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By Attijari Global Research

In Tunisia, the Finance Act Draft (FAD 2022) was unveiled’ in a difficult economic context. Indeed,
Tunisia faces real budgetary constraints which raise a certain number of questions about the
actions to be taken to start, on a better basis, this new fiscal year. The content of this project
consists of an enumeration of the new tax provisions.

To present our reading of the economic situation in Tunisia, we refer to the Central Bank of
Tunisia to report historical factual data. Regarding forecasts, we cite those of the IMF with which
the Tunisian authorities work closely.

It is clear that Tunisia has been evolving since the 2010s within a cycle of low growth contributing to a
structural budgetary imbalance. Faced with the imperatives of managing the health crisis, the FAD
2022 seems to focus mainly on cyclical measures in order to mitigate the repercussions on the
Tunisian economy.

' As a reminder, the content of the FAD was relayed through the press.
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By Attijari Global Research

GROWTH STRUGGLING TO CROSS THE 2.5% THRESHOLD

Like the international trend, the restrictions imposed by the Covid, the weight of tourism and the strong exposure to
the Euro zone have caused a considerable drop in the production of the Tunisian economy of -8.2% in 2020, the
biggest recession since independence. In 2021, the expected recovery would only be partial with an increase of
+3.8% according to the latest forecasts from the Central Bank of Tunisia (BCT).

Average growth in Tunisia seems struggling to cross the 2.5% threshold, well below the 4.0% levels posted in the
2000s. The IMF forecasts an average increase of 2.1% over the period 2022-2024. Under these conditions, Tunisia
thus would require 3 years to resume to pre-Covid production levels, i.e. by 2023.

IMF GROWTH FORECASTS 2022-2024E

GROWTH PHASES OF THE TUNISIAN ECONOMY
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Historically, the growth of the Tunisian economy is based on the progression of the Added Value of the service
sector, which accounts for more than 60% of the overall AV. The contribution of the crop sector, the weight of which
revolves around 10%, remains cyclical due to its reliance on weather conditions.

An acceleration of this growth would obviously depend on an improvement in the health context, a solid recovery in
the tourism sector, but also on a good Demand dynamic in Europe to which the economy is highly exposed. Thus, the
short-term recovery in Tunisia would be based more on exogenous than endogenous factors, especially since the
fiscal and monetary leeway remain relatively limited due to financing constraints and the monitoring of inflation.

DAILY NUMBER OF NEW COVID-19 CASES GROWTH OF BUSINESS PARTNERS 2021-22
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The Tunisian economy is currently facing 3 major challenges:

= Reduce unemployment, the rate of which is 17.4%. Indeed, the authorities would rely more on the contribution of
the private sector because of the large proportions of the public wage bill;

= Increase tax revenues, the insufficiency of which contributes to a structural fiscal imbalance. However, the
current context is not conducive to an increase in tax rates;

= Dilute the outstanding debt in a context where the decline in GDP would be the first factor in the increase in the
debt ratio. Recall that the Tunisian Dinar (DT) had a neutral impact on the period 2020-2021.

“Indicators as at December 17, 2021

Sources : Central Bank of Tunisia, World Bank, IMF forecasts
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By Attijari Global Research

A CHRONIC PRIMARY DEFICIT WHICH SUBSTANTIALLY INCREASES FINANCING NEEDS

Since 2011, the Tunisian economy has shown a budgetary imbalance which materializes in a structural deficit
primary* balance. This situation stems from a combined effect of :

= The shortfall of tax revenue associated in particular with insufficient economic growth and the size of the grey
economy ;

= The weight of the civil service wage bill which represents 17.6% of GDP [a world high for emerging non-oil
countries].

In this context, the Tunisian economy has entered into a rebalancing process which has induced a contraction of its
fiscal deficit from 6.1% in 2017 to 4.8% in 2018 and then to 3.6% in 2019. Nevertheless, the Covid-19 shock affected
these efforts, widening the fiscal deficit (excluding grants) to 6.6% of GDP in 2021 from 10.1% in 2020.

At the same time, the public debt experienced a real jump. Its annual growth rate increased from [1-2] pts until
2019, to 11.8 pts in 2020, i.e. at 84.3% of GDP according to the CBT. This increase takes into account the decline in
GDP combined with the increase in the fiscal deficit.

While the effect of the decline of the Dinar, a historical factor in the growth of the debt, has been almost neutral
since 2020. Even with the absence of tourism, the Dinar has been supported by the production of hydrocarbons,
phosphate as well as workers’ remittances.

TUNISIA : OVERALL FISCAL DEFICIT (GDP %) TUNISIA : PUBLIC DEBT (GDP %)
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With the succession of significant levels of fiscal deficit, the Treasury is experiencing increasingly substantial needs,
which cannot be fully funded on the domestic market.

Faced with this, Tunisia has focused its efforts on external financing which now weights a preponderant share of 70.5%
of GDP in 2020 (according to our computations). The rapid growth in the outstanding amount, the share of external
financing, and the economic outlook thus make foreign donors relatively more demanding when it comes to releasing
new financing.

As a reminder, Tunisia has created a precedent by resorting to unconventional financing. Indeed, the BCT proceeded to
a monetary financing of the Treasury of TND 2.81 Bn, i.e. nearly 2.5% of the GDP at a rate of 0%, and a 5-year maturity
with one year grace period.

* Budget balance before interest fees

Sources : CBT, IMF, AGR collection
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MAIN TAX PROVISIONS OF THE 2022 FINANCE ACT DRAFT

We present below a collection of the main fiscal provisions of the 2022 Finance Act. These represent, in our
opinion, more provisions aiming primarily at dealing with the repercussions of the health crisis.

Support for public enterprises affected by the Covid-19 pandemic

= Suspension of VAT for air transport companies concerning the procurement of material, equipment, products
and services necessary for their activity;

= VAT exemption for products at administered prices imported by the "Central Pharmacy”.

These two measures aim to relieve the financial distress of public companies which have been strained by the
effects of the pandemic.

Support for domestic market supply

=> Increase in the authorized quota for the local sale of fully exporting offshore companies;
= VAT exemption for refrigerated storage operations for crop and fishing products;

= VAT exemption of commissions of sellers of crop products within wholesale markets.

During a period of stress on the processes and costs of sourcing raw materials, these provisions aim to support the
supply and storage operations of the domestic market.

Stimulation of projects

= Exemption of capital gains during the impairment of buiding and non-building assets to their real value;
= Exemption from the obligation to register constitution texts when launching projects;

= 10% reduction in consumption tax on certain products such as tiles.

Upstream, the revaluation of assets would make it possible to consolidate companies’ equity and increase their
eligibility for funding. Downstream, reducing the costs associated with projects increases the attractiveness of the
investment.

Support for financial institutions

= Revision of the tax regime governing the laying aside of bad debts by banks and financial institutions for the
relief of bank balance sheets;

= VAT exemption for banks for digitized payment transactions in order to reduce cash exchange.

On the one hand, the abandonment of NPLs by banks heals the rate of litigation and lays new foundations for their
development. On the other hand, the encouragement of the digitization of payment transactions is orienting cash
flows to official channels.

Source : AGR collection
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