the US dollar are the two main currencies for cash transactions against the dinar, with shares
amounting to 49.7% and 47.2% respectively in 2003 compared to 52.1% and 44.3% in 2002. The large majority of
transactions from one foreign currency to another were handled by foreign correspondents: 94% vs. 93% in 2002.

Tunisia’s Economic Situation Annual Report 2003
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B Forward transactions

The volume of forward transactions remains weak compared to overall transactions on the foreign exchange market,
coming in at 4.4% vs. 4.3% a year earlier. Forward transactions involved more particularly sales, accounting for 80%
in 2003 vs. 76% in 2002.

With reference to structure by foreign currency : the euro as the currency for forward foreign exchange transactions
to cover imports and exports represented 52.3% of overall relevant transactions, followed by the US dollar at 44%.

] 6 Annual Report 2003 Tunisia’s Economic Situation
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Bl MONETARY, FINANCIAL AND
FOREIGN EXCHANGE CONDITIONS IN 2003

In a context of financial globalization troubled by worldwide conditions that have remained steadily poor over the past
few years, Tunisian monetary and foreign exchange officials continued to pursue integration in the world economy while
meeting the new challenges of international competition.

Action in 2003 involved mainly adoption of measures targeting :
M reorganization of monetary policy channels;
B enhanced competitiveness for the financial sector;
M renewed investment;
M improved competitive standing for the economy; and
B more flexible foreign exchange and foreign trade regulations.

1- Conduct of monetary policy

Monetary authorities concentrated on :
4 more flexibility in monetary policy;
4 reorganization of the money market;
¢ renewed attention to promoting savings; and
# better conditions for financing of the economy.

1.1- More flexibility in monetary policy

Given the ongoing weakness of world economic conditions and its ensuing adverse impact on the Tunisian economy, the
Central Bank of Tunisia lowered its key rate twice over the first half of 2003, from 5.875% to 5.5%, then to 5%. Such
flexibility in monetary policy, which was helped by ongoing success in keeping inflation down, sought to foster economic
recovery, especially in investment. The Central Bank of Tunisia also revised the penalty rate that banks must pay if they
go below the required level of mandatory reserves. This revision lowered the level of the average rate of the money
market +5 percentage points to that of the money market rate + two and a half points.”” The priority given to reducing
fees paid by banks in favor of greater financing of the economy was extended to conditions governing the portion of
refinancing from the Central Bank of Tunisia that is not in line with loans made by banks as per the stipulations of
title IT of circular n° 87-47. The relevant amount is to be considered as an advance to a current account using the Central
Bank of Tunisia’s intervention rate plus 2.5 percentage points instead of 5 points previously®.

1.2- Reorganization of the money market

To better meet the challenges of a market economy and after promulgation of law n°2000-37 of 4 April 2000 modifying
law n°58-90 governing the creation and organization of the Issuing Institution, the Central Bank of Tunisia instituted
Open Market transactions. Diversifying monetary policy instruments allows the Central Bank of Tunisia to buy or
take in pawn public and private securities from banks. This mechanism, intended to better regulate bank liquidity, is
also expected to boost the secondary market for public securities. Seeking to increase and to make transactions on the

(1) Cf Central Bank of Tunisia circular to banks n° 2003-08 of 11 July 2003.
(2) Cf Central Bank of Tunisia circular to banks n° 2003-09 of 11 July 2003, which modifies BCT circular to banks n° 2003-06 of 5 May 2003.
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interbank market more secure, operators benefited from the introduction of sales with repurchase options. Income
from this manner of acquiring stocks and commercial paper involving transfer of property are exempt from VAT.?

1.3- Promoting savings

In seeking new ways to reactivate promotion of the main categories of savings, monetary authorities adopted a slate of
measures in 2003, dealing mainly with :

¢ Adjustment of the regulation governing special savings accounts, which starting 15! January 2004 carry a loyalty
premium and new time frames for calculating and capitalizing interest.” This adjustment eliminates the ceiling on the
amount that can be deposited in an account as well as the number of accounts that can be opened at any given bank.
Anyone with an account that requires a minimum of 10 dinars for any debit or credit transaction will have a bankbook
or electronic withdrawal card, but no checkbooks will be issued.

