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Basic facts (2021)

Population: 12 million
GDP, nominal: USD 4,6 billion
GDP/capita: USD 3 867
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The country risk categories are arranged on a
scale from 0 to 7. The lower the figure, the better
the country’s creditworthiness
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Strengths

+ Diversified economy with a large and
well-educated middle class.

+ Access to financial support from
multilateral and bilateral donors.

Weaknesses

- Political instability and increasingly
authoritarian government.

- High levels of government debt and
significant external financing needs.

- Negative trend in various measures of
the country’s public institutions.
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The coronavirus pandemic put additional strain
on a highly indebted economy

More than a decade ago, protests in Tunisia sparked the Arab Spring. This
popular uprising in Tunisia, which came to be known as the Jasmine Revolution,
protested against unemployment, poverty and corruption, among other things.
Tunisia has since been held up as the successful example of democratisation
from the Arab Spring, however the road to democracy and economic develop-
ment has faced setbacks. Average GDP growth has been weak over the past
decade, at not more than one percent per year. The economy is driven largely by
tourism, which accounts for almost 15% of GDP. Beyond that, it is driven by the
agricultural, mining and manufacturing sectors. Despite a relatively diversified
economy, with developed public institutions and a high level of education, the
economic situation has deteriorated sharply in recent years. And the coronavirus
pandemic has aggravated the situation further. The absence of tourism com-
bined with a societal shutdown caused the economy to shrink by more than 9
percent in 2020. Tunisia is not expected to reach pre-pandemic economic output
levels until 2024.

Tunisia's weaknesses include high levels of public debt and structural fiscal
deficits. High levels of sovereign and external debt (82 and 83 percent of GDP
respectively) leave the economy exposed to financial markets and the possibility
of debt refinancing. The present structural current account and fiscal deficits
create a dependence on external financing. The country’s external liquidity is
weak and a large portion of the sovereign debt is denominated in foreign cur-
rency, making it sensitive to fluctuations in exchange rates. Foreign exchange
reserves have been declining in recent years, however with the IMF's increased
allocation of Special Drawing Rights in 2021, the reserves have increased and are
now equivalent to close to four months of import cover.

Continued economic downturn expected

The fallout from the war in Ukraine is putting severe pressure on the country’s
economy. Tunisia imports both energy and food, with 80% of its wheat being
imported from Russia and Ukraine. Increased food and energy prices, combined
with a lack of tourism, are adding to already rising inflation and a deterioration
of the country’s external position. The slowdown in growth is considered to be
caused in part by restricted public spending, which is expected to dampen eco-
nomic growth in the coming years. Political uncertainty is further weakening the
economy. Since President Kais Saied dismissed the prime minister and suspen-
ded the Parliament in July 2021, the central government has become increasingly
authoritarian. The President recently called a referendum on a new Constitution,
which was voted into effect. The new Constitution gives the President extensive
powers over the central government and the judiciary, along with limiting the
role of Parliament.

In the long term, the country’s significant external financing needs pose a risk.
Despite the fact that a large part of the debt is in the form of soft loans (with low
interest rates and long maturities), it represents a significant risk due to Tunisia'’s
lack of access to international capital markets. The risk premium on governme-
nt bonds peaked (above 2,000 bps) at end-March 2022, which is well above the
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recommended upper limit (600 bps) for debt sustainability by the IMF. Risks are
balanced against access to financial support from multilateral donors and a
relatively good relationship with the IMF. The country has had an IMF program-
me since 2016 and received support during the coronavirus pandemic. Negoti-
ations with the IMF for a new programme are continuing, but slowly. The IMF is
demanding further reforms in subsidies and the public sector’s salary costs. An
unstable political landscape since the Arab Spring has hampered the implemen-
tation of structural and fiscal reforms. In the past the country has benefited from
its strong and relatively well-developed institutions, but more recently a negative
trend is also observed in all measures of institutional quality. Protests against a
weakening economy flare up continuously and the risk of social unrest is high.

Over the long term, progress is hampered by the high level of uncertainty. A new
IMF programme would counter the risk of balance of payments problems, but
many reforms will need to be implemented to ensure its success. It is difficult to
be hopeful about this however, given the past history of unsuccessful implemen-
tation of reforms. Political developments pose an uncertainty as to whether and
when negotiations with the IMF can be finalised, even if an agreement is likely

to be reached. Despite a favorable potential with a relatively highly educated
population, reforms are needed to address the country’s structural problems of
high indebtedness and unemployment.

Business environment

EKN classifies the business environment in Tunisia in class 3 (out of 7). The
World Bank's Ease of Doing Business index ranks Tunisia 78th out of 190 countri-
es ranked in 2020, which is around the average for the region. The Transparency
International Corruption Index ranks Tunisia 70th out of 180 countries, which

is among the better rankings for countries in the region. The World Bank's
Worldwide Governance Indicators (WGI), which encompasses various measures
of public institutions and the regulatory environment, ranks the country above
the average for the region in terms of regulatory framework and corruption. The
quality of the regulatory environment, according to the WG], is a bit above the
average for the region. Over a ten-year period, there has been a negative trend
in all measures except democratization. Weaknesses lie in the quality of the
regulatory environment, political stability and the security situation. Overall, per-
sistent unemployment, political instability and security concerns are expected
to continue to constrain the success of reforms aimed at improving the business
environment.

The Tunisian banking sector is weak and has a significant exposure vis-a-vis
the central government. The three largest banks, all state-owned, account for
approximately one-third of total assets. The share of bad loans is high and the
average within the banking system is 12-13% of total loans. During the corona-
virus pandemic, profitability and asset quality have deteriorated in the banking
sector.

EKN:s policy
EKN places Tunisia in country risk category 7 (on a scale from 1to 7) — an assess-

ment carried out jointly in conjunction with other OECD countries. Sovereign
risks, banks and companies are subjected to a normal risk assessment, which

wwaln



AUGUST 2022
OF7

carecem > Tunisia

Swedish export to
Tunisia
MSEK
2021 626
2020 468
2019 529
2018 622
2017 596
Source: SCB
EKN:s exposure
MSEK
Guarantees 108
Offers 125
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means that there are no predetermined limitations in the issuance of guarantees
and that the transactions are assessed on their own merits without any specific
requirements or preconditions. In regard to risks with other public purchasers,
such as line ministries, municipalities and governmental agencies, there is a
requirement for a payment guarantee - letter of credit, bank guarantee or state
guarantee.

EKN:s commitment and experience

During the period 2016-2021, EKN issued guarantees for 131 transactions for
Swedish companies exporting to Tunisia, for a total value of SEK 890 billion. The
largest portion of that amount is attributable to the transport sector. Swedish
goods exports to Tunisia consist largely of wood and paper products. EKN's cur-
rent exposure is dominated by the wood and paper sector, in addition to which
EKN guarantees exports to Tunisia primarily in sectors such as transport and
telecommunications.

The payment experience is mixed. Delays in payment are not uncommon, but
normally these are paid sooner or later.



