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Executive Summary
The Phoenician princess Elissar is a role model for Tunisian women, inspiring them to be ambitious and
to take on new vocations, just as she did many centuries ago. Across the bay from modern-day Tunis,
Elissar founded the city of Carthage, which went on to become the wealthiest city of its time. Built on
trade and commerce, Carthage exploited its abundant fresh water reserves and its central location in the
Mediterranean to become the center of regional trade—and the “ruler” of hundreds of Phoenician cities
along the coast of Africa, Sicily, Sardinia, Corsica, and even Spain. Carthage now lies in ruins, but
Tunisia’s cities still enjoy their advantageous location in the center of the Mediterranean. By harnessing
the natural advantage of their cities, all Tunisians can reclaim the glory of Carthage, reestablishing a path
to enhanced prosperity, through middle incomes and beyond.
However, many policymakers in Tunisia, in considering options for developing their cities, worry that
Tunis is too big. Some also worry whether policies need to limit the growth of Tunis and other large
coastal cities and in the process divert economic and population growth to lagging areas further in the
hinterland. The evidence suggests otherwise. Tunisia has hitched its wagon to the global economy, with
exports of goods and services making up more than 50 percent of national GDP. The manufactured
products that Tunisia exports exploit the natural advantage offered by favorable coastal access on the
Mediterranean, just as Carthage did many centuries ago. In fact, 92 percent of all industrial firms in
Tunisia are within an hour’s drive from the cities of Tunis, Sfax, and Sousse. Further, 56 percent of all
Tunisians live within that same area. Rather than worry about the size of Tunis, policymakers should
worry whether Tunisian cities are generating economies of scale and agglomeration—the economic gains
when people and businesses locate close to each other, enhancing trade linkages across the Mediterranean
and beyond. Tunisia’s policymakers should also worry about firmly connecting all Tunisians to the
coastal growth engines, so that prosperity is shared by all.
In addressing these worries, policymakers should start by treating their cities as a portfolio of assets, each
differentiated by characteristics that include the size, location, and density of settlement. Three decades of
research worldwide highlight that businesses and people can exploit economies of scale and
agglomeration if their settlements perform their intended functions.1 What does this mean for Tunisia?






The metropolis of Tunis needs to provide the urban diversity that encourages learning in large
universities and innovation in business districts—and to connect people to the whole world. They
provide what is called urbanization economies.
Cities like Sfax and Sousse should allow producers to benefit from being near each other because
they can choose workers and materials from a bigger pool. They also lead to beneficial
competition between producers because they can shop around. These are called localization
economies.
Smaller towns like Sidi Bouzid and Gafsa scattered around Tunisia’s landscape, including its
lagging areas, need to allow firms and farms to exploit plant-level scale economies by improving
connectivity with other places for moving inputs and outputs—and by providing clean water,
sanitation, schools, and clinics for the families of workers.

Tunisia needs all three types of places, because they do different things. The focus of public policy should
be more about helping these places perform their functions well, rather than being overly concerned about
their size.
A strategy for enhancing prosperity through cities needs to be built on three legs:2




Planning, focusing on policies for using urban land, and expanding basic infrastructure and public
services.
Connecting and focusing on physically linking people to jobs and businesses to markets.
Financing and focusing on finding the up-front capital to provide infrastructure and services as
urbanization picks up speed.

Of the three, planning for land use management must be the top priority. Building on the plans to finance
rapid urban growth will be critical but challenging because large upfront capital investments will be
needed to build transport and water systems, solid waste management, and sewage removal and treatment.
Still, financing can become more sustainable through taxes that come with economic growth—and the
ability of mayors to leverage land markets and approach local currency debt markets. Financing should
also be closely integrated with a city’s plans for managing growth.

Planning: nurture a land price system; relax land use regulations
The use and reuse of land are central to a city’s expansion and development. Land availability has a
strong bearing on the decisions of firms and households about where to set up business and where to live.
To nurture efficiency and productivity gains that come with density or proximity, urban land markets
need to swiftly allocate land to its most valuable use and enable the clustering of private investment,
housing, and publicly supported infrastructure. What are the priorities?
First, relax regulations governing land transaction and nurture institutions to value land
accurately and systematically
For land markets to function well, prices and information on land use and ownership must be signaled
transparently and consistently. This is especially important for Tunisian cities because land is a major city
asset and will likely continue to appreciate in value over the coming decades. But today, the public sector
system for property valuation is disconnected from market prices. Public sector estimates are calculated
from fixed national reference prices, the most recent of which were set by a 2007 presidential decree.
Because agricultural land and all land outside municipal planning areas are not taxed, the public sector
does not value them.
Discovering real land prices is easier when market data on transactions and information about physical
and legal attributes of the property, potential income, and construction costs is publicly available.
Independent institutions can ensure transparency of this kind of information. For example, most
transactions in the United States require certifications of assessors and appraisers.3 For the past 40 years,
the Republic of Korea has required that land and buildings be assessed by certified private appraisers
rather than by government officials. To ensure transparency, at least two assessments are required, and
when the two appraisals differ by more than 10 percent, a third is required. The final value is the average
of the privately provided appraisals.4 Kuwait has requirements similar to the Republic of Korea’s: two
private appraisals are required when undertaking public-private partnerships.5
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Poorly defined property rights and tenure status also impose barriers to land use and reuse. Because
registration is limited to individual freehold, properties with shared ownership and inheritance disputes
are excluded from the system. Expanding the formally recognized definitions of property rights is critical
for cohesive land management and planning. Consider Mexico, where a reform of agrarian law gave
communal ownership (ejidos) options to subdivide and sell, lease, or retain community management.6
And the Secretariat of Waqf in Kuwait, founded in 1993, provides an example of a legal institutional
structure for individual waqf management that brought together a network of entities specializing in waqf
administration and management. The creation of this institutional structure has been cited as an important
first step in decreasing the backlog of frozen properties with complex claims, encouraging the creation of
new waqfs for public and charitable purposes.7
Regulations governing property registration and transactions also make it difficult for poor people to own
land and property, hampering affordability and promoting informality. For example, it costs 6.1 percent of
the property’s price to register the property, in addition to TND30 in government fees and TND30–300 in
lawyer fees. Time and money costs include one day and TND10 for a nonencumbrance certificate, one
week and 0.1 percent of property value plus TND0.50 per signature and TND30–300 for lawyer fees to
finalize the contract, one day and 5 percent of property value in taxes plus 1 percent of property value for
registration fee, and one month and TND28 to purchase the deed and certificate. A fee for every page of
the contract punishes lands with complex tenure status or residents of multifamily buildings.8
In the Organisation for Economic Co-operation and Development (OECD) countries the registration cost
is lower, at 4.5 percent of a property’s price. Consider Georgia, a country that reduced transaction costs
and red tape for property registration. Today, registration involves a single procedure to register the title
with a public registry and on average takes only two days and costs 0.1 percent of a property’s price.
Second, improve coordination between infrastructure provision and land use planning
In addition to enhancing fluidity of land markets, coordinating the provision of basic services and
transport infrastructure with land use planning is also key. But Tunisia faces many impediments to the
granular management of land use, including low height limits. The default height limit is three stories in
residential areas, and this is often the standard applied to unplanned developments as well. In theory,
urban master plans can assign higher density to registered plots within planned areas. But up-zoning is
restricted to large plots, and the cumbersome application process involves many steps and stakeholders.
Instead of coordinating land use planning with infrastructure provision, the government has established a
precedent for post-development provision of infrastructure and services, leading to higher costs and
promoting uncontrolled urban expansion.9 By focusing on retrofitting urban expansion through the
extension of basic infrastructure, costly upgrading programs have exacerbated land management
challenges.
By focusing on a reactive approach to urban planning, Tunisia’s policymakers are losing the opportunity
to lead the way to more efficient cities. They can broaden their portfolio of strategies for managing urban
growth by strengthening proactive planning for development. Thinking ahead has paid off in cities such
as Hanoi, where the government coordinated densification policies with connective infrastructure
decisions and the city has grown virtually free of slums. In Brazil ambitious upgrading programs operate
alongside new zones that permit higher density urban development, with some reduced regulations to
encourage formalization and development of affordable housing. In Recife, a large city in northern Brazil,
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these areas averaged 225 people per hectare, compared with 65 in the rest of the city, and housed nearly
40 percent of the urban population.
Third, leverage competitive forces to expand basic services everywhere
Overall, about 80% of Tunisians have access to safe water supply, 92% in urban areas and 58% in rural
areas. Sewerage service is relatively well developed compared to other developing countries of similar
level of income. An estimated 84% of the population has access to improved sanitation: 96% in urban
areas and 62% in rural areas. More than half the population of Tunisia is connected to sewerage networks
in 144 towns, where more than 90% of the sewage collected is treated in some 66 wastewater treatment
plants, generally in good working order.10
Regional disparities in access to basic services such as water, sanitation, and health care persist
throughout Tunisia. Only 40 percent of rural households in the North West have piped water in their
dwellings, and 56 percent of rural household heads in the South West have no education. In contrast, in
Greater Tunis over 97 percent of households have piped water in their dwellings, and close to 80 percent
of household heads have some form of education.11 Extending access to services to the remaining
households in rural and lagging areas and improving the quality of these services at reasonable cost will
be Tunisia’s challenge for the next few years, especially since state-owned enterprises providing these
services are starting to show signs of financial distress.
Taking steps to expand access to basic services everywhere is essential. But policymakers need to think
beyond infrastructure provision, and consider tariff design and cost recovery that can help expand access
and improve service quality. Algeria, Egypt, and Morocco all have decentralized administrations and
reformed tariff programs to increase cost recovery and encourage water conservation. In Algeria,
legislation in 2005 allowed consumers to choose between an elevated fixed fee and a metered fee. The
elevated fixed fee has encouraged consumers to pay progressive, metered tariffs, which encourage
sustainability by reducing demand and increasing cost recovery. And by decentralizing water
management, tariffs have also been set by location to match the real cost of provision and capital
improvements.12 Today, while water tariffs in Tunisia include a fixed part and one that varies according to
consumption, they are set uniformly across the country.13
Coverage can also be linked to tariff structure changes. For example, in Colombia regulatory reforms that
allowed tariff increases to cover costs reduced overconsumption and enabled extending service expansion
and quality improvements without additional infrastructure to increase capacity. Further, following a
similar structure as that of Tunisia, fees set to allow higher-income households to subsidize consumption
for lower income-households within municipalities have ensured that services remain affordable.14
Looking forward is important for affordability—and for the competitiveness and environmental
sustainability of cities. A forward-looking approach to urban planning requires careful thought.
Institutions for land valuation can support fluid land markets. Coordinated policies of land use and
infrastructure can ensure that new developments have access to basic services and are connected to
markets and urban amenities. And rules can be set to support competitive markets for expanding basic
services and for developing land so that all segments of the housing market are served.

4

Connecting: better logistics to improve connectivity
Enhancing connections—between and within cities—gives firms access to local, regional, and
international markets. It also gives consumers more options and lowers prices through increased
competition, while opening new opportunities for job seekers as the labor market widens. Improved
connectivity thus supports economic growth and enhances integration within a country.
Today, Tunisia’s modal mix of domestic freight transportation is skewed highly toward road transport,
with about 86 percent of domestic land-based movements carried by trucks. But road transport prices are
high. A trucking survey for Tunisia suggests that average truck freight prices are $0.22 per tonkilometer—only two cents lower than the average price in the United States, whose GDP per capita is
more than 10 times higher.15
To enhance connectivity in Tunisia, improving efficiency to reduce transport prices and costs is
important. Policymakers should consider three priority areas.
First, to reduce costs: increase fuel efficiency and consolidate aging fleets
Today, fuel costs drive operating costs, accounting for more than 70 percent on average—considerably
more than the 40–50 percent in Sub-Saharan African countries.16 And the pump price for gasoline in
Tunisia was $0.93 per liter in 2012, comparable to that in the United States ($0.97), one of the world’s top
three energy subsidizers.17 Prices are higher in upper middle-income countries like Brazil ($1.39), South
Africa ($1.38), Jordan ($1.44), and Chile ($1.56). Poor fuel efficiency can be due to a variety of factors,
including old trucks, poor road infrastructure, and congestion. The trucking survey suggests the low fuel
efficiency of vehicles on short trips around large cities is related to the use of old pickup trucks and vans.
A high percentage of empty return trips and low truck utilization on these routes worsens performance
even more, increasing costs and generating negative environmental externalities.18
To enhance connectivity across Tunisian cities, policymakers need to provide incentives for a more
efficient trucking market. The primary focus should be on regulatory instruments to improve fuel
economy and reduce operating costs. Improving fuel efficiency will be important as Tunisia considers
options for reducing fuel subsidies. One option is fuel economy standards. The Corporate Average Fuel
Economy regulations in the United States, enacted in 1975, limit the minimum average fuel efficiency of
cars and light trucks produced or imported by firms. Limits are set on the manufacturer’s annual fleet of
vehicle production.19 Learning from this experience, the United States adopted standards for mid- and
heavy-weight trucks in 2011, with targets for lower fuel consumption by 2018 set by type of vehicle and
purpose. Having differentiated targets for each type of vehicle is expected to make them achievable.
Another option is to provide incentives to refresh the vehicle fleet, as Chile did. In 2009 the government
started the “Change Your Truck” program to renew the aging trucking fleet and improve freight transport
efficiency. The Chilean Agency for Energy Efficiency employed a phased approach where cash
incentives were initially offered to replace trucks older than 25 years. In a second phase, launched in
2012, incentives were targeted to owners of trucks older than 20 years, with a cash incentive ranging
between $10,000 and $16,000. For owners to claim the incentive, trucks had to be registered with updated
paperwork. To reach small firms and individual truck owners, the incentive is available only to companies
and truckers that bill less than $230,000 a year. Successful renewal would depend on the economic
viability of firms. In some cases fleet consolidation may also be a viable alternative to improve efficiency.
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The experience of Morocco suggests that allowing foreign investment in logistics and road transport can
be a very powerful tool to consolidate fleets and increase their efficiency.
Second, strengthen logistics and enhance connectivity around cities to improve efficiency
Coordination between producers and transporters greatly increases product availability and reduces
inventory costs, allowing truckers and transport firms to respond rapidly to changing markets. But when
coordination is deficient, inventory costs may rise, delivery times grow, empty-hauls increase, and costs
and transport prices rise, impinging on connectivity. In addition, large-scale, consolidated freight
transportation has the associated positive externality of reducing emissions, more than the fragmented
small-volume operations.20
Tunisia needs a system of third-party logistics to coordinate trucking operations. Following deregulation
in the 1990s, the domestic trucking industry, as in many other countries (such as India), became highly
fragmented, with many small truck operators.21 A survey of Tunisian truckers confirms the high incidence
of small operators. Of 133 respondents, 65 percent are individual owners who own two or fewer trucks,
and 90 percent are domestically owned companies or local truck operators. Coordination among operators
can enhance connectivity. Consider the United Kingdom where the freight industry markedly improved
efficiency through better route planning and reduced empty vehicle travel. Logistics consolidation
coupled with improved truck specifications reduced fuel consumption 20 percent between 1988 and 1998.
An added benefit is that manufacturers reduced inventory stocks 20 percent, saving the wholesale and
retail sectors over $18 billion.
Operating costs for short distance trips around large cities and other cities connected to the national
highway are high. Average operating costs on these routes are $0.27 and $0.31 per ton kilometer,
compared with $0.04 and $0.08 for medium distances. Given that 90 percent of Tunisian industrial firms
are within one hour of the seven largest cities, investments to improve roads and transport in the vicinity
of largest cities will have the biggest impact because they will improve connectivity between places with
high economic activity and population growth. For efficiency (and growth) Tunisia must also think about
better connecting metropolitan cores with expanding peripheries. Reducing transport costs in these areas
will enhance the competitiveness of Tunisian cities.
Third, connect lagging areas and consider losing some efficiency only to gain equity
To enhance connectivity between lagging areas and the rest of Tunisia, lowering transport prices is
important. But how can this be done? Efficiency grounds would call for opening all routes to market
forces and focusing only on enhancing competition. Equity advocates indicate, however, that low traffic
in some areas (such as those in small, sparsely populated cities) would make certain routes unattractive
for private investors or operators, leaving those areas disconnected. For lagging areas, where demand is
low, government intervention may be necessary to ensure that these places are still connected to the rest
of the country. If left alone, the small volumes from lagging areas will discourage transport providers.22
For regional equity, there may be a need to subsidize transport access to provide lifeline services.
However, sacrificing some efficiency may be necessary to achieve equity. More important, investments
should be prioritized so that efficiency is not sacrificed unless the sacrifice brings an improvement in
equity. Evidence from Brazil and Sri Lanka suggests that when transport infrastructure improvements are
focused only on poor regions, the impacts on regional equity are insignificant.23 In addition, encouraging
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intermediate modes of transport may also be needed. Bicycles, hand carts, motorcycles, power tillers and
trailers, and community participation become essential to enhancing mobility in lagging areas.24