4 The move to harmonize conditions for managing investment savings accounts and stock savings accounts. Since its
introduction in 1982, investment savings accounts have benefited from adjustments in operating conditions® . Accounts
can be opened at a postal savings center or a bank. Remuneration is set, at a minimum, at the savings rate. Deposits
can be made by private parties to carry out new individual projects eligible for tax breaks available for this purpose.
Implementation of these projects can be carried out to benefit the account holder’s children or can involve subscription
in the initial company capital eligible for deduction of income or reinvested profits as provided for in legislation
governing investment incentives. If funds are withdrawn for use other than implementation of the envisaged project,
taxes and interest on amounts remitted will be levied. It was also decided to harmonize the tax system relating to
investment savings accounts®. Thus the amount that can be deposited in savings accounts yearly in this framework as
doubly deductible from the tax base was increased from 5,000 to 20,000 dinars.

#Extension of a network to attract and promote long term savings by enabling the national post office to deal in
insurance services. An agreement has been signed to allow the post office to issue insurance contracts?.

In this same context, agreement was reached in November 2003 between the Tunisia’s Professional Association for
Banks and Financial Institutions and the Tunisian Federation of Insurance Companies concerning the conditions under
which banks can sell insurance products.

1.4- Financing of the Economy

In the framework of ongoing economic policy, there have been several improvements in financing conditions, especially
for agriculture. Decisions in this area involve :

4 Money to acquire, transport and store dry fodder and bran pellets to boost national stocks of dry feed. New loans were
made available for this purpose to professional agricultural structures, agricultural service companies, agricultural
exploitation and development companies, farmers themselves and merchants. Loans take the form of advances, covering
80% of the value of back-up stocks of dry fodder and bran pellets® ;

4 A change in conditions for granting seasonal loans, due to the increased cost of 2 number of inputs. Thus the amount
available for seasonal crop loans has been revised upward, depending on the kind of crop and the size of the farm, of
yields and of the volume of dry fodder sold in previous seasons® ;

(3) Cf : Article 47 of law n° 2003-80 of 29/12/2003, which provides for the ~ (7) Cf : Articles 39 to 42 of law n° 2003-80 of 29/12/2003 providing for the
2004 budget, as published in the Official Journal of the Tunisian Republic ~ 2004 budget, published in the Official Journal of the Tunisian Republic n° 104

n°104 of 30/12/2003.

(4) Cf : Central Bank of Tunisia circular to banks n°2003-10 of 15/09/2003.
(5) Cf : Ministry of Finance decree of 24 April 2003, published in the Official
Journal of the Tunisian Republic n°35 of 2 May 2003.

(6) Cf : Articles 45 and 46 of law n°2003-80 of 29/12/2003 providing for the
2004 budget published in the Official Journal of the Tunisian Republic n° 104
of 30/12/2003.
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of 30/12/2003.

(8) Cf : Central Bank of Tunisia circular to banks n°2003-09 of 11 July 2003,
which modifies Central Bank of Tunisia circular to banks n° 2003-06 of 5
May 2003.

(9) Cf : Central Bank of Tunisia circular to banks n°2003-12 of 15 October 2003.
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¢ Complementary loans were made available to cereal growers for supplementary fertilization and anti-fungus
treatments.”” This decision was made on the basis of needs linked to prevailing good weather conditions ;

# Greater intervention by the national fund to promote handicrafts and small trades (FONAPRA) for refrigerated
transport of fishing products“”.

2- Strengthening the competitiveness of the financial sector
To better meet international norms, the financial sector in 2003 benefited from a set of measures meant to boost its
competitiveness.