Financing: step up performance-based transfers; leverage city neighbors
To make cities vibrant and attractive for both people and firms, national and local policymakers need to
expand the coverage and quality of water, electricity, sanitation, and roads. Finding resources to pay for
these investments is challenging, partly because of the large upfront capital needs. Today, local
governments have little capacity to mobilize resources, and a system for developing municipal
creditworthiness is not in place, limiting their ability to borrow. Overall, local budgets have remained
small, representing only TND814 million in 2012 for all municipalities—accounting for 1.2 percent of
GDP and 2.6 percent of national revenues.25
While providing and financing basic services is highly centralized, local governments will face additional
challenges as decentralization proceeds. To strengthen the finances of cities, policymakers should
consider three policy actions.
First, build creditworthiness by linking transfers to outputs
Today, municipal revenues mainly stem from national transfers, which rose from an average of 27 percent
to 40 percent of local revenues after the revolution.26 Over the years, various unconditional and
conditional central government transfers have filled the gaps in local budgets without forcing
municipalities to address structural issues and build creditworthiness.27 Municipalities have restructured
their debt several times—in 1997, 2002, and 2006—suggesting that loans to finance municipal
development plans have ignored municipalities’ debt repayment capacities. By 2012, aggregate municipal
debt had reached TND150 million, three times the net savings rate of the 264 municipalities.28
The lack of clear rules and performance-based standards has weakened the national transfer system.
Transfers subsidize operating costs and investments with unclear performance requirements that seem to
deepen existing inequalities. For example, block grants are disbursed to LG out of the Fonds Commun des
Collectivités Locales (FCCL), managed by the DGCPL. But, the FCCL is not indexed or linked to any tax
structure but forms part of the annual budget. It is allocated according to four weightings, designed to
have an equalization effect and to reward performance (with performance assessment limited to ownservice revenue collections). The weightings appear to have unintended outcomes in that very small and
very large LGs benefit favorably, while mid-size cities, where the majority of the population lives and
which would probably have the highest economic rates of return on investments, are penalized. While it
appears that the formula is strictly applied, annual allocations are not published, so there is a perceived
lack of transparency.29
Tunisia has the advantage of an existing framework for subnational lending with public funds, and this
can be strengthened by establishing clear signaling of municipal capacity to carry debt and implement
projects. While efforts have begun to measure and communicate city capacity by categorizing
municipalities according to their financial health,30 these efforts need to be accompanied by incentives
and regulations to gradually build and sustain municipal creditworthiness. Today, 120 of 264
municipalities are not eligible to borrow.
To increase transparency of transfers and build creditworthiness, as well as to ensure that resources are
not wasted, it will be useful to reduce the multiple channels of intergovernmental transfers and link
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transfers to incentives and output measures. Through a performance-based grant system, the central
government can provide incentives for local governments to improve performance on a range of key areas
such as revenue collection, planning, and budget execution.
Second, develop clear rules and strong mechanisms for coordinating private infrastructure
financing
Tunisia has some experience with private participation in infrastructure provision, mostly in the form of
management concessions. But gaps in the legal framework limit deeper investment and a wider range of
public-private partnership instruments. More sophisticated components—such as availability payments31
and other second-tier, public-private partnership components or structures for services—have been
underused because of insufficient supporting legislation. Tailored legal frameworks governing private
participation in infrastructure may have reduced the appetite among potential international investors and
partners. For example, while disputes are regulated under international norms, Tunisia chose to apply
domestic law on all international financing contracts in which the goods are within national borders.32
Most other countries—including Algeria, Egypt, Jordan, and Morocco—chose to apply English or French
law to increase investor familiarity and perceived security.
Third, leverage a municipality’s neighbors to enhance interjurisdictional coordination in
service provision
Municipalities lack the instruments and incentives for coordination. Tunisia’s largest urban areas
comprise a mosaic of jurisdictions that are uneven in resources and status. Consider Greater Tunis,
formed today by 33 municipalities, 33 mayors, budgets, and municipal investment plans.33 The largest
metropolitan area lacks a unified institutional entity to pool resources and address problems that spill
beyond administrative boundaries, such as solid waste management, traffic congestion, and environmental
and risk management. While the District of Tunis was created in 1972 to plan, coordinate, and supervise
investments at the metropolitan level, this entity was replaced by the Urban Agency of Greater Tunis in
1995, which was stripped of any interjurisdictional decision-making powers.34 Ongoing discussions in the
context of decentralization are considering measures to increase the number of municipalities to 10,000,
exacerbating the coordination challenges. If unaccompanied by the appropriate incentives for
intermunicipal coordination, this may forgo benefits from exploiting economies of scale and increase the
costs of urbanization.
International experience suggests that the national government can reduce coordination costs by providing
the incentives for interjurisdictional coordination and a framework for coordination. In Colombia, while
decentralization was consolidated under the 1991 constitution, instruments and institutions for regional
cooperation and coordination were lacking. After struggling for more than 20 years to create integrated
approaches to land use management and infrastructure provision for cities that grew beyond municipal
boundaries, Colombia finally sanctioned a new law that provides the legal, administrative, and financial
framework for coordinating spatial and administrative units across the country. Tunisia can avoid 20
years of struggle by thinking about this ahead of time.
Finally, for Tunis, leveraging the value of its most valuable asset—land—will be important. This is a
long-term goal, but Tunis will have to think about leveraging the value of land through property taxes and
a combination of instruments that could include betterment levies and development impact fees.
However, policymakers in Tunis must keep in mind that to ensure a constant income stream based on
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property taxes and other land-based financing instruments, it is essential to first build the necessary
institutions that: clearly define and defend property rights, enable transparent valuation and public
availability of land values across uses, and have a strong legal framework and independent judicial system
to oversee the process and address grievances and complaints.35

Reclaiming the glory of Carthage
As Tunisia’s policymakers set out to plan, connect, and finance their cities, they also need to tailor their
efforts to encourage different cities in their portfolio to exploit their full potential and perform their
intended economic functions. Specific actions across the three pillars of planning, connecting, and
financing are laid out in Tables 1 through 3. The emphasis of each pillar will vary depending on the needs
of different city types. But in all cases, cities will benefit from starting with a focus on planning so that
the bases for successful urban development are laid out.
Small towns and lagging areas:


The national government should focus on strengthening the institutions that regulate and value
land to improve fluidity of land markets. In parallel, the national government should extend basic
services and access to quality health and education. For small towns and lagging areas, the
priority should be to coordinate planning and financing and to move toward cost-recovery in the
provision of basic services. This will make financing sustainable and make cities more attractive
for private participation.

Medium-size cities:


Planning. Better coordination between planning and infrastructure is essential so that cities can
grow with firms having access to the services they need and people being able to reach their jobs.
Other reforms both at the local and national level, such as reduced and bundled fees for parcel
development or easing land use conversion, will also be important to remove obstacles to the
development of competitive industries and affordable housing.



Connecting. Medium-size cities should aim at reducing their economic distance by improving
connectivity to local and regional markets. The central government will need to further support
infrastructure investments to improve transport connectivity, alongside regulatory reforms and
incentives that can help modernize the trucking industry.



Financing. The priority is to value municipal creditworthiness, but the limited sources of revenue
and assets of medium-size cities make it inherently more difficult to tap credit markets. Mediumsize cities can address this gap by closely collaborating with the national government and other
cities to pool resources and risk and then access credit markets as a group.

Greater Tunis:


Planning. Tunis needs to manage and leverage density to realize to the full benefits of
agglomeration economies. This includes proactive and integrated land use and infrastructure
planning as well as increased zoning for higher density. Implementing institutions for
metropolitan governance to improve coordination with neighboring regions and promoting a
more integrated regional economy will contribute to spreading prosperity beyond municipal
boundaries while improving economic efficiency.
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Connecting. Tunis needs to enhance urban mobility by tackling the challenge of congestion and
poor road quality that has led to unnecessarily high transport prices. This will require policies and
investments that address not only the supply but also the demand for transport infrastructure, such
as congestion pricing and industry partnerships.



Financing. Tunis is advised to develop its creditworthiness so that it can independently access
credit markets and go beyond fiscal transfers and own-source revenues for financing the largescale infrastructure investments needed to harness urbanization economies.

Coordination across levels of government and between neighboring jurisdictions will increasingly
become essential as Tunisia moves toward greater decentralization. Coordination can ensure the
coherence and alignment of investments in ways that maximize their value not just at local but also at
regional and national levels.
Policies that coordinate actions on planning, connecting and financing of cities can help Tunisia reclaim
the glory of Carthage—creating a brighter future for all Tunisians. Getting Tunisia’s cities right will be
painful—economically, physically, and emotionally. But it will surely be worth the pain.
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Chapter 1. Concentrate growth, disperse public services
To balance competitiveness with equity, Tunisia can encourage the economic dynamism of urban areas,
while still expanding the reach of critical services nationwide. A focus on cities builds on existing
economic strengths and may be most effective in addressing the significant unemployment challenges.
Despite economic growth averaging 4.8 percent a year between 1996 and 2010, unemployment in Tunisia
is higher than in most of its comparator countries. During these 14 years of sustained growth,
unemployment declined only slightly, from 16 to 14 percent.1 Unemployment rates are highest among
people ages 25–29, among those with higher education, and in urban areas2—23 percent of universityeducated youth were unemployed in 2010, compared with 11 percent of nongraduates.3 Women are also
hit harder by unemployment, with over 25 percent of women unemployed. Average labor force
participation for women is 50 percent in upper income countries but only 25 percent in Tunisia.
Many interrelated forces shape jobs and unemployment. Traditional suspects include productivity and
education, but people being “pulled” into urban areas—where basic services are better and economic
agglomeration offers increased opportunities—are increasingly shaping labor markets. To turn economic
growth into jobs, policymakers must look to cities. The 2013 World Development Report suggests that the
answer to job creation may be in policies that make cities work better and that help firms increase
productivity and better reach national and international markets.4 In an increasingly urban country like
Tunisia—with over 66 percent of the population living in cities and over 90 percent of firms within one
hour of a city—the solutions as well as challenges to job creation will intrinsically and undoubtedly be
linked to urban policies.
With most of the country’s population already living in cities, the urban sector is at the center of growth
challenges and opportunities, not only because Tunisia is already very urbanized but also because dense
cities provide firms access to larger markets and offer workers a high concentration of opportunity. In
fact, almost 80 percent of Tunisia’s employment is in delegations with an urbanization rate above 80
percent. This is because the agglomeration of people, commerce, and ideas that well-functioning cities
offer can attract more economic activity and enhance the productivity of the private sector, which in turn
leads to better paying jobs.
Higher density also makes it cheaper for governments to expand equitable access to basic services. The
cost to provide piped water is $0.70–$0.80 per cubic meter in urban areas but rises to $2.00 in sparsely
populated areas.5 Similar cost differences occur in schooling and health care, which can be delivered at
scale in dense environments with closer proximity to residents.6
Cities also have the potential to extend the benefits of urbanization beyond their administrative
boundaries. By connecting cities to the rest of the national territory, urban densities can pull up rural and
lagging areas. For example, following India’s economic liberalization in the early 1990s, research has
shown a growing link between urban development and reduced rural poverty—through higher demand for
rural products and increased options for rural nonfarm diversification.7
However, cities are unlikely to work efficiently if left unmanaged and unregulated. While several costs,
including those for construction, generated by urban density are internalized by households and firms, 8
other costs (including air pollution and congestion) and benefits (agglomeration economies for firms and
greater work opportunities) are not. So if left to the market, high density is likely to be lower than optimal
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and to produce sprawl. Preventing unplanned urban sprawl through coordinated policies on land use and
infrastructure is essential, given that a city’s physical structures, once established, may remain in place for
more than 150 years.9 Greater density must be supported by the appropriate infrastructure, including
roads, drainage, street lighting, electricity, water, and sewerage, together with policing, waste disposal,
and health care. Policies to manage density must therefore be coordinated with policies that define
investments in, and placement of, infrastructure.
Given the role of cities in sustaining and enhancing growth and turning growth into jobs, understanding
Tunisia’s urban and economic geography is key. The main objective of this report is to identify policies
that can enhance the integration of Tunisia’s cities both domestically and globally by improving the
efficiency and increasing the inclusiveness of urbanization. This report uses the policy framework derived
under the Urbanization Review program to lay out priorities for Tunisian policymakers.
The first part of this chapter provides a historical overview of urban places in Tunisia, focusing on the
geography of population and production (economic activity). The historical evolution of urban areas in
Tunisia provides an important indication of the challenges that the country’s cities face today. The second
part lays out the framework to identify the priorities for urbanization. This framework is then applied to
Tunisia in chapters 2–4 to identify the main challenges and policy options to address them.

Support the concentration of people and jobs to enhance growth
opportunities
Tunisia’s 10.5 million residents are spread across 24 governorates, which are subdivided into 264
delegations (box 1.1). Some 66 percent of the population (7.1 million people) lives in urban areas, more
than double the 37.5 percent in 1960. Tunisia’s urbanization rate is higher than that of Morocco, Syria,
Egypt, and Yemen and can also be considered high by international and upper middle-income standards.
The urban population in Tunisia continues to increase steadily, with a compound annual growth rate of
1.38 percent over 2001–11; this is higher than that of the total population (0.99 percent). Despite this
pattern, Tunisia’s urbanization rate has plateaued since the urbanization boom between 1960 and 2011.
Box 1.1 Tunisia’s administrative and geographic divisions
Tunisia has 24 governorates, which are further subdivided into 264 delegations. About 60 percent of the
delegations have an urbanization rate above 80 percent and could be considered at an advanced stage of
urbanization. Less than 20 percent of the delegations are predominantly rural, with less than a fifth of
their population living in urban areas.
The governorates—all similar in geography, size, population, and urbanization rate—are each headed by
a governor and a regional council, which is composed of regional members of the national parliament,
presidents of the commune councils, and presidents of consultative rural councils. Some governorates,
such as Monastir and Tunis, effectively have their entire population residing in urban areas, while others
are less than half urbanized. Of the 24 governorates, 14 have an urbanization rate of 60 percent or higher,
9 have a population of 500,000 or more, 10 have a population of 250,000–499,999, and 5 have a
population under 250,000 (box table 1).
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Box table 1. Distribution of governorates by urbanization rate and population, 2010
Population
Less
125,000–
Total number of
than
249,999
governorates
125,000

Urbanization rate

750,000 500,000– 250,000–
or more 749,999 499,999

80 percent
more

1

3

1

2

2

3

1

1

4
2

1
2

6

10

4

60–79 percent

or

40–59 percent
0–39 percent
Total number of
3
governorates

5
1

9
5
5

1

24

Source: INS population data for 2010.

Municipalities in Tunisia are known as communes and are headed by a Mayor. The criteria by which
localities become municipalized are ambiguous; more than half have fewer than 10,000 inhabitants and
include only 13 percent of the population. Tunisia’s 264 communes cover 60 percent of the population
but only about 30–35 percent of the country’s surface area. The remaining territories not incorporated into
a commune are administered directly by the governorates.
The 24 governorates are aggregated into seven administrative regions, each comprising several
contiguous governorates:








Greater Tunis: Tunis, Ariana, Ben Arous, La Manouba.
North East: Bizerte, Nabeul, Zaghouan.
North West: Beja, El Kef, Jendouba, Siliana.
Center East: Mahdia, Monastir, Sfax, Sousse.
Center West: Kairouan, Kasserine, Sidi Bouzid.
South East: Gabes, Medenine, Tataouine.
South West: Gafsa, Kebili, Tozeur.

At present, no official definition of what constitutes a lagging region exists in Tunisia. However,
Tunisia’s investment code has specified a number of priority investment areas that are eligible for
preferential regulations. These areas are located for the most part in inner regions and include Le Kef and
Siliana in the North West, Kairouane, Kasserine, and Sidi Bouzid in the Central West, and Gabes and
Tataouine in the South West, among others. Furthermore, the MENA flagship report from 2010 defined
Tunisia’s lagging regions as those in the lowest 40th percentile in terms of mean per capita consumption
as reported in the INS National Household Survey.1 These regions include Kairouan and Sidi Bouzid in
the Center West, Beja in the North West, and Kebili in the South West, among others. Consumption
levels are highest and poverty lowest in the regions of Greater Tunis, North East, and Center East. As
such, in this report we will refer to these regions as leading areas, and the remaining four regions (North
West, Center West, South East, and South West) as lagging areas.
Note: 1. INS Household Survey 2011; World Bank 2011.
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Tunisia’s urban population is distributed
unevenly across regions. The eastern
seaboard—home to Tunisia’s largest
cities, ports, and airports—has had the
highest population growth rates in the
country over the last decade. By contrast,
the South and West regions have had the
lowest urban populations and population
growth rates (figure 1.1). Despite
substantial differences in regional
population and growth trends, the
distribution of total and urban population
among Tunisian regions has remained
fairly constant over the last decade.

Figure 1.1. Tunisia’s urban population growth by region
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Tunisia’s population is also concentrated
Compound annual population growth rate (2002–11)
around the largest cities. Some 48
Source: INS population data for 2002 and 2011.
delegations (and 40 percent of the urban
population) are within 15 minutes of the core of one of the seven largest cities. All these delegations are
highly urbanized, with urbanization rates above 85 percent. Over half of Tunisian delegations, home to 62
percent of the country’s total population and 71 percent of the urban population, are within an hour of a
large city (figure 1.2).
Figure 1.2. Over half of Tunisian delegations, home to 62 percent of the country’s total population
and 71 percent of the urban population, are within an hour of a large city
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Source: INS population data for 2011 and authors’ calculations.
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J. >=3
hours

Jobs and firms are even more concentrated than population
Jobs and firms are even more geographically concentrated than population. The population is spread out
across most of the North and Center regions, with many well populated pockets in both the East and the
West. But much of Tunisian industry is concentrated in four density spikes along the eastern seaboard, in
the leading cities of Gabes, Sfax, Sousse, and Tunis (map 1.1). This uneven distribution is reinforced by
the growth of new firms, which is likewise concentrated in the coastal areas because new firms choose to
locate near existing ones.
Map 1.1. Most of Tunisia’s firms are concentrated in four density spikes along the eastern
seaboard, leaving some urban areas with low economic density

Total Population
High

Low

Urban Population
High

Low

Source: INS population data for 2011; industrial firm data for 2011, compiled from the Comissariat Général au Développement
Régional, Office de Développement du Nord-Ouest, Office de Développement du Centre Ouest, and Office de Développement
du Sud.

Approximately 90 percent of Tunisian industrial firms—but only 60 percent of the total population—are
in a delegation within an hour of a large city (figure 1.3). A similar pattern is observed when focusing on
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textile and clothing firms, which also tend to concentrate around the largest cities. Less than 1 percent of
both industrial firms and textile and clothing firms—but 19 percent of the total population—are in
delegations that are more than two hours from a large city. Almost 80 percent of employment is in
delegations with an urbanization rate over 80 percent.
Figure 1.3. Approximately 90 percent of Tunisian industrial firms—but only 60 percent of the total
population—are in a delegation with an hour of a large city
100
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80
70
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50
40
30
20
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B. <30 mins

Number of industrial firms
(2011)
C. 30 min to <1 hour

D. > 1 hour

Source: INS population data for 2011; firm data, compiled from the Comissariat Général au Développement Régional, Office de
Développement du Nord-Ouest, Office de Développement du Centre Ouest, and Office de Développement du Sud.

The uneven distribution of population and firms in Tunisia is confirmed when focusing on the areas
around Tunis, Sfax, and Sousse. For instance, more than half the total number of firms and 54 percent of
industrial firm employment—but only a third of the population—are within one hour of Tunis. Similarly,
46 percent of textile and clothing firms and 42 percent of textile and clothing firm employment—but only
14 percent of the population—are within an hour of Sousse (table 1.1).
Table 1.1. Concentration of population and economic activity around Tunis, Sfax, and Sousse
(percent of total)
Industrial
firms

Industrial
firm
employees

Textile and
clothing
firms

Textile and
clothing firm
employees

Region

Population

Urban
population

Delegations within an hour of Tunis

33

42

48

54

34

39

Delegations within an hour of Sfax

9

9

16

11

11

9

Delegations within an hour of Sousse

14

17

28

27

46

42

Source: INS population data for 2011; firm data, compiled from the Comissariat Général au Développement Régional, Office de
Développement du Nord-Ouest, Office de Développement du Centre Ouest, and Office de Développement du Sud.

The concentration of firms and jobs persists despite government efforts to de-concentrate economic
activity. Since 1993 Tunisian legislation has enabled the government to provide incentives for private
investment in lagging areas or priority zones, promulgated in the investment code revised in 2011 (Code
d’Incitations aux Investissments). These incentives include tax exemptions on profits and a 50 percent
reduction on taxable ceilings.
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Other countries have also attempted to reduce disparities between leading and lagging areas by deconcentrating economic activity or people—and most have failed. Indonesia’s transmigration program
tried to relocate people from Java to less populated areas such as Kalimantan, Papua, Sulawesi, and
Sumatra. The objective was to promote more balanced development by providing land and new economic
opportunities to poor settlers in Java. But the high-cost program had no impact on Java’s density or on
poverty rates among migrants.10 Egypt tried a different approach to de-concentrate its population away
from the traditional centers of growth, planning 20 new towns over the past 20 years to reduce population
growth in Cairo and the Nile valley. Built for 5 million people, these new towns have barely attracted
800,000.11
But concentration of economic activity and population is not unique to Tunisia (box 1.2). Half the world’s
production occurs on 1.5 percent of its land. In Japan, Tokyo has 4 percent of the country’s land area but
generates 40 percent of its output. In France, Paris has only 2 percent of the land but accounts for 30
percent of the country’s output.12 Despite concentration of economic activity, these countries have seen
convergence of living standards, with universal access to basic services: thus, unbalanced growth has
been inclusive. When development is inclusive and living standards converge, the benefits from growth
are shared.
Box 1.2. Macroeconomic trends and challenges in Tunisia
Tunisia’s transition from farm to factory has coincided with steady growth in manufacturing, services,
and exports. Over the last three decades in particular, following trade liberalization, the Tunisian
economy has been undergoing a fundamental restructuring, cautiously treading a path toward growth and
increased wealth and prosperity. Consistent with the experiences of other modernizing countries,
agriculture’s contribution to GDP was halved between 1980 and 2010, with a compensating rise in
services. Tunisia has made this transition while maintaining a relatively stable and healthy industrial
sector.
Tunisia’s exports of manufactures and services increased steadily between 1980 and 2007 (box figure 1).
This steady march of growth halted and slightly reversed when the worldwide financial crisis broke in
2007, from which the country’s exports are now recovering.
Box figure 1. Tunisia’s exports of manufactures and services increased steadily between 1980 and
2007
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Source: World Bank 2012b.

After the structural reform in 1987, Tunisia successfully diversified its exports away from the thendominant extractive industries toward manufacturing, goods, and services (box figure 2).
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Box figure 2. Tunisia has successfully diversified its exports away from dominant extractive
industries
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Tunisia’s major trading partners are developed countries, with 80–90 percent of its exports directed to EU
member countries—and 55 percent going to just three: France, Germany, and Italy. Overdependence on
the European Union makes Tunisia vulnerable to its economic downswings. And, indeed, the deceleration
of Tunisia’s manufacturing and services exports after 2007 can be attributed to shrinking external demand
from the euro area, which is experiencing difficulties in the wake of continuous sovereign debt crises.
Tunisia’s high dependence on imports results in a persistent current account balance deficit. Tunisia’s
financial balance has worsened as a result of unfavorable international conditions that are due to the latest
international financial crisis and to negative trends in the domestic business climate. On external
payments, while exports have been hit by declining external demand, imports have actually increased.
These developments have further widened the trade deficit and the negative current account balance.
Given the importance of manufacturing in the Tunisian economy, policies that facilitate economic activity
in and around cities and promote agglomeration economies are likely to lead to overall gains.
Source: World Bank 2012b; Government of Tunisia and others 2013.

Increasing specialization will enhance agglomeration economies
A first look at measures of economic specialization for Tunisia reveals low specialization in most cities
and activities.13 This report uses a measure known as location quotients, where a score above 1 suggests
that a city is more specialized in a given industry than the national average.14
Comparing location quotients and employment data provides key insights on the geographic distribution
of industry and jobs. Industries with high location quotients and a high share of employment form the
economic base of a given region. Policymakers may want to pay attention to these industries not only
because of the jobs they provide, but also because of the potential multiplier effect they may have in
creating additional jobs in related sectors.
International experience suggests that manufacturing initially concentrates in large cities where it benefits
both from agglomeration economies that lead to innovation and from the economies of scale that cities
can offer. For example, in China the largest cities specialize in manufacturing as well as in services and
scientific research. Cities with more than 2.5 million inhabitants have a location quotient for
manufacturing above 1.3, while medium and small cities have a location quotient below 1, suggesting no
specialization in manufacturing.15 As the techniques used in these manufacturing industries become
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standard and innovation becomes less important than economies of scale, manufacturing disperses across
the urban system and relocates to medium-size cities—as in Brazil, for example. Da Mata and others
(2007) suggest that manufacturing spreads throughout the urban system, with location quotients being
very close to 1 in all city sizes. However, large cities with a population of more than 4 million specialize
in financial services and have a location quotient of 1.4 in this sector. At mature stages of urbanization
and development, as in the United States, manufacturing finally becomes specialized in small cities and
towns. Holmes and Stevens (2004) estimate that the location quotient for manufacturing in small U.S.
cities is around 1.13. Large cities specialize in transport, financial services, real estate, and education,
showing location quotients above 1.3.
Tunis has a diverse economic structure, with location quotients suggesting no strong specialization in any
single activity—as would be expected for a country’s main metropolis (figure 1.4). Location quotients of
1.41 for services and 1.55 for telecommunications show a slight specialization in these two sectors when
compared with the national distribution of employment. But while the capital may be more specialized in
telecommunications, the sector is not yet a driving force of employment in Tunis, as it accounts for only 1
percent of the region’s employment. By contrast, services—with a location quotient of 1.41 and
accounting for 30 percent of the region’s employment—is the basis of Tunis’s economy.
Kairouan and Sousse seem to be exploiting localization economies in textiles and leather, with
employment concentration almost twice the national average. The location quotient for textiles and
leather is 2.21 in Kairouan and 1.81 in Sousse, and this sector accounts for more than 40 percent of
employment in both cities.
Gabes has a high location quotient for transport but the sector has only limited impact on job generation
today, accounting for less than 10 percent of employment. More than 25 percent of jobs are in services,
but the location quotient does not indicate specialization in the sector. By contrast, Bizerte is highly
specialized and dependent on textiles and leather, which has a high location quotient and accounts for
almost 50 percent of employment.
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Figure 1.4 Some cities exploit localization economies
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Examining variations in the location quotient over time provides additional information (figure 1.5). An
industry with a high but declining location quotient may be endangering the regional economy,
particularly if the industry has a high number of overall jobs. An industry with a high and increasing
location quotient may be gaining importance in the local economy; policymakers should focus on such
industries and their needs for continued growth.
In Tunis telecommunications has an increasing location quotient and may become more important if its
low employment share is expanded. In Kairouan textiles and leather has a high and increasing location
quotient. In Sousse the location quotient for textiles and leather is not increasing, despite high
specialization, suggesting that the city is not attracting firms and employment. In Sfax construction has
the highest location quotient, which has also been increasing; this may be a red flag, since construction is
neither a high-productivity industry nor one that requires the agglomeration economies that cities may
offer.
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Figure 1.5. Several industries in Tunisian cities have a high location quotient that has increased
over time, suggesting that the industries are gaining importance in the local economy
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Higher density can improve the efficiency of Tunisian cities
Population density, another driver of urban productivity, is low in Tunisia by international standards. The
estimated average density in Greater Tunis is around 920 people per square kilometer,16 compared with
2,238 in Istanbul, 3,826 in Algiers, and 4,170 in Barcelona. Delegation-level data suggest a high
concentration of population around Tunis’s city core but very low density for the rest of the city: the
estimated average density is around 8,000 people per square kilometer within five minutes of the core but
around 2,000 in areas 5–15 minutes from the core and 278 in areas 15–30 minutes from the core (figure
1.6). Density in other large cities in Tunisia follows similar patterns.

Average density (people per
squarekm)

Figure 1.6 Average density declines as time from the Tunis city core increases
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Source: Tunisia National Statistics Institute population data and delegation boundary files.

Cities seem to continue their expansion, suggesting some suburbanization. In fact, delegations with
urbanization rates above 60 percent show higher growth rates of rural population than of urban
population, as cities swallow up land in outer regions still classified as rural. In delegations with
urbanization rates above 80 percent, the annual growth rate over 2005–12 was 1.32 percent among the
urban population and nearly three times higher (4.3 percent) among the rural population. For delegations
with an urbanization rate of 60–80 percent, the annual growth rate was 1.33 percent among the rural
population and 1.13 percent among the urban population. This pattern is also observed when looking at
population growth rates in relation to the distance to the largest cities (figure 1.7). The growth rate of the
rural population in delegations within 15 minutes of the city core is higher than that of the urban
population. These trends indicate urban expansion with hints of suburbanization.
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Figure 1.7 The growth rate of the rural population in delegations within 15 minutes of the city core
is higher than that of the urban population
Distribution of population growth across Tunisian delegations
by travel time to closest large city, 2005–12
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A similar pattern emerges when focusing on individual cities. In Greater Tunis the population growth rate
is above 2.5 percent in the governorate of Ariana in the north of Tunis but about 10 times less in the
central governorate of Tunis. Furthermore, between 1999 and 2004 the core delegation of Tunis saw its
population drop by more than 30,000, while neighboring Ariana saw an increase of just over 40,000 and
Ben Arous saw an increase of more than 30,000.
Tunisia’s cities show some variation in patterns of population growth. For Tunis and Sfax population
growth seems to be highest outside the core delegations and within 45 minutes of the core. Tunis in
particular is “hollowing out,” with population moving out of the core delegations. Median population
growth has been negative for delegations within 5 minutes of the core and very high for delegations 5–45
minutes out. For medium-size agglomerations such as Kairouan and Sousse, population growth is still
highest in the delegations in the core and within 5 minutes of it. The same is true for the median growth in
the number of firms. For the urban agglomerations around Tunis and Sfax, the highest growth rates are in
delegations 15–30 minutes from the core. For most other medium-size cities, more firms are locating in
the vicinity of the core. But in Gabes the number of firms is growing faster in the 30–45 minute range,
and in Bizerte the number of firms is growing at a similar rate across all distances.
Disparities in living standards and access to basic services persist across regions
Despite success on many fronts, Tunisia still faces persistent regional disparities in living standards
between rural and urban areas and between leading and lagging regions. In 2005 the urban-rural
consumption gap was more than 20 percent in all regions, indicating that average consumption is about 20
percent higher in urban areas than in rural areas (figure 1.8). The gap was largest in the South West (over
40 percent) and smallest in the South East (21 percent). Among urban households, the consumption gap
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between Greater Tunis and all other regions (except the Center East) is positive and above 10 percent
(figure 1.9). The widest gap is between Greater Tunis and the Center West (about 32 percent).
Figure 1.8. Tunisia has persistent disparities in living standards between rural and urban areas
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Source: Household Budget Survey 2005.