2.1- Measures in support of modernization and restructuring in the banking sector

Relevant measures, meant to strengthen the competitiveness of the sector and improve the quality of services, targeted
mainly :

4 Finalization of the process to implement the overall electronic clearing system by introducing electronic processing
of the standardized letter of exchange ;

4 Phased-in implementation by the Central Bank of Tunisia of the system to transfer large amounts ;

# Elaboration of a charter between the Tunisia’s Professional Association for Banks and Financial Institutions (APTBEF)
and Tunisia-Telecom, which maps out the procedures needed to ensure quality services ;

# Acceleration of the process to develop electronic banking, symbolized by signature in July 2001 of an agreement
among banks, with 791,000 bank cards issued in 2003 (compared to 502,000 in 2001). With 560 cash and automatic
teller machines (DAB and GAB), two out of three bank branches now have a cash machine ; Furthermore, the number
of outlets and banking branches equipped with card processing systems increased to 10,452 in 2003, compared to
9,688 a year earlier ;

# Accounting norms governing consolidation of accounts were issued in December 2003, meant to improve the quality
of financial data and thus the financial transparency of companies belonging to the same group“? ;

# Final stage in clearing up finances at four development banks slated to become all-purpose banks. This involved in
particular the handing over of bad debts to claim collection companies, facilitated by deduction from the tax base of
losses resulting from the sale of claims between 15! January 2002 and 31 December 2004 to collection companies and
from shareholdings in close-ended investment companies. Furthermore, these banks benefited from the possibility of
covering losses on sale transactions from special regime reserves"® ;

# The completion of the joint programme to clear up development bank corporate issues, with the APTBEF providing
training and the redeployment of human resources to operational branches ;

4 An increase from 100 to 500 dinars in the ceiling of doubtful claims that can be deducted by loan institutions acting
as banks, which will allow these banks to respect prudential norms and to enhance their competitiveness"?.

2.2- Support to banks that help tourism companies in difficulty

To encourage loan institutions to continue to help the tourism sector, public authorities introduced major measures to
deal with indebtedness at a number of hotels. Banks are now allowed to write off late charges and interest on interest
from 01/09/2001 to 30/06/2003. This should help companies before the end of 2004, These measures are available
to Saharan tourism companies, companies started by new promoters, and companies in the delegations of Tabarka and
Ain Draham. This decision involves:

(10) Cf : Notes of the Central Bank of Tunisia circular to banks n°01 of 31
January 2003 and n°01 of 21 January 2004.

(11) Cf : Central Bank of Tunisia circular to banks n°2003-01 of 03/02/2003.
(12) Minister of Finance decree of 1st December 2003, published in the Official
Journal of the Tunisian Republic n°97 of 05/12/2003.

(13) Cf : Law n°2003-32 of 28 April 2003, published in the Official Journal of
the Tunisian Republic n°34 of 29/04/2003.
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(14) Cf : Article 48 of Law n°2003-80 of 29/12/2003, which provides for the
2004 budget, published in the Official Journal of the Tunisian Republic n°104 of
30/12/2003.
(15) Cf : Article 25 of Law n°2003-80 of 29/12/2003, which provides for the
2004 budget, published in the Official Journal of the Tunisian Republic n°104 of
30/12/2003.
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# The writing off on loan institution accounts of late charges and interest on interest left to these companies; and
4 Deduction from taxable profits of interest turned into shareholdings in the capital or current account of associates“®.

2.3- Organization of capital risk investment companies (SICAR)

In the framework of setting up a single representative to deal with authorities, these companies were invited to constitute
a professional association similar to the APTBEF. Its statute will be subject to Minister of Finance approval, on the basis
of advice from the Financial Market Council (CMF) .

3- Boosting investment

To limit the impact of adverse international and national conditions and to favor job creation, authorities adopted
measures to boost investment.

3.1- Promotion of investments by young graduates of higher education

To help graduates get started in the working world, especially to start up their own business at a cost not exceeding
50,000 dinars, law n° 2002-101 of 17 December 2002 and the relevant application decree n°2003-1446 of 25 June
2003 published in the Official Journal of the Tunisian Republic n°51 of 27 June 2003 provides for a number of
incentives. This involves notably the granting of an investment premium up to 6% of the cost of a project (exclusive of
revolving funds); assumption by the State of contributions to the social security scheme for wages paid; and exemption
from contributions to the fund to promote low cost housing (FOPROLOS) and from the vocational training tax.
Conditions to qualify for the investment premium are governed by the above-mentioned decree.