Figure 1.9. …and between Greater Tunis and all other regions
Welfare gap: Great Tunis vs. other areas
(Urban areas only)
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Differences in consumption within and across regions can be decomposed using the Blinder-Oaxaca
decomposition approach, which is useful in examining whether the differences stem primarily from
differences in household characteristics or differences in the returns to those characteristics (box 1.3). The
results from this approach have major implications for deciding how to invest to reduce the welfare gap.
For rural-urban differences within the same region the main component of the consumption gap in all
cases is differences in household characteristics (such as endowments; see figure 1.10). For the South
West the difference in returns to characteristics is significant, but the differences in characteristic
component still dominate. These results are important in light of the disparities highlighted above.
Box 1.3 Decomposing inequality in consumption using the Blinder-Oaxaca method
The Blinder-Oaxaca decomposition methodology is useful in examining whether the primary contributor
to the differences in consumption between two regions is the differences in the characteristics of
households or the difference in the returns to characteristics. For example, do households in one region
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have a higher living standard because they are better educated, because they benefit from a higher return
to their level of education, or because of a combination of the two?
Defining household consumption as a function of household’s characteristics, the gap between two
areas—for example, urban and rural areas —can be decomposed into urban-rural differences in those
characteristics and the differences in the sensitivity of the area consumption to such characteristics (also
known as the differences in returns to the characteristics).
To obtain this decomposition, the first step is to estimate equation 1 for each area j (and each year), using
standard ordinary least squares regressions.

y j  X j j   j

(1)

where yj is the log consumption ratio1 in area j and Xj is a set of household characteristics.1



In general, given two areas A and B, the mean difference in the standard of living between A and B can
be expressed as:

yA  yB  XAA  B XB

(2)

where the bar denotes the sample mean values of the respective variables and the error terms are
identically and independently distributed for all regions and time periods. By adding and subtracting the



term

, equation 2 can be rewritten as:

y A  yB  X A  X B  A   A   B X B

(3)

The first term on the right side captures the effect arising from differences in average characteristics, and
the second term captures the effect of differences in coefficients, also known as differences in the returns
to the characteristics. In equation 3 differences in characteristics are weighted by the returns to
characteristics in region B, while differences in returns are weighted by the average characteristics of
households in region A.
The log consumption ratio is defined as the logarithm of the ratio between household consumption and a
regional deflator.
Note: 1. The household characteristics are divided into four main groups: characteristics of the head of the household (education,
age, age squared, gender, employment status, marital status, and widow or widower status); characteristics of the household
(number of adults ages 15 and over, adults squared, number of children ages 2–15, children squared, number of babies ages 0–2,
and babies squared); access to services (electricity status and status of connection to water utility); and asset ownership (house
ownership and car ownership).
Source: Jann 2008; Oaxaca 1973; Reimes 1983; Oaxaca and Ransom 1994.
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Figure 1.10. The main driver of the consumption gap between rural and urban areas within the
same region is differences in household characteristics
Oaxaca-Blinder decomposition
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In particular, the analysis suggests that if households in rural areas in the South West had characteristics
(education, access to services, and the like) similar to those in households in urban areas, the consumption
gap between rural and urban areas would decrease by over 30 percentage points. The gap between urban
and rural areas in that region would be just above 10 percent. There are also issues with mobility, as
indicated by the difference in returns. Returns to household characteristics are higher in urban areas in the
South West, accounting for slightly more than 20 percent of the total gap between rural and urban areas in
the region.
For differences between urban areas in leading and lagging regions the main component of the
consumption gap is the differences in household characteristics for all regions except the Center East,
where returns to characteristics are higher than in Greater Tunis (figure 1.11). If urban household
characteristics in the Center West were similar to those in Greater Tunis, the consumption gap would
decrease from 32 percent to around 10 percent.
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Figure 1.11. Most of the consumption gap between urban areas in leading and lagging regions is
due to differences in household characteristics
Great Tunis vs. other areas
(Urban areas only)
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Though these overall patterns may hide differences across consumption groups in different regions,
analysis by decile of the consumption distribution shows little variation (it is always above 30 percent).
Furthermore, for all deciles the main component of the consumption gap continues to be the gap in
household characteristics. The results are consistent for disparities between urban and rural areas within
regions.
These findings suggest that efforts to equalize characteristics across regions should remain the focus of
future policy because of their potential to reduce the welfare gap between leading and lagging regions.
Factor mobility is not the main concern in Tunisia, where the differences in returns across and within
regions are small. Rather, differences in characteristics drive the differences in consumption both across
and within regions. This is in contrast to what has been found in countries in Latin America, and even in
Egypt, where factor mobility is a concern within but not across regions (box 1.4). This result is important
because disparities in several characteristics across regions still exist.
Box 1.4 Welfare differences in Egypt
Consumption disparities exist across regions and between urban and rural areas in Egypt, with the widest
gap (60 percent) between Cairo and Upper Rural Egypt and the narrowest between Cairo and Alexandria
and between Cairo Lower Urban Egypt (about 50 percent).
The roughly 25 percent consumption gap between Lower and Upper Egypt increased only slightly
between 2000 and 2009 for the region overall, but in urban areas it clearly increased from around 22
percent to more than 30 percent. The main component of the consumption gap also shifted to returns to
characteristics.
In 2000 the consumption gap between urban and rural areas in Upper Egypt was attributed mainly to
differences in returns to characteristics, and in 2009 the gap had increased due to increases in the
differences in returns to characteristics. The same happened in Lower Egypt. The only clear increase in
the consumption gap took place between the urban areas of both Lower and Upper Egypt and is explained
mostly by differences in returns to characteristics.
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While differences in characteristics are an important component of consumption gaps across regions in
Egypt, differences in returns to characteristics are increasingly central. These findings suggest that while
factor mobility across regions may be limited, this is not the case within regions. This result is not
specific to Egypt—it is also true in Latin America and the Caribbean. One possible explanation is that
people find it too costly to move long distances but are willing to move or commute to nearby areas.
Source: World Bank 2012c.

While access to basic services has improved, differences between urban and rural areas persist. Access to
electricity in urban and rural areas has converged, with near universal coverage throughout Tunisia.
Access to the water network has also improved substantially over the past 25 years, though more slowly
in rural areas. Urban areas have close to universal coverage of basic services in all regions, but rural areas
still lag behind: for example, only 40 percent of rural households in the North West have piped water in
their dwellings and 56 percent of rural household heads in the South West have no education.
Interestingly, access to tap water in cities is provided mostly by private suppliers, but in areas more than
two hours away from cities, tap water is provided by the public sector.
For basic services lagging regions and rural areas have been slower to connect. Households without
potable water have been found to be disproportionately clustered in the North and Center West regions.17
In 2005, 97 percent of households in Greater Tunis had piped water in their dwelling as their main water
source, but only 61 percent of households in the North West and Center West did. Similarly, more than 90
percent of households had a toilet in their dwelling in Greater Tunis and the South West, but only 66
percent of households in the Center West did. And differences in connectivity are especially marked for
sanitation. Nearly 25 percent of Tunisian households lack connections to a public sanitation network. For
instance, while 93 percent of homes in Tunis were connected by 2004, only 12 percent of households in
Sidi Bouzid in the Center West enjoyed the same.18 More generally, access to basic services is still an
amenity advertised on properties listed for sale, especially for developable land in peri-urban
delegations.19
Despite the large progress for both men and women, regional disparities persist in access to education in
rural areas, with the North West and Center West lagging behind. Disparities also persist across regions in
access to education. The 2011 Labor Force Survey suggests that while almost 30 percent of the
population in the North and Center West have no schooling, compared to just over 10 percent in Greater
Tunis (figure 1.12). The 2004 census showed that enrollment in primary education is largely consistent
with the distribution of children ages 6–14, despite differences in the household head’s education,
suggesting that government efforts have reduced disparities in education over time for younger
generations. As expected, spatial inequalities exist in the distribution of the population ages 19–24
enrolled in higher education: people who live in delegations within one hour of a major city account for
74 percent of enrollment in education despite accounting for only 62 percent of the population.
Access to health care is also concentrated near large cities. Access to health services is now uniformly
good in urban areas, but significant barriers to access exist in remote lagging areas (figure 1.13). Some 77
percent of the country’s public basic health care centers are in delegations within an hour of a large city;
less than 1 percent is in delegations that are more than two hours from a large city, even though such
delegations account for nearly 20 percent of the country’s population. Furthermore the perception of the
quality of services is also lagging behind in interior regions. Youth (ages 15–29) perception of the quality
of health services available in the neighborhood where they reside is more negative in the interior than in
the coast, especially in the South West and Center West.20 In line with these differences, while aggregate
health indicators improved across most of the country, progress has been limited in remote rural regions.
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In 2010 children in rural areas were more than twice as likely to be stunted (10 percent in rural areas
versus 4 percent urban); fewer women got prenatal services or treatment for high-risk pregnancies, and
maternal mortality rates were three times higher (70 versus 20 deaths per 100,000 live births).21
Figure 1.12 Education level of the population by Figure 1.13 Maternal mortality by region in
region in 2011
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Unemployment rates also show considerable disparities across regions. The highest unemployment rates
(20–22 percent) are in interior areas (the governorates of Le Kef, Jendouba, Kasserine, and Fafsa),
compared with 7–11 percent in the coastal areas (the governorates of Nabeul, Sousse, Mounastif, and
Sfax).22 Moreover, vacancies and unemployment have actually grown faster in interior governorates while
decreasing in coastal ones.23
Disparities in employment outcomes persist even when focusing only in urban areas. A recent household
survey24 suggests employment outcomes in urban areas also vary considerably across regions. While
coastal areas have an unemployment rate of 12 percent, unemployment reaches 16 percent in the interior.
However, there is evidence that the coast has a larger percentage (25 percent versus 7 percent in the
interior) of unemployed who turn down jobs because of a perceived incompatibility between their
educational qualifications and the available job opportunities (see box 1.5 below).
Box 1.5 Disparities in employment outcomes persist even when focusing only in urban areas
The recent Household Survey on Youth in Urban areas (2012) provides interesting insights in terms of
employment outcome disparities across regions.1 For instance, it suggests the poorest employment
outcomes are found in the South West and the South East The South West has the lowest labor force
participation (39 percent) and the highest rate of unemployment (22 percent). This is possibly
symptomatic of an especially large primary sector in this region (close to a fifth of all employed), and an
underdeveloped private sector. In fact, every second person in the South West works in the public sector.
In contrast, the Center East leads in terms of private sector employment (81 percent), and has the lowest
urban unemployment rate (10 percent). With more than a quarter of its employed working in textiles and
manufacturing, the Center East has the largest share of employed working in textiles (a major export of
Tunisia), followed by manufacturing, making it a dynamic region in terms of employment opportunities.
In terms of the quality of jobs as well, the coast fares better than the interior—in addition to having a
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much smaller private sector than the coast, the interior also has a greater degree of informality, with
around half of all private sector jobs being informal. Once again, the South West and the South East
regions perform poorly on this count. Apart from having a very small private sector, more than half of the
private sector jobs in the South West are informal. The South East has the highest degree of informal jobs
overall, with 37 percent of all jobs in the informal sector. This is likely a correlate of the fact that it has
the largest share of employed in the construction and mining sectors (21 percent), in addition to a large
agriculture sector (11 percent)—sectors with a large proportion of informal jobs.
Furthermore, the South East has the lowest proportion of jobs in educational, health, and administrative
services (18 percent), which are predominantly stable public sector jobs. While the Center East benefits
from its large private sector—particularly manufacturing, construction, mining, and textiles—jobs in
these sectors also entail a high degree of informality, with 29 percent of jobs in manufacturing to 60
percent of jobs in construction and mining in the Center East being informal. However, in spite of this,
the coast still has a greater proportion of formal employment, buoyed particularly by the low degree of
informal jobs in Tunis (24 percent).
Youth and young adults in urban Tunisia not only face low labor force participation rates and high
unemployment rates, but also the quality of jobs they hold is inferior to those of adults. Youth (ages 15–
29) face an unemployment rate of 28 percent that is on average four times that of adults. Just like the
labor market outcomes described previously, the interior performs worse than the coast in terms of youth
unemployment rates as well (by 50 percent). The situation is no better for young adults aged 23-29,
despite the likelihood that they have better educational qualifications than those under 20. Public sector
jobs, in particular, are more likely to be held by adults. Therefore, the interior, with its high proportion of
public sector jobs, is characterized by a higher youth unemployment rate because of the relative dearth of
private sector opportunities compared to the coast.
At the national level, as much as half the private sector jobs held by young adults (ages 23–29) are in the
informal sector. To put this into perspective, this is double the proportion of informal jobs held by adults.
The poor employment outcomes for youth and young adults in Tunisia do not come as a surprise when
examining the sectors where they find employment. A majority of young adults work in construction,
mining, textiles, manufacturing, and trade, which are found to have a high proportion of informal jobs.
And even within these sectors, young adults are more likely to hold such informal positions than adults.
A very small percentage of females are active in the labor force, just 22 percent in the interior and 32
percent in the coast. Furthermore, female unemployment rate, at 18% is also almost twice as high as that
of males. A greater proportion of women work in the public sector compared to men, with a higher share
of them working in educational, health, and administrative services that are associated with the public
sector. The men on the other hand tend to work more heavily in services such as trade, transport,
communication, real estate, repairing, banking, and insurance, which have been found to be largely in the
private sector. However, one of the only sectors where the proportion of jobs claimed by females is higher
than males is the textile industry, where females claim 74 percent of the jobs.
While differences in labor market outcomes do not go along with differences in access to basic services,
they do seem to be accompanied by differences in access to public transportation, with access being much
lower in the interior regions, where unemployment rates are higher. The proportion of households within
a 15-minute walk to a bus station varies from 62 percent in the North West and 67 percent in the Cenet
West to 91 percent in Tunis. While 84 percent of the households are within 15 minutes’ walk from a bus
station, this proportion varies significantly between the interior and coastal regions: 72 percent versus 88
percent, respectively. In terms of jobs, specifically, more than three quarters of youth in urban Tunisia
perceive that they have difficulty accessing a job because of the neighborhood where they reside. And the
proportion is higher in the interior versus the coast (84 percent versus 75 percent). In the South West, as
many as 90 percent of youth believe that they have difficulty accessing jobs “as a resident of this
neighborhood.” In contrast, almost a third of youth in the Center East disagree with the suggestion that
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there is some difficulty in accessing jobs. Distance to and time taken to reach a work place could be quite
crucial in determining the willingness of a person to participate in the labor market, particularly in the
case of females.
Phillips (2012) found that in urban areas in the U.S., poor, minority residents tend to be concentrated in
neighborhoods with limited geographic access to these jobs. Using a randomized field experiment with
public transit subsidies, Phillips finds evidence that transit subsidies have a large, short-run effect in
reducing unemployment durations. Similarly, Rice (2001) finds that the density of public transit systems
in the U.S. has a positive impact on labor force participation. Rice hypothesizes that this may be an
especially influential factor for women on the margin of the labor force. It may help facilitate their
decision to participate in the labor market by providing options to not only commute to work, but also
avail of child-care centers that may have otherwise been far off.
Contributed by Meera Mahadevan, Abla Safir, and Tara Vishwanath based on World Bank (2013e).
Note: 1. The survey is a collaborative project between Projet Citoyen, a group comprising 70 students and teachers from various
universities in Tunisia, in particular from Ecole Superieure des Sciences Economiques et Commerciales de Tunis (ESSECT), the
Tunisian national statistical office (INS), the General Commissariat for Regional Development (CGDR), and the World Bank.

Internal migration flows indicate that people are moving from high- to low-poverty regions in search of
opportunity—or in search of basic services. Evidence from Brazil suggests that the poorest households’
migration decisions are not only driven by differences in wages, but also access to basic services. Lall,
Timmins, and Yu (2009) combined a rich dataset of public services at the municipality level with
individual records from the Brazilian census to evaluate the importance of wage differences and public
services in migrants’ decision of where to locate. Access to basic services did not influence the decision
to migrate for better-off households but did for poor households, who were willing to trade a lower wage
for higher access to basic services. Poor households are willing to pay R$420 a year for access to better
health services, R$87 for better water supply, and R$42 for electricity.25

Managing spatial efficiency alongside equity
With the characteristics of Tunisia’s economic geography highlighted in this chapter, the key question is
whether any of the inefficiencies observed are related to urban policies that can be influenced and
changed by policymakers. How can managing urban density help increase productivity in cities? How can
better integration of lagging and leading areas contribute to overall growth?
The analysis above suggests that Tunisian policymakers will face a two-pronged challenge of balancing
spatial equity with economic efficiency as they try to make their cities more competitive and turn them
into engines of growth and job creation. The complex tradeoffs between these two dimensions will make
decisions on where to direct investments far from straightforward. Efficiency suggests that infrastructure
investments are likely to yield the highest returns in the vicinity of Tunisia’s largest urban agglomerations
in leading areas, where firms, people, and businesses are already locating. If markets are fluid and
infrastructure appropriate, the density in these places will allow firms and people to further exploit
agglomeration economies and economies of scale, leading to innovation, job creation, and growth.
As mentioned above, over 92 percent of all industrial firms are located within an hour’s drive from the
three largest cities where more than half of the nation’s population is also concentrated. If markets are
fluid and infrastructure appropriate, the density in these places will allow firms and people to further
exploit agglomeration economies and economies of scale, leading to innovation, job creation, and growth.
By contrast, equity concerns would suggest that investments in lagging regions should be a priority. But
since market forces are not driving firms and people to these areas, some resources may be wasted. Other
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investments, such as those in social infrastructure will have large benefits in lagging regions and
throughout the national territory, leading to increases in both efficiency and equity. Differentiated policies
for different regions are more likely to achieve the desired balance, particularly when the overall focus of
public policy is to enhance welfare everywhere.
Policymakers could choose among three alternate options.




First, they could extend access to basic services in lagging areas with the overall objective of
achieving universal access and high quality of basic services.
Second, they could link lagging areas to markets through improvements in connective
infrastructure.
Third, they could provide incentives for firms and people to move to lagging areas in the hope of
promoting economic activity and job creation.

The three options and their effectiveness in achieving the dual challenge of balancing spatial equity with
economic efficiency are discussed in the remainder of this report.

Using a common policy framework to identify the impediments to wellfunctioning cities
To help policymakers tackle the impediments to productive and inclusive cities, the World Bank has
distilled the lessons from two centuries of urban development into a comprehensive policy framework and
common suite of diagnostics, known as Urbanization Reviews. These tools help leaders think strategically
about the opportunities presented by urbanization and identify politically, technically, and fiscally feasible
policy options for removing the roadblocks to inclusive and sustainable growth.
The associated Policy Framework for Sustainable Urbanization, outlined in the World Bank’s Flagship
Report on Urbanization, Planning, Connecting, and Financing Cities Now: Priorities for City Leaders
(2013b), is the result of a three-year effort to develop a bedrock of credible facts and analysis from more
than a dozen countries as diverse in their urban experiences as China, India, the Republic of Korea, and
Uganda. Cities and countries can now draw from this global pool of benchmarks and lessons to think
through such questions as: what are the priority investments and policy reforms that will provide the
highest return, both now and in the future and generate the seeds for long-term growth? What must be
done to create jobs, improve living conditions, and expand basic services? And what must be done to
manage the city’s physical form?
Specifically, the framework helps city leaders identify policy distortions and coordinate actions across the
three main dimensions of urban development:




Planning—charting a course for cities by setting the terms of urbanization, particularly policies
for using urban land and expanding basic infrastructure and public services.
Connecting—to link people to jobs, and businesses to markets.
Financing—finding the upfront capital to provide infrastructure and services as urbanization
picks up speed.

Within each dimension the framework asks city leaders to take three common actions—value, coordinate,
and leverage—to remove the impediments to sustainable and equitable urban development (figure 1.13).
By following this simple framework, city leaders can translate global best practices into a local guide for
successfully planning, connecting, and financing cities.
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Figure 1.13. A policy framework for sustainable urbanization: planning, connecting, and financing

Note: This framework draws on World Bank (2013b) and the findings from various country pilots under the Urbanization
Reviews.
Source: Urbanization Review team.

Coordinated policies on planning, connecting, and financing are the bedrock of successful urbanization.
City leaders often worry primarily about financing, but the long-term implications of the investments
cities make today create an obligation, first and foremost, for careful planning driven by a long-term
vision that sets the terms of urbanization.
Of the three dimensions, planning for land use and basic services is primary, regardless of the level or
speed of urbanization. To plan cities well, policymakers need to identify policy options that facilitate
density to reap the benefits of agglomeration economies. By clearly defining property rights and putting
in place effective systems for land use that are coordinated with infrastructure and services, particularly
transport, policymakers can help their cities attract and leverage private investment, connect people with
jobs, and reduce environmental, social, and natural hazard risks.
Because planning must allow for people and products to be mobile, it must be coordinated with
connecting at all stages of a city’s growth. Connections between and within cities benefit both producers
and consumers. Decisions on the types of infrastructure that cities need in order to connect people with
jobs, and businesses with markets, will depend on the speed and magnitude of urban growth and will
require careful analysis that identifies short- and medium-term priorities. But regardless of the type of
infrastructure built, it needs to be coordinated with how land is used and managed in cities. Once built,
urban infrastructure will determine how a city’s land can be used in the future. City leaders must leverage
these investments in connectivity to generate the largest returns not only for the city but also for the
country as a whole, such as by connecting people in lagging regions to the opportunities in leading ones.

35

After connecting is financing, a dimension that, although as necessary as the other two, should be city
leaders’ last concern. An initial focus in financing is likely to open the door to unplanned cities where
infrastructure and services are not coordinated with land use planning, locking cities into unsustainable
forms. To finance sustainable cities, it is essential to find sources that allow for large investments in
infrastructure and services during rapid urbanization. Building mass transportation, water treatment, and
waste management systems far exceeds most cities’ budgets. But many city governments in developing
countries cannot access long-term credit because they lack domestic credit markets and transparency in
municipal bond markets. Private investors can help fill the gap, such as through service contracts,
management contracts, leases, and privatization. In the long run, though, governments must tap revenues
such as property taxes, leverage land markets, and access long-term credit to make financing more
sustainable. And throughout, financing must be linked to planning.
Subsequent chapters will apply these three lenses of planning, connecting, and financing to assess the
roadblocks to productive, inclusive, and sustainable urban development and to identify policy options for
better leveraging Tunisia’s cities for job creation and shared prosperity.
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Spotlight 1. Despite convergence in access to basic services across cities,
gaps in perceptions suggest disparities in quality persist
The divide between lagging and leading regions in Tunisia is present even when focusing only on urban
areas. Urban areas in leading regions1 experience a more active, diversified, and private-sector led labor
market, while the interior2 has significantly lower labor force participation, higher employment, and a
heavily public sector dominated labor market.
A recent survey carried out by the World Bank in urban areas in Tunisia suggests that access to basic
services has converged towards universal access in urban areas in the seven major regions. 3 Despite
convergence in access, youth perception of these services provides a different story. Almost 70 percent of
youth (ages 15–29) perceive that, within their neighborhood, it is difficult to gain access to good
administrative or leisure services, with the South West, South East and the Center West regions
registering the highest levels of dissatisfaction. The figures for good health services, social services, and
banking services are not much better, with 71, 72, and 67 percent (respectively) of youth agreeing that
there is difficulty in accessing them. Perceptions are significantly worse in the South West and the South
East, while they are better in the Center East.
Despite perceptions of access to good quality service being worse in the interior, youth in the coastal
(leading) areas have less trust in government officials than youth in the lagging regions, and they are also
less satisfied with government efforts to improve education or fight poverty. When asked about how
much trust they had in government officials, 54 percent of youth in the coastal areas report having no or
little trust, compared to 46 percent in the interior. Similarly, 72 percent of youth in the coastal areas report
a lack of confidence in politicians versus 61 percent in the interior.
One of the root causes of the revolution in Tunisia was believed to be the widespread dissatisfaction with
the municipalities of each region. This dataset supports this argument, with the largest proportions of
youth reporting dissatisfaction with municipal officers coming from the Center West and the North West
regions (55–56 percent in both). Only 26 percent of youth in the North West and the Center West believe
that municipalities listen to residents. The percentages are higher in the coastal regions, where a higher
percentage of youth believe that municipalities listen to the residents of their districts— Center East (31
percent), Tunis (37 percent) and the North East (47 percent).
Contributed by Meera Mahadevan, Abla Safir, and Tara Vishwanath based on World Bank (2013e).
Notes: 1. The North East and Center East regions, and Tunis.
2. The North West, Center West, South West and South East regions.
3. Tunisia Household Survey on Youth in Urban Areas 2012.
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Chapter 2. PLANNING: nurturing a land price system; relax land
use regulations
The use and reuse of land are central to city expansion and
development. Land availability has a strong bearing on firm
and household decisions about where to locate. For
agglomeration economies to flourish so that firms and
households can reap the benefits from locating in and around
cities, urban land markets must be able to swiftly allocate
land to the most efficient uses. When urban land markets
distribute land efficiently between urban and rural uses,
conservation of farmland and green space is feasible. When
markets allocate land to the best uses within urban areas, the
results are more efficient land use and fewer underserved
neighborhoods.
Planning is therefore essential for the efficiency of cities in
three ways. First, pricing and policies for clear valuation and
transactions are the foundations for healthy land markets.
Clear pricing requires mechanisms to transparently calculate
and communicate values. Institutions such as an established
cadre of appraisers trained in property valuation help ensure transparency in valuation and wide
accessibility of information on land prices. In developing countries the systems to record and manage
information on land transactions rarely exist. Further, recorded values rarely reflect the true price of land
because of existing regulatory disincentives to report true values, such as high transaction taxes or
registration fees. In India, for example, stamp duties have been as high as 12 percent, leading to land and
property values being underreported.1
Policies that recognize the spectrum of property rights and encourage land transactions are also needed to
help unplanned areas respond to the changing needs of the market. Fluid land markets help countries
facing a transition out of agriculture; with fluid markets, rural land can be sold or rented for urban uses
and rural residents can seek more rewarding opportunities in nonfarm activities in urban areas without
being funneled into areas of concentrated poverty or underserviced slums. In Vietnam, for instance,
stronger land tenure security quadrupled participation in rental markets, from 3.8 percent in 1993 to 15.8
percent in 1998, and increased rural-urban migration from 29 percent in 1993 to 64 percent in 1998. In
addition, both rental and sales markets had positive impacts on productivity.
Second, planning is necessary to make sure that land use is coordinated with infrastructure provision that
meets present-day needs as well as projected future demands. Higher densities in cities can drive
economic growth, but they also require additional infrastructure investments to ensure that the benefits
from density are not overshadowed by congestion or environmental or other costs. In cities such as New
York and Singapore, land use is coordinated with infrastructure, and density is managed on a granular
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basis through small density zones. In developing countries density is typically poorly managed. Cities
such as Mumbai have low density as a result of large density zones that are uniform across the city.2
Third, to make cities inclusive, policymakers must ensure that basic infrastructure and services are
available to all residents of cities, the urban periphery, and remote rural areas. Planning is required to
leverage competitive forces to expand access to these services, along with other key enablers of
opportunity—such as transport, social services, and housing—to underserved areas both within and
outside cities. Laying the rules that promote competitive markets with incentives for underserved areas
will contribute to achieving universal coverage of high-quality services. Colombia provides an example of
the positive impacts stemming from careful consideration of the rules needed to enable expanded access
to basic services. Colombia introduced policy reforms that allowed fees to nearly cover costs. Progressive
increases to tariffs reduced excess household consumption, which in turn reduced the need for major new
infrastructure.3
To create jobs, promote investment and growth, and enhance quality of life, Tunisian cities will require
carefully thought-out and coordinated policies along these three lines. Planning is especially important
considering current market dynamics. Today, several distortions to land and housing markets create
inefficiencies and bottlenecks that limit the potential of Tunisian cities. This chapter highlights the key
impediments to effective land markets and management.

Relax regulations governing land transactions and nurture institutions
to accurately and systematically value land
For land markets to function well, prices and information must be signaled transparently and consistently.
This is especially important for cities; land is a major asset of Tunisian urban areas and one that will
likely continue to appreciate over the coming decades. To facilitate healthy function and management of
land markets, cities need to know current land use and value. But today, the public sector system for
property valuation is disconnected from market prices. Public sector estimates are calculated from fixed
national reference prices, the most recent of which were set by a 2007 presidential decree. Because
agricultural land and all land outside municipal planning areas are not taxed, they are not valued by the
public sector.
Buyers and sellers can obtain a good idea of the market price for their property, but this information is
costly and not widely accessible. Without reliable information on the key aspects of property—such as
ownership, boundaries, tenure, and use—Tunisian cities and regions have little guidance to structure plans
or daily decision-making. And when land takings are required for projects, the lack of transparent
valuation systems opens the door to unfair compensation that may lead to inequitable outcomes and social
unrest. In Tunisia the many layers of unrecognized tenure further raise transaction costs and barriers to
information. These costs are passed on to developers, households, and cities.
Make land pricing standardized and transparent
Outdated fixed valuation systems and low tax rates and collection are ill equipped for the current market
and systematically undervalue areas of growth. The current public sector system for property valuation is
disconnected from market prices. Land with built structures is valued in fixed national reference price
ranges and pays a fixed 2 percent tax on the calculated value (table 2.1).4 Unbuilt lands within municipal
planning areas do not have a direct public valuation system. Instead, tax calculations use fixed estimation
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formulas that vary by plot size and urbanization level.5 Because agricultural land and all land outside
municipal planning areas are not taxed, they do not appear to be valued periodically by the public sector.
For example, for a parcel of 100 square meters with a small built structure covering 75 square meters, the
valuation (reference price) would be between TND100–162 per square meter, or TND7,500–12,150 total
(see left panel of table 2.1). For unbuilt parcels the tax is set at 0.3 percent of the market value of land. 6
However, because market values are not available, a second method is used that is supposed to gauge
equivalent value. This alternative method is based on a flat rate per square meter. The flat rate varies only
accordingly to urbanization level of the area in which the land is located; only three urbanization levels
are defined (see right panel in table 2.1). Under this method an unbuilt parcel of 100 square meters in a
medium urbanization zone would pay a tax of TND9.
Table 2.1 Public valuation systems for land
Land with built structures

Built area footprint (square
meters)
Fewer than 100
100–199
200–399

No built structures
Reference price
(TND per square
meter)
100–162
163–216
217–270

Location zone
High urbanization
Medium urbanization
Low urbanization
Outside municipal
400 or more
271–324
boundaries
Source: Decree 2007-1185, 2007; Decree No. 2007-1186, 2007; Vaillancourt 2004.