Furthermore, the list of services provided by small and micro-companies started by young graduates who qualify for
these benefits was extended to consulting and audit/accounting firms serving industry and to telecommunication
activities. The investment premium was increased to 21% and 25% of the cost of a project (exclusive of revolving funds)
carried out in either regional development zones as defined in annex 1 of decree n°99-483 of 15! March 1999 and
priority zones as defined in annex 1A of decree n° 2003-1538 of 2 July 2003.

Authorities have also reworked the scope of the fund to promote industrial development (FOPRODI) involving financing
of small scale businesses. Promoters of projects costing no more than 500,000 dinars can choose between
shareholdings by the fund to promote industrial development (FOPRODI) or funding to be repaid as a loan. Funding
can cover no more than 60% of minimum capital, with the promoter personally providing no less than 10%, at an
interest rate of 3% per year for a period of 12 years and a five year grace period"®.

3.2- Incentives to recruit graduates of higher education

The State will assume 50% of wages paid to graduates of higher education for one year, up to 250 dinars a month. This
incentive is available to private companies that give graduates of higher education their first job and to new small and
medium businesses participating in upgrading programmes, those located in regional development zones, and those
providing additional jobs™.

(16) Cf : Articles 30 to 35 of law n°2003-80 of 29/12/2003, which provides for (18) Cf : Decree n° 2003-1670 of 4 August 2003, published in the Official
the 2004 budget, published in the Official Journal of the Tunisian Republic ~ Journal of the Tunisian Republic n° 65 of 15 August 2003.

n°104 of 30/12/2003. (19) Cf : Article 16 of law n°2003-80 of 29/12/2003 providing for the 2004
(17) Cf : Article 51 of law n° 2003-80 of 29/12/2003 providing for the 2004  budget, published in the Official Journal of the Tunisian Republic n° 104 of
budget, published in the Official Journal of the Tunisian Republic n°104 of  30/12/2003.

30/12/2003.
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3.3- Instauration of a system to guarantee loans granted to medium size industrial and service companies
To encourage loan institutions to provide financing for projects launched by young promoters without any real collateral,
public authorities have introduced a system to guarantee loans for such initiatives”.

Management of this guarantee system was assigned to the Tunisian Guaranty Company «SOTUGAR», founded in 2003
with 3 million Tunisian dinars in capital held by the State and loan institutions, 40 million Tunisian dinars in funding
from the National Guaranty Fund (FNG) and a 9 million euro grant from the European Union in the framework of the
industrial modernization programme. These funds also come from contributions from loan beneficiaries and capital
risk mutual investment companies set up for this purpose’. Loan beneficiaries pay 0.6% in annual interest on medium
and long term loans and 1% on short term bank loans. Capital risk mutual investment companies pay 3% of the amount
of their holdings*”.

4 - Enhanced economic competitiveness

Conscious of the need to ensure successful integration of the Tunisian economy in the globalization process, authorities
have continued to take measures to boost corporate competitiveness. These measures have involved :

# Encouraging company upgrading, with a rebate of the full amount of VAT on investments made “*;

4 More flexible tax conditions for companies that band together, with a reduced rate for the parent company’s holdings
in the capital of affiliated companies; on the other hand, the parent company must post its stock on the stock market;
authorities have also allowed for tax breaks on funding between companies belonging to the same group, by transfer
from one associate’s current account to another’s® ;

4 A break on customs fees, meant to boost economic competitiveness by means of an overall reduction in customs duty
rates®; the customs exempt status of raw materials, semi finished products and other products that are not
manufactured locally but imported from the European Union has been extended to other countries of origin®.

5 - More flexible conditions governing foreign exchange and foreign trade

In line with the move to current convertibility of the dinar and liberalized external finances, authorities adopted new
measures to support initiatives by both non resident and resident economic operators. These measures concerned in
particular :

4 Strengthening of incentives for foreigners to make portfolio investments : foreign investors are allowed to acquire
transferable Treasury bonds up to the ceilings® set by the Central Bank of Tunisia on the basis of advice from the
Ministry of Finance;

4 The introduction of convertible dinar sub-delegatory accounts that can be opened by private individuals working as
foreign exchange sub-delegatories, as well as resident private individuals with holdings in the capital of corporate bodies

(20) Cf : Article 24 of law n°2002-101 of 17 December 2002 providing for the 2003 budget.