Total tax
(TND)
0.318
0.095
0.032
not
applicable

Estimating property values using fixed reference prices will always lead to estimates that are out of synch
with market prices. The wide range of property values in Tunisia between regions, inside cities, and over
time will exacerbate this problem. Master plan classification and parcel size are only two of many
components behind land prices. In most high-value cities undervaluation by the public estimates is
exacerbated because nearly three-quarters of municipalities apply the minimum value of the fixed
valuation range for land with structures.7
Discrepancies between assessed and actual land values are exacerbated for recently urbanized properties
with built structures. The formula for valuing buildings is frequently based on previous valuations,
missing areas of recent growth. When little or no information is available on the built-up space of the
property being valued, by law the valuation for informing the tax on built land is calculated from the
largest possible built space, 400 square meters. As such, the tax likely overvalues smaller homes and
businesses that were not included in detailed surveys.8
Undervaluation for tax purposes is also high in the urban fringe, where market prices have increased
rapidly. While reliable sales price data are scarce, the average listing price per delegation in late 2012 for
unbuilt nonagricultural land was many multiples higher than the reference range of TND100–160 per
square meter for built land but lower than the implicit prices calculated from the last resort tax
calculation. These discrepancies are especially notable in urban delegations in the North and coastal
areas.9
Similarly, commercial and industrial rental prices are calculated according to a fixed multiplier for the
area, which depends on the tax rate and the type of industry or commerce. The strongest driver is the tax
rate, which is 8–14 percent and based on the amount of services available to a given plot.10
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Overvaluation also occurs when property is expropriated for infrastructure projects. This may be in part
because of the longstanding policy against forced evictions, but it imposes additional costs on the public
administration. Two examples of expropriation projects analyzed by development banks in 2010 list
property valuations at more than 10 times the high-end sale prices of land. An African Development Bank
project analysis on a highway project linking Gabes, Medenine, and Ras Jadir lists the first estimates for
compensation at TND5,000–7,000 per hectare for mostly agricultural land.11 A 2010 World Bank project
for a sanitation facilitation processing plant in Raoed reported that private landholders were compensated
an average of TND4,000 per hectare, more than 10 times the current average sale price in the area.12
Solid valuation methods that more sensitively reflect market prices and institutions that systematically
collect this information are essential. Without them, city leaders will continue making ad hoc decisions
without being able to plan for the future or take coordinated actions across institutions. The inability of
cities to capture part of this value represents a major loss of potential revenue that could increase
municipal capacity to sensitively zone and fund extension of urban services and infrastructure to
urbanizing areas. For example, in Hong Kong a land value capture tool of betterment taxes applied to
parcels near transit stations has generated sustainable funding for over a third of the transit agency’s
annual budget.13
In developed countries successful land valuation methods rely on several forms of data and types of
institutions to assess land prices. Data sources include market data on transactions, information about
property attributes, and information on potential income and costs of construction inputs. Independent
institutions can ensure data transparency. For example, most states in the United States require
certification by assessors and appraisers.14 For the past 40 years the Republic of Korea has required that
land and buildings be assessed by certified private appraisers rather than by government officials. To
ensure transparency, at least two assessments are required, and when the two appraisals differ by more
than 10 percent, a third is required. The final value is the average of the privately provided appraisals. 15
Kuwait has requirements similar to the Republic of Korea’s: two private appraisals are required when
undertaking public-private partnerships.16
While national systems for solid valuation remain rare in emerging economies, Kuwait has a requirement
similar to the Republic of Korea’s: two private appraisals are required when undertaking public-private
partnerships.17 The Philippines has also made progress in valuing land. Before 2006 public valuations
were conducted infrequently and without considering market values, as in Tunisia. In 2006 some local
governments started using market-based valuations. In 2009 the national government adopted a modified
version of the International Valuation Standards for private sector appraisals and developed a training
course for mass appraisal. The pending Valuation Reform Act, approved in the lower house in 2012, will
develop a national transactions database as well as strengthen centralized oversight of local government
valuations, re-evaluations, and assessors.18
Resolve property rights and tenure to increase fluidity of the land market
Lack of an inclusive definition of property rights and tenure status also imposes barriers to land use and
reuse. The Tunisian entities that regulate the property market are grounded in an extensive legal
framework but lack the tools to address titles with complicated ownership or tenure status (box 2.1). As a
result, there are no mechanisms to gather and communicate information about properties. Without clear
price signals, many properties, often well located, are perceived as risky for development and are thus
often underused. These assets remain ‘frozen’ or underused as the result of sizable hurdles: restrictive
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registration, high transaction costs, a slow conflict resolution system, and restrictive agricultural
conversion and zoning practices all concentrate in areas of low opportunity—both within and between
cities—where there is limited ability to access finance. Taken together, these processes create substantial
disincentives to formal, planned, and dense development.
Tunisia has long tried to shoehorn its rich variety of land rights into freehold, with little success. For land
that has individual title or freehold, the current legal system provides a detailed regulatory structure for
planning, registration, and administration. By contrast, most other tenure forms have long been
considered temporary designations in transition to freehold. As such, few of the comparable legal tools
that exist support these other forms in becoming productive parts of the urban systems.
Because registration is limited to individual freehold, properties with shared ownership and inheritance
disputes are excluded from the system. This is especially relevant in the courts, which can arbitrate
ownership only for a single landholder.19 As a result, properties with complex claims, including multiple
owners, such as communal ownership or inheritance claims, stay in court for decades with no resolution
unless they can somehow arrange an individual buyout, which may not be the optimal solution for land
use or the owners.
Box 2.1 The variety of land rights in Tunisia persists despite narrow formal definitions
Tunisia has a heritage of tenure types and land rights, including tribal lands, Islamic trusts, communal
agricultural plots, and widespread traditional sharecropping, grazing, and other use agreements. Since the
French mandate land law of 1885, private individual plots have been the sole type of land tenure
promoted by the public sector, with the brief exception of communal farmlands established in the late
1960s. Despite these reforms, many layers of traditional tenure have remained resilient and meaningful
descriptions of property for their owners (see table). While the extent of different legal forms has not been
studied extensively, most lands today are assumed to be either freehold (melk khass) or state land, with
some residual holdings of collective (ishtiraki) lands and tribal lands (arsh). Excluding these properties
from the legal system slows the property market and densification of cities and limits the efficiencies
from specialized uses that align well with alternative property rights, such as housing developments on
nonfreehold lands, which can be more affordable by discounting the price of land.
Forms of land rights in Tunisia, legal status, and extent
Legally
recognized
by
Tunisian
property
code?
Yes.

Types of land rights/ownership
Individually held freehold

Tunisian nomenclature
titre individuel
ملكية

Subdivided, shared
Communal

copropiété
collective

اشتراكي

No
Yes

Private waqf, hubus khaas, or
private trust
Charitable waqf or charitable
endowment

hubus

وقف خاص (حبس
)خاص
وقف خيري (حبس
)خيري

No

Tribal

tribal,
arouch

أراضي عروش

Yes

hubus public

aradi
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No

Extent (hectares)
Prior mandate only in best arable land.a 4.5–5.2
millionb (1985)
Unknown
3 millionc (1970)
2.3b–2.7d million (1985)
1.3 millione (2010)
25 percent of all land, concentrated in most
fertile areas (1950s)f; 0 formal at present g
Previously 2 million in the early 1900s; 0
formal at present; up to 96% of land in Sidi
Bouzid waqf or shared land still in legal
processes.h

State

Empty (“dead” or “white”)
Leasing,
mugharsa
and
sharecropping, and concessions

bayda
enzel,
kirdar,
hanshir,
mugharsa,
khammas, iqta’

عام

Yes

أراضي بيضاء
،مغرسة
،اقطع
،خماسة
،هنشير
اقطاع

Yes
No

800,000 agricultural (1985)
900,000 forest (1985)
800,000d (1995)
Minimal;
mugharsa
agreements
documented,
and
some
kirdar
grandfathered in current laws.

still
were

Box table notes: a. Zghal (1980), as cited in King (2003).
b. Lemel 1985.
c. Ben Saad and others 2010.
d. World Bank 1995a.
e. AfDB 2010.
f. Ling (1967), as cited in King (2003); Abun Nasr 1987.
g. Frankel and Shane 1974.
h. Rajab 2011.

Similarly, piecemeal approaches to ownership documentation and tenure deepen information asymmetries
about land ownership. Several gradations of proof of land ownership exist. Properties with clear
individual freehold ownership can receive full formal title (titre bleu) and be included in the official land
registry. Most of the rest draw on a wide range of intermediate tenure forms. Some began as temporary
measures during a large-scale land registration or mapping scheme. But determining formal claims proved
complex, so a certificate of possession is used for the remainder. Today, properties with a certificate of
possession account for a small share of a broad range of unregistered parcels.
Alternative tenure documentation is widespread but has not been reliably quantified and disaggregated.
Case studies and qualitative descriptions suggest that properties with forms of title other than titre bleu
are present disproportionately in historic centers, peri-urban and low-income areas, and secondary cities.
According to a recent database posted by the Ministry of Public Property and Lands listing 462 properties
slated for expropriation on the highway from Sidi Maklouf to Mednine, just 160 (35 percent) had a formal
title; the rest were unregistered.20
The negative impacts of this exclusion have fallen hardest on newly urbanizing areas, especially in
formerly agricultural areas and in the South. Agricultural lands are more likely to have layers of
traditional tenure that are not eligible to be registered. Because cities often spill over into rural areas,
complexity of tenure becomes a widespread issue in peri-urban areas. For cities in the South, new
development often infringes on tribal claims or empty state land, so these urbanized areas are frequently
unregistered; instead, they are documented through a relatively new form of describing urban property
rights, copropiété, or shared ownership of developer-held lands without permission to subdivide.
Expanding the formally recognized definitions of property rights is critical for cohesive land management
and planning. Quality implementation will also depend on much closer coordination with notaries,
attorneys, and other parties that document tenure status in Tunisia for currently unregistered lands.
Careful development of modern legal descriptions can draw on international best practices for
nonfreehold ownership. Australia and New Zealand both have sophisticated legal recognition and
management structures for aboriginal land rights that are often defined by use patterns and communal
ownership, as in Tunisia’s grazing areas. Peru has integrated different tenure types into a formal structure:
a national law (no. 29415) passed in 2010 allowed established community groups with residents of longabandoned or contested properties to petition for formalized occupancy rights, along with transfer of land
title into community trusts.21 The intermediate forms of rights recognized and granted by law 29415 have
allowed residents to leverage funding and grants to invest and improve their homes and neighborhoods. In
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Mexico reform of agrarian law allowed a communal ownership structure (ejidos) options to subdivide and
sell, lease, or retain community management.22 And in Kuwait, an institution created to administer waqfs
has been cited as an important first step in decreasing the backlog of frozen properties with complex
claims, and has encouraged the creation of new waqf for public and charitable purposes.23 The Secretariat
of Waqf established a legal institutional structure for individual waqf management in 1993, bringing
together a network of entities specialized in waqf administration and management.
Increased sharing and interoperability, and even a shared platform between public entities for propertyspecific data, have been identified as high-impact actions by the Topography and Cadastral Service and
the Land Registry; these could be expanded to include assessments and planning. Integrated land data
platforms are also being integrated with disaster risk information for greater preparedness, even across
national boundaries, as in the Eastern Caribbean.24
Ease regulatory barriers to facilitate urban expansion, improve affordability, and encourage
competition among developers
Regulations governing property registration also make it difficult for poor people to own land and
property. According to the most recent World Bank Doing Business report, registering a property in the
formal system for the first time requires at least five to six weeks and costs 6.1 percent of the property
price, plus around TND30 in government fees and TND30–300 in lawyer fees: one day and TND10 for a
nonencumbrance certificate, one week and 0.1 percent of property value plus TND0.50 per signature and
TND30–300 for lawyer fees to finalize the contract, one day and 5 percent of property value in taxes plus
1 percent of property value for registration fee, and one month and TND28 to purchase deed and
certificate.
Further, an added fee for every page of the contract punishes lands with complex tenure status or residents
of multifamily buildings (box 2.2).25 In Organisation for Economic Co-operation and Development
countries registration cost is lower: 4.5 of a property’s price. Consider Georgia, a country that reduced
transaction costs and red tape for property registration. Today, registration involves a single procedure
with a public registry and on average takes only two days and costs 0.1 percent of a property’s price.
Efforts to register transactions, adverse possession, and inheritance face challenges, including a 7 percent
real estate transaction tax, which increases the need for upfront capital for potential new owners. 26
Tunisian inheritance law has few provisions for dispute resolution, and inheritance disputes impede many
properties from reaching the formal market. Inheritance in Tunisia is officially governed by the personal
status law of 1956,27 which details precise percentages of land to be received by relatives in a number of
family scenarios, but in practice retains many elements of traditional Tunisian customs and some
components of sharia. Finally, some land acquisition can occur and become formalized through adverse
possession, which occurs after 15 years normally, 10 years if under beneficial interest, 30 years if
inheritance or co-ownership.28
Box 2.2. Plots with nonfreehold tenure, layered rights, or ownership disputes face additional
hurdles: example of collective lands
Challenges in registration are compounded for lands with complex tenure and claims. According to a
2000 case study of collective lands in Tataouine, technical challenges slowing the transfer of rights
include tribal conflicts, farmer-herder conflicts, and absentee and emigrant beneficiaries.1 Members of a
single collective in the district sometimes number in the hundreds, and up to 25 percent live abroad. Legal
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changes from the early 1970s permit privatizing collective lands into individual freehold,2 but usage
conversion and registration are time consuming and costly. No legal framework exists to process
nonagricultural usage or usage conversion. While in theory the best use guides stewardship decisions, in
practice current councils for collective lands have little formal guidance for how to prioritize urban uses
within the existing framework. Finally, a second study of the same region suggests that transferring
membership and allocating individual shares were not priorities in agricultural uses and are cumbersome
and that de facto control of land may be restricted to a limited number of individuals.3
Notes: 1. Ben Saad and others 2010.
2. Law 7 of 1971, January 14, 1971; modifying Law 28 of 1964.
3. Nasr and others 2000.

Denser and multistory development, critical for compact growth in large urban, also faces additional
barriers to registration. Multistory buildings may still be registered in several different ways, and
ownership is regulated by unclear legal frameworks, complicating disputes between neighbors. Recent
legislation has attempted to simplify the legal structure and related registration processes, but owners can
incur overlapping fees because certain building types, notably the turaz al-amriki, face particular
complications in demarcation.29 The large range of registration difficulties by building type is such that
there has been recent documentation of brokers intentionally misrepresenting properties to potential
buyers.30
Widely cited poor communication and coordination between the courts and real estate administration
frequently leaves cases permanently unresolved. Requests from the registry to re-evaluate cases typically
double processing times.31 As a result, difficult cases rarely leave court; nearly all 224 cases documented
in the official gazette for two judicial districts over 11 days in January 2013 were simple single-ownership
claims on empty lands or requests to formally register individual freehold plots. As noted in a recent
International Monetary Fund report, a 2010 law opened the way for electronic communication between
the registry and the real estate courts.32
Further, the limited information about real estate property and land that policymakers have on hand is not
integrated across institutions. The cadaster and land registration offices exchange only limited
information. While the Topography and Cadastral Service has developed new surveying methods that use
satellite imaging and has gathered updated data, no interoperable system ensures that new data are readily
available or compatible with older records.33 Multiple documentation for a single property may be held
across multiple offices. Properties that are documented by notaries or lawyers are not centralized; they are
often filed, but infrequently incorporated, at the registry.34
The registry has struggled with internal cohesion in demarcation. Approximately 80 percent of registered
plots used outdated data during demarcation.35 As a result, newly registered properties often conflict with
previously registered plots, requiring resurveying of surrounding areas.36 In a recently documented case in
which the new and old demarcation data conflicted, a prolonged battle between two landowners resulted
from the discovery of overlaps between their properties.37
The Real Estate Court is ill equipped to arbitrate the majority of property disputes, especially those
dealing with traditional and Islamic land rights.38 While not all landowners attempt to resolve their cases
through court,39 the number of properties with pending disputes is substantial: over half of state-owned
forests and parks are contested in the Real Estate Court, and according to one judge interviewed recently,
nearly all private waqfs have cases that have been pending for 10–20 years. Although increasing
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familiarity by the judges (most of whom are appointed) would likely facilitate resolution in some cases,
many properties are unlikely to ever be “converted” into an individual freehold configuration.
Strict regulations on the conversion of agricultural land for urban use constrain overall supply and have
led to widespread unregistered subdivisions (box 2.3). The high transaction costs of the formal land
market and inefficiencies from uncoordinated actions of different institutions, unaligned infrastructure,
and land use management place further limitations on the supply of urbanized land. These have also led to
unregistered subdivision being used as the main urbanization mechanism for low- and middle-income
areas.
Under Tunisian law formal development can take place only after land has been officially converted from
agricultural to urban use. The Tunisian government’s aim is to focus all new urban development on
uncultivated or, at a minimum, the least productive, agricultural land.40 In practice, however, most newly
urbanized land has been agricultural. Between 1986 and 1991, 2,440 hectares of agricultural land was
urbanized, compared with 1,160 hectares of developable land.41 Land that is formally classified as
developable (saliha lil bina or nu)42 carried a large premium in a sampling of 1,864 land parcels listed for
sale in November 2012; the median land price for developable land was more than 25 times that for
agricultural land.
A series of regulatory barriers at the development stage promotes informal development. Landowners
have no ability to subdivide and develop or petition for changes in a plan without registration, but they
cannot register without showing alignment with plans. Owners who wish to register land must first
demonstrate that the current use of the property conforms to the master plan. If not, the property is
ineligible for registration. To prove conformity, the owner must obtain many documents, including a
survey and site plan, before the request can be processed. This presents an inflexible barrier to changes of
use. The relevant form for approving registration provides no information on alternatives if the current
use of the property does not conform to zoning.43
Unregistered subdivisions thrive as formal systems for planning and developing land fail to deliver
effective and attractive solutions to developers and users. Unregistered subdivisions remain one of the
main mechanisms for urbanizing low- and middle-income areas. Developer-led purchase of registered
lands and resale of unregistered subdivided plots were first documented in the 1970s in Tunisia.44
Developer subdivision is linked to the absence of a framework governing transformation from agricultural
to urban land.45 It is also connected to high state control of agricultural land, documented at 65 percent in
the late 1980s, and unregistered peri-urban plots.46
While undocumented urbanization of agricultural land is widespread, little is known about the extent and
rate of change. The urban expansion of Greater Tunis, as measured by aerial photo analysis, was 865
hectares a year between 2002 and 2009, much of this occurring outside the officially planned area.47
Today, over a quarter of Greater Tunis is zoned agricultural, mostly to the northwest of the urban center.48
Penalties for unauthorized development are high but seldom enforced. In a 1996 revision of the 1984
agricultural land law, anyone who changes the status of agricultural land or uses it in a way contrary to its
license is subject to a fine of TND2,000–20,000 and imprisonment of three months to a year.49 If
development occurs on a reserved (tajhiz) or protected (siyana) area, the violator may be imprisoned, but
there is little documentation of such outcomes, suggesting that this is relatively rare.
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Box 2.3 Reduce regulations on land use conversion to reduce spontaneous urban expansion
Formal land conversion was designed to have multiple steps to maximize conservation of agricultural
lands (see table). These constraints and lengthy review process further dissuade developers to pursue
formal land conversion, especially when spontaneous urban expansion is always recognized by
subsequent revisions of the official planned areas and eligible to receive infrastructure investments ex
post.
The core issue is that the regulations on urban expansion do not ensure coordination with commensurate
infrastructure provision, the cost of which is born partially by municipalities. Municipalities request the
revision of official planned area boundaries to enclose spontaneous urban expansion regardless of where
the expansion occurs (for example, close to existing density or in sparsely populated quarters). Because
expanding the officially planned area boundary is synonymous with opening new land for urbanization, it
is expected that newly annexed territories will be serviced with infrastructure. This means that deciding
how much land to annex to an existing officially planned area should be built on a careful projection of
demographic growth and population dynamics to understand where people are likely to locate in the
future and how much land and urban services are needed to satisfy this urban growth.
However, discussions with the Directorate General of Urbanism have pointed out that municipalities often
ask to annex excessive amounts of land to officially planned area boundaries without presenting evidence
to warrant such expansion. The directorate then enters into complex negotiations with municipalities to
convince them to downsize their requests.
Steps of legal process to urbanize land
Step
1 Notes of first local committee meeting deposited to state for comment
2 File sent to Minister of Agriculture upon the adjourning of second committee meeting

3 Minister of Agriculture sends file to magistrate of the committee (if approved, the
conversion process is complete; if not approved, see below)
4 Magistrate comments on revised file from Minister of Agriculture
5 File open for general comments at the seat of the state
6 Committee meeting to review file and send it to Minister of Agriculture

Official timeframe
45 days
If no
If comments: 1 month from
comments: 1
second committee meeting
month from
end of 45
days
1 month
2 weeks
1 month
15 days from end of month-long comment period

Source: Order 386 of 1984 of the Ministry of Agriculture, Order 710 of 2001 of the Ministry of Agriculture (amending Article 7
of Order 386 of 1984), Law 87 of 1983 (Article 6 and 7), and amendment 104 of 1996.

These restrictions have not limited private sector appetite to invest in peri-urban land; expectations are
that it will eventually be developed. Market listings suggest high developer and investor interest in large
plots in peri-urban delegations. Large average plot sizes of developable land in peri-urban Tunis
correspond to large volumes of land listed for sale (figure 2.1). These “hot” markets could be driven in
part by purchases by developers or entities planning to subdivide. Sfax exhibits similar characteristics,
with the largest plot sizes in peri-urban areas.
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Figure 2.1. Land market hotspots in peri-urban delegations

Source: Unbuilt land plot listings from Tunis-Announce, November 2012.

Originally, unregistered subdivisions were linked to misappropriation by developers of agricultural land
belonging to the Tunisian state that was not officially registered.50 With the creation of the Ministry of
State Domains and Land Affairs, the practice has virtually disappeared. Now, most developers legally
purchase parcels and sell illegally subdivided plots. Because the parcels are not subdivided formally, they
are not eligible to be included in the formal land registry. Instead, notary documents are often issued to
buyers, and holdings are often classified as copropiété, or a share of the larger parcel held by the
developer. No official right to develop the land is available through copropiété documents, and because
many of the parcels are officially on agricultural land or land not zoned for multistories, the resulting
developments are illegal.
Further layers of regulations have been documented to impact efficient industrial and residential growth.
Slow coordination between national and regional authorities also slows industrial investment.
Alternatives to registered freehold tenure status are not limited to land in residential areas or housing.
Industrial land use outside specified zones can be much more difficult to access and requires a lengthy
process coordinated between national and local governments. Industry subdivision permitting and reviews
create a bottleneck for the use of industrial areas; anecdotal evidence suggests that the process takes up to
a year. Several industrial investors have recently requested greater involvement and responsiveness in
agricultural land rezoning, citing the delay of a proposed automobile production center in Sfax valued at
TND1.5 billion and projected to employ up to 8,200 workers due to difficulties in converting 118 hectares
of agricultural land into an industrial zone.51
Stringent regulations also strengthen informality and exacerbate affordability gaps for residential units.52
Most affordable housing to low- and middle-income households has been built informally on unregistered
and unplanned land. Apart from the Real Estate Housing Agency and limited social housing programs,
breaking even on a formal parcel is nearly impossible for low- and middle-income housing developers. If
the developable land was informally subdivided or on land prohibited for housing development (for
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example, in an industrial zone or on agriculture land), no building permit can be issued. In 2005, for
instance, 25,800 units were built in Greater Tunis, but only 5,599 building permits were issued.53
However, most of the informal development occurs on agriculture land within municipal boundaries or at
the edge of the city. Between 2002 and 2009, 13 percent (79,472 hectares) of the urban expansion of
Greater Tunis occurred on nonmunicipal lands. Land development has been growing faster in those areas
(9.1 percent yearly expansion of building area) than within municipal boundaries (3.1 percent).54
Plots made available by the Real Estate Housing Agency are too large to be affordable for the poorest
population. According to the agency’s statutes, it aims to “promote access to housing for all segments of
the population and especially for households with low and middle incomes.”55 The plots it produces are
200–500 square meters, but households in the lowest income groups are settling on plots of 100–150
square meters. In Greater Tunis an estimated 18.7 percent of the serviced land produced by the agency
between 2002 and 2009 was dedicated to the poorest households.56
Further, large increases in property prices have not been accompanied by similar increases in income. In
2012 the United Nations Human Settlements Programme estimated that a modest house of 75 square
meters built progressively on peri-urban land would cost about TND22,500, or TND300 per square meter.
Such a unit has a price to annual income ratio close to 9 for the poorest decile households. The costs of
social housing are higher, ranging from TND350–733 per square meter, including land.57 In that category,
a small house of 65 square meters costing TND36,400 (or TND560 per square meter) would require
monthly payments of TND243 over 20 years at conservative lending rates of 7 percent.58 Thus, even with
a 35 percent income ratio, two-fifths of the population are systematically excluded from the developerbuilt housing market and must find a solution on the self-construction market.59 At the upper end of the
market, the Berges du Lac area averages TND2,500 per square meter,60 which is affordable for only a
small segment of the population.
Stringent regulations also limit private firms’ participation in land development. Formal sector land
development by private firms is suppressed by high upfront capital costs and limited access to debt. Low
capacity in the formal debt markets to gauge risk disproportionately impacts low- and mid-range
developments and construction.61 Low access to project and construction finance is exacerbated by
concentrated costs and uncertainty in the predevelopment phase due to high regulatory requirements,
which increase the need for upfront capital.
For example, steep requirements to apply for formal land subdivision are extensive and represent a
substantial cost for most small and mid-range developers. To apply for a parcel subdivision, owners must
present a large packet of information to municipal authorities, which then pass on the request to regional
commissions that issue a decision.62 The packet must include proof of formal title, certifications from
utilities regarding the serviceability of the land to subdivision, technical drawings with detailed
specifications, surveys, and an expert environmental compliance assessment (box 2.4). Developers must
commit substantial predevelopment capital—at a higher cost and risk—to prepare the documents. For
small landholders, mobilizing those funds and the capacities required can be very difficult. The
requirements are nearly identical for large and small parcels. No exceptions in the required papers,
studies, and drawings are made for smaller properties (other than three-dimensional renderings of the
proposed development in some cases).63 While these steps are likely intended to ensure the suitability of
urban proposals to their context, they are not feasible for the majority of Tunisian developments.
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High costs of formal urbanization bar the entry of small and medium-size firms, limiting competition. Of
the roughly three tiers of developers that interact with land, large national or multinational conglomerates
are best equipped to negotiate servicing and zoning planning variances at a high level and thus account
for the bulk of large-scale new projects.64 Mid-level developers typically operate within one municipality
and establish informal agreements around enforcement and servicing with the municipal council and local
servicers,65 yet few have emerged to operate beyond one city. Lastly, the bulk of private construction
occurs by one-time developers that register to develop a single project or that work on small-scale
projects intermittently.
Limited competition in the housing sector should be a concern because it may impact affordability and
promote informality. When barriers to the entry of small and medium-size developers exist, the market
for land development and housing provision will tend to have a monopolistic structure. Such structures
may lead to higher prices than in a competitive setting. Further, market structures that resemble a
monopoly may also lead to market segmentation, leaving some sectors of demand without the associated
supply and pushing these sectors into the informal market.66
Box 2.4 Requirements for subdivision application: in line with high-income countries but
burdensome in Tunisian













Official title for property.
A site plan of land to be subdivided.
A title survey if the land is registered or, if the land is not registered, a survey drawn by a surveyor.
A dimensioned survey.
Plants and public facilities when there are existing subdivisions and when parts of the property are not
destined for subdivision.
A subdivision plan with lot numbers, the layout of parking areas, the layout of roads and paths and
their connections with existing routes, the various infrastructure networks and location of that
infrastructure.
A drawing or models showing the development in three dimensions.
Specifics about the rights and obligations of the developer, buyers, or tenants of lots and program
planning and sanitation.
Specifics about open space, easements, and the rights of third parties—requiring parks, paths, and the
like that allow nonowners, nontenants, and the general public to use the space.
An implementation plan.
An official document from utility companies certifying that the property can be serviced.
An environmental assessment showing that the subdivision meets environmental laws.

Source: Decree of the Minister of Equipment and Housing, October 19, 1995.

Limited household access to finance has been an important historical constraint for private residential real
estate developers. Until the 1970s financing for the housing sector came mainly from levying the state
budget and by household self-financing. Public funding for housing finance has decreased, from 40
percent in 1975 to 16 percent in 2000.67 In place of direct loans, contractual savings schemes
(administered by the Housing Bank) with interest rate subsidies became the main source for household
mortgage finance until the 1990s. Since then the Housing Bank has also provided developer prefinancing.
For new development, Tunisia can strategically prioritize an agenda of reform in high-impact actions to
guide growth to high-density, well served areas. First, given the present backlog of unresolved properties,
improved mechanisms for dispute resolution, either through the courts or supplemented with ground-level
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facilitator teams, as in Chile, will be critical to activating the wider legal framework for land rights and
tenure.68 Dispute resolution systems can yield further efficiencies if coordinated with the registry and
other land institutions. Second, throughout the permitting processes, consolidating or bundling fees with a
sliding scale can avoid regressive incentives. Increased coordination around strategic areas zoned for high
density and planned urban expansion can harness investments in infrastructure, basic services, and
productive activities.
Private capital for Tunisian land and property development needs to be unlocked. Over the long term
funders of debt and equity will be more likely to enter a market with favorable rates if all properties can
easily and transparently comply with all regulations. In the short term eliminating regulatory barriers to
facilitate the entrance of smaller firms could yield high returns for city-based developers. Public-private
partnerships for a range of urban investments, including housing and broader urban redevelopment, could
pass on risk to the private sector. A wide range of configurations exists, from the well-known case of the
joint-stock redevelopment of central Beirut to privately built housing developments transferred to public
ownership in Holland (Deelplan 2.0) and to purely public interjurisdictional partnerships (such as
Orestad, a new town outside Copenhagen financed between the municipality and the national
government). These arrangements would likely require a more in-depth set of laws and regulations but
could build on Tunisia’s existing experience with infrastructure-related concessions.69
Tunis and other large cities in Tunisia can explore new land tools, such as inclusive zoning, land trusts,
and transferable development rights, to spur growth and find new financing mechanisms as
decentralization starts. But for these instruments to work, the institutions for valuation and clear
definitions of property rights are needed first. Leveraging the price of land for infrastructure finance and
promoting inclusive growth require a carefully designed blend of regulations and planning. For example,
inclusionary zoning for affordable housing through regulations alone, as in Abu Dhabi and Jakarta, is
seen as a burden by developers, who often find ways to circumvent the requirements. But even schemes
that reward developers of affordable housing with more development rights in desirable areas, such as the
outurga onerosa program in Sao Paolo, have faced implementation difficulties, in part because the robust
foundations of property valuation systems and enforcement are not in place.70