(21) Cf : Decree n°2003-456 of 24 February 2003, published in the Official Journal of the Tunisian Republic n°18 of 4 March 2003.

(22) Cf : Minister of Finance directive of 14 April 2003, published in the Official Journal of the Tunisian Republic n°32 of 22 April 2003.

(23) Cf : Article 15 of law n° 2003-80 of 29 December 2003, providing for the 2004 budget.

(24) Cf : Articles 17 to 22 of law n°2003-80 of 29/12/2003, providing for the 2004 budget, published in the Official Journal of the Tunisian Republic n°® 104
of 30/12/2003.

(25) Cf : Article 13 of law n° 2003-80 of 29/12/2003, providing for the 2004 budget, published in the Official Journal of the Tunisian Republic n°104 of 30/12/2003.
(26) Cf : Article 14 of law n°2003-80 of 29/12/2003, providing for the 2004 budget, published in the Official Journal of the Tunisian Republic n°104 of 30/12/2003.
(27) Cf : Decree n° 2003-2391 of 17 November 2003, published in the Official Journal of the Tunisian Republic n°94 of 25 November 2003.
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qualifying as foreign currency sub delegatories; conditions for managing these accounts are defined in Central Bank of
Tunisia circular to authorized intermediaries n°2003-05 of 27 March 2003;

4 Improved conditions governing professional accounts, allowing for wider management of foreign exchange risk**;
# More flexible foreign trade formalities, by integrating into the integrated system of automated processing of foreign
trade formalities those transactions relating to foreign trade bills, definitive invoices for exports and commercial
contracts for imports entering as temporary import or for warehousing; this integration in a single system will favor data
exchange®.

(28) Central Bank of Tunisia circular to authorized intermediaries n° 2003-13 of 12 November 2003.
(29) Cf : Central Bank of Tunisia circular to authorized intermediaries n°® 2003-15 of 12/12/2003.
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Bl BANKING LIQUIDITY
AND THE STATUS OF MONETARY BALANCE

For the second straight year, deposit bank inflows grew faster than outflows, especially for loans, creating easy cash flow.
This improved liquidity made it possible for banks to reduce recourse to Central Bank of Tunisia refinancing compared
to the year before. Consequently, in light of trends in economic fundamentals, monetary authorities had to :
# reduce the call for bids rate twice;
4 diversify their means of intervention by introducing an open market policy to
boost the secondary market for State securities.

1- Trends in deposit banks liquidity

After rising by 21 million Tunisian dinars (MTD) in 2002 in terms of averages, banking liquidity at deposit banks grew
by 379 million Tunisian dinars in 2003. This improvement was based on a significant increase of 523 million Tunisian
dinars in net holdings in hard currency and to a lesser degree by a drop of 99 million Tunisian dinars in other net
factors. 1In any case, the resulting expansionary impact was attenuated by the restrictive effects of the increase in
banknotes and coins in circulation (+185 MTD) and of the balance in the treasury’s current account balance (+84 MTD).

TRENDS IN BANKING LIQUIDITY FACTORS
(data in terms of daily averages, in MTD)

PERIOD 2001 2002 2003 Variation

DESCRIPTION 2002/2001 | 2003/2002
- Banknotes and coins in circulation -2,426 -2,579 -2,764 -153 -185
- Balance of the Treasury’s current account -198 -287 -371 -89 -84
- Net holdings in foreign currency +2,302 +2,756 +3,279 + 454 +523
- Other factors -259 -477 -378 218 +99

Total of autonomous factors -581 -587 -234 -6 +353
Balance of banking’s ordinary current account 219 -192 -166 +27 +26

Monetary policy transactions +800 +779 +400 -21 -379
of which:
- Calls for bids +580 +370 +256 216 -114
- Uptake allowances for three month Treasury bonds +47 +380 +125 +333 -255
- Open market transactions - - +12 - +12

Source : 2003 Central Bank of Tunisia Annual Report

(1) (-) indicates the restrictive impact of liquidity factors and (+) indicates the expansive effect on banking liquidity.

Trends in factors relating to banking liquidity throughout the year showed four main phases, which showed diverging
trends :

¢ Aside from a 60 MTD tightening of cash flow in F