Improve coordination between infrastructure provision and land use
planning
In addition to enhancing fluidity of land markets, coordinating the provision of basic services and
transport infrastructure with land use planning is also key. One widely used tool for managing density is
the floor space index (also known as the floor area ratio), the ratio of the gross floor area of a building on
a lot divided by the area of that lot. This means that in a city where the floor space index limit is 1:1,
developers can build only structures with a gross floor area less than or equal to the total lot area. Other
planning regulations include setbacks (minimum distances to the front, rear, and sides of a plot) and
maximum building heights.71 These limitations, and low coordination with transportation, basic services,
and housing developments, push growth to low-density developments on unserviced areas, expanding the
urban footprint and adding long-term costs for cities to deliver services and residents to access jobs.
While all these regulations exist for good reasons—such as to protect adjacent properties and preserve
access to sun, air, and open space (such as parks and plazas)—they often have unintended consequences.
Stringent regulations can limit the supply of land and housing, pushing people to undesired areas, such as

54

informal settlements, or suburban areas that are disconnected from jobs and urban amenities. Further,
constraints in land supply can exacerbate housing affordability gaps.72
Allowing for higher density also brings challenges. Higher density requires more electricity, water, and
sewerage and better transport infrastructure. As density increases, matching land use and infrastructure
provision becomes more important. Small density zones that vary with land use and infrastructure
capacity allow for greater integration between land use and infrastructure. But at present, Tunisian cities
look more like Mumbai, with large density zones that are uniform across the city and uncoordinated with
infrastructure availability.
Strengthen tools to strategically enable densification
There are many impediments to the granular management of density. The default height limit is three
stories in residential areas of Tunisian cities, and this is often used as the standard applied to unplanned
developments as well. In theory, urban master plans can assign higher density to registered plots within
planned areas. But up-zoning is restricted to large plots, and the application process is cumbersome,
involving many steps and stakeholders. These barriers to planned densification drive more buildings, and
additions, into the unplanned and unregistered sector.
Coordination of infrastructure provision with planned development remains limited, further constraining
density. To overcome these impediments, owners have built higher than the zoning height by up to two
additional floors. Many neighborhoods in Greater Tunis surveyed by the International Organisation of La
Francophonie in 2005 showed a large proportion of self-construction not in compliance with the
regulations. In El Khadhra 31 percent of the 588 units of the neighborhood were reported to have
additional floors.73
Unsurprisingly, current market data suggest a substantial premium placed on land with higher density
zoning. When a zoning height above two stories was mentioned in a listing, the average price per square
meter was TND751, more than double that of developable plots with no mention of zoning or a lower
permitted height (table 2.2).74 Volume-based zoning also appeared to be at a premium, but the low
number of listings prevented a robust analysis.
Table 2.2. Zoning heights strongly correlated with sale listings price

None mentioned or one or two
stories
Three or more stories
Three stories
Four stories
Five stories
Six to nine stories

Number of
listings

Price (TND per square meter)

430
59
21
6
18
14

351
751
586
1,001
893
710

Source: Listings of unbuilt land, November 1–30, Tunis-Announce 2012.

Coordinate land use and infrastructure for forward-looking cities
Coordinated land use and infrastructure planning can increase equitable access to the building blocks of
growth that are especially necessary for lagging regions and areas to realize their full economic potential.
With enhanced planning and regulatory tools, Tunisian cities can ensure serviced and legal land for
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strategic growth. Robust management practices will enable sustainable expansion and delivery of basic
services and transport. Coordinated actions that align public and private investments will contribute to
assigning scarce resources to areas of highest impact.
Public transport investments have not kept up with rapid urban expansion. Until recently, most
urbanization in Greater Tunis was concentrated around the train line leading south, a major piece of
transport infrastructure. But as the city has continued to sprawl, investments in infrastructure have been
limited, leaving new areas disconnected from major transport infrastructure. Today, many residents of
Greater Tunis would need two hours to walk to the closest train station and from there reach the city
center.75
In urban areas transport expenditure increases by income decile, with the lowest four deciles spending
less than 4 percent of their total expenditures on transport. Between 2000 and 2005 the proportion of
expenditures dedicated to transport has decreased slightly, with the largest changes observed for the
poorest four deciles of the income distribution (figure 2.2). For these four deciles, the proportion of
expenditures dedicated to transportation decreased by almost 2 percentage points in five years.

Mean of transport
expenditure
(as percent of total)

Figure 2.2. Transport expenditures as a percentage of total expenditures declined from 2000 to
2005, especially among the poorest deciles
15
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Source: Household Budget Surveys 2000 and 2005.

These expenditure patterns indicate the modal share composition in Tunisia, where the poorest
households tend to walk or bike to work and higher income groups use more expensive modes such as
cars. Even in governorates in Greater Tunis, a large percentage of individuals walk or bike to work: 8–12
percent of house-to-work trips in Ariana, Tunis, and Manouba76 and 50 percent of all types of trips in
Greater Tunis.77
Rapid urban expansion and low investments in public transport have increased the dominance of the car
as a transport mode in Greater Tunis, from 9.2 percent of commuting trips in 1977 to 28.1 percent in
2006.78 A 2009 survey on urban mobility in Greater Tunis suggested that as many as 50.3 percent of
employees interviewed and living in Ariana use their cars to commute to and from work.79
However, current road infrastructure in the cities is not enough to support the rapid increase in private car
ownership. There is an estimated one car per 2.4 households in Greater Tunis, implying an eightfold
increase in private car stock between 1977 and 2006. This rapid increase accompanied by insufficient
infrastructure has led to congestion in the city centers and at nodal points of the road network. Average
speed of commercial buses has been estimated to be as low as 10 kilometers per hour.80
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Part of the difficulty in coordinating connective infrastructure investments with development is that, as
discussed above, much of new building takes places illegally or outside the planning framework. Illegal
development has grown in part due to cumbersome procedures for building permits and zoning
restrictions. Building codes and enforcement are not coordinated with planning or regularization efforts.
Many units do not meet the general building code. An application for a building permit requires many
complex documents that must be prepared by qualified specialists, making the process costly. Like the
regulations on subdivisions, zoning limitations also constrain the capture of full potential land value, as
well as owner investment, density, and future revenue. In residential areas the urban land management
codes limits construction to two floors.
Instead of coordinating land use planning with infrastructure provision, the government has established a
precedent for post-development provision of infrastructure and services, leading to higher costs and
promoting uncontrolled urban expansion.81 Under Tunisian law developers have a responsibility to ensure
service provision, but those that do not can expect public provision of services post-development without
charges or fines.82 Municipal and agency-driven service provision has been generally effective, illustrated
by the high connectivity rates. In 2004, 99.8 percent of households in municipal areas were connected to
electricity, 89.4 percent to drinkable water, and 53.4 percent to the sewage system.83
Municipalities bear only a small fraction of post-development upgrading costs. Since most costs of
upgrading are borne by the national government, municipalities have few incentives to provide
infrastructure with a forward-looking attitude. While municipalities can approve—or choose not to
enforce against—urbanization and development of land without upfront infrastructure, cities contribute
only 15 percent of the budget for post-development upgrading through the National Program for
Rehabilitation of Lower-Income Areas.
While this model of neighborhood upgrading has helped Tunisia earn the designation of a slum-free
country, it may prove to be unsustainable; thus coordinated actions can lead to gains in efficiency. The
Rehabilitation and Renewal Agency, which implements the plans of the National Program for
Rehabilitation of Lower-Income Areas, has intervened effectively in 950 neighborhoods over the last 10
years. No titles are required for the agency’s intervention; 15 percent of operations are paid for by
municipalities, and much of the rest is from the central government. Over the next four years the national
budget projects TND267 million for 73 rehabilitation projects. Spotlight 2 at the end of this chapter
further discusses the agency’s experience, historical success, and current challenges.
By focusing on retrofitting urban expansion through the extension of basic infrastructure, costly
upgrading programs have exacerbated land management challenges. Because upgrading programs are not
combined with preventive measures (such as strategic urban planning and increasing the supply of formal
housing), they impose a logic of catching up with urbanization rather than planning ahead of it. Indeed,
the National Program for Rehabilitation of Lower-Income Areas is a curative approach that does not
tackle the causes of spontaneous housing, such as stringent regulations that constrain the fluidity of land
and housing markets. Rather than addressing the root of the problem, this catching-up approach has often
resulted in the densification of newly equipped neighborhoods84 without commensurate provision of
infrastructure, as well as in the development of new informal areas nearby.
Further, driven by cost-effectiveness, the national upgrading programs do not necessarily target the poor.
Indeed, encouraged by the Directorate for Local Governments and the Rehabilitation and Renewal
Agency, all socioeconomic criteria for the selection of neighborhoods have disappeared since the Second
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National Program for Rehabilitation of Lower-Income Areas. The criteria officially applied are inclusion
in an urban development plan, an urbanization rate above 80 percent, density above 25 dwellings per
hectare, cost of less than $1,700 per housing unit, primary connection to the city water and sewer
networks accounting for less than 30 percent of the total program cost, and no land issue on rights of way
(for building roads, sanitation, sewer networks, and the like).
The limited responsibilities of municipalities exacerbate the challenges. They are rarely aware of planned
investments even though municipalities are mandated to devise urban development plans within their
localities and are to be consulted in advance for any project on their territory by the central government or
any other public entity.85 This eliminates the opportunity for municipalities to effectively coordinate
urban expansion with infrastructure provision.
Lack of coordinated actions in land use planning and infrastructure provision has led to industrial zones in
areas of low demand and high costs. Industrial developments are driven primarily by public initiatives on
large tracts of land that are designated on a national level with little municipal or regional input and no
assessment of economic potential. Greater Tunis and the coastal areas account for an estimated 90 percent
of demand for industrial land in the country but include less than a third of the industrial land serviced by
the Industrial Land Agency (map 2.1).86 This means that large public investments to develop formal
industrial zones are often wasted on vacant lands in areas without demand.
Map 2.1. Greater Tunis and the coastal areas include less than a third of the industrial land
serviced by the Industrial Land Agency

Source: Based on data from Offices de developpement.

While access to industrial land is less of a constraint in Tunisia than in several other countries in the Arab
world, regulatory constraints still lead to occupancy rates of only 81 percent of Industrial Land Agency
land. A 2007 World Bank report found the agency to have an overall well-functioning management
structure.87 While occupancy rates are higher than those in other countries of the region (31 percent in
Egypt and 36 percent in Morocco), subsidies are still being directed to attract firms to areas with low
demand. In Tunisia varying subsidies try to capture the attractiveness of locations, with higher subsidies
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in less desirable interior zones and lower subsidies in more desirable coastal areas. Still, the allocation
rate of industrial land serviced by the Industrial Land Agency is 69 percent, and vacant land amounts to
about 10 years of the average annual sales volume in recent years.88 The challenges of industrial lands are
further discussed in spotlight 3 in chapter 3.
Artificially low industrial land prices in these special zones introduce additional distortions to the land
markets. Low land prices in high-demand Industrial Land Agency zones are fixed to recover the cost of
infrastructure delivery (including administrative overhead) but these costs are 40–50 percent below the
market price.89 Subsidies direct firms to areas that in many cases lack appropriate infrastructure or have
limited market access. Further, the artificially low land prices in these areas are not adequate to finance
government land servicing and development, so in many cases industrial land is offered without access to
basic services.
Specific policy actions can help cities leverage a yet-untapped asset—land—to power proactive planning
and infrastructure provision. Prioritizing by impact, Tunisia can ease the restrictions in land rights,
management, zoning, and use that constrain land market fluidity and disincentivize formal, dense,
affordable, and accessible urban development.
Finally, Tunisia can broaden its portfolio of strategies for urban growth by strengthening proactive
planning for development. By focusing on a reactive approach to urban planning, policymakers are losing
the opportunity to lead the way to more efficient cities. Thinking ahead has paid off in cities such as
Hanoi, where the government coordinated densification policies with connective infrastructure decisions
and the city has grown virtually free of slums. In Brazil ambitious upgrading programs operate alongside
new zones that permit higher density urban development, with some reduced regulations to encourage
formalization and development of affordable housing, In Recife, a large city in northern Brazil, these
areas averaged 225 people per hectare, compared with 65 in the rest of the city, and housed nearly 40
percent of the urban population.

Leverage competitive forces to expand basic services everywhere
In thinking about infrastructure expansion, policymakers have to consider expanding access to services
beyond the administrative boundaries of cities. In doing that, looking at the market structure for service
provision and determining which rules for pricing and cost recovery are needed will make additional
investments more effective.
Since the 1990s Tunisia has dramatically expanded access to potable water, sanitation, and electricity to
become a regional leader in access to basic services. As mentioned above, as of 2004 nearly all Tunisian
households were connected to formal networks of safe drinking water and electricity, ahead of all other
low- and middle-income countries in the Middle East and North Africa (see box 2.5).
However, several challenges remain. Extending access to services to the remaining unserviced households
in rural and lagging areas and improving overall quality at reasonable costs will be Tunisia’s challenge for
the next few years, especially since state-owned enterprises providing these services are starting to show
signs of financial distress.90 A 2011 United Nations Department of Economic and Social Affairs study
estimates that public spending on water and sanitation must increase 23 percent above 2005 levels to
achieve the Millennium Development Goal target of 100 percent coverage by 2015.91
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Box 2.5. Using proactive planning, cost covering prices, and enabling regulations to expand basic
services in Tunisia
Tunisia’s success can be traced to a history of proactive planning, management, sustained public
investment in infrastructure, and enabling regulations. Consistent funding for network expansion
averaged 0.462 percent of GDP for water investments and 0.994 percent for electricity investments
between 1960 and 1990.1 This continuity enabled key drivers of expansion, including stable development
of supply sources, coordinated long-term management, information technology systems, steady network
expansion, and sustainable cost-covering institutions. Moreover, by situating these drivers in a
coordinated policy framework, Tunisia has been able to leverage further expansion.
During organizational reforms in the mid-1990s, prices were set to cover costs, reducing operating losses
and increasing payment ratios.2 Regular tariff increases for the Tunisian Electricity and Gas Company,
approved by the Ministry of Industry, have typically been more gradual for low-use households. Equity
impacts from price increases have been slowed through progressive tariff structures.
At the same time, new resources helped catalyze the existing favorable conditions into further network
expansion. Extensive external funding was mobilized for the first time for rural basic service
infrastructure in the late 1980s, with resources from the African Development Bank, the Kuwait Fund for
Arab Economic Development, and the Agence Française de Développement (AFD). For example, a 1997
loan for $107 million from the World Bank for sewage treatment in Greater Tunis extended the physical
network, increased cost recovery, and encouraged private investment.3 Private participation has focused
primarily on water, electricity production, and sanitation plants, not directly on network expansion and
servicing. Still, since 1996 when the energy market was liberalized, independent power producers have
kept the Tunisian Electricity and Gas Company competitive, even though its market share decreased to
only 88 percent by 2011.4
The National Sanitation Office has led the leveraging of private sector participation and investment in
sanitation. In 2004 it was placed under the oversight of the Ministry of Environment and Sustainable
Development. With regulatory reform enabling concessions for wastewater,5 service contracts for
sewerage and build-operate-transfer arrangements for new facilities increased. By 2015, an estimated 25
percent of Tunisians will receive sanitation services from the private sector.6
Notes: 1. World Bank (2004), as cited in Chemingui and Sanchez (2011).
2. Pérard 2008.
3. Agénor 2005.
4. Trabacchi and others 2012; STEG 2011.
5. Law 2004-70, detailed in Law 2007-35.
6. Pinsent Masons 2012.

Change the rules for price regulation and private participation to further expand and
improve basic services
The operational budgets of the National Company of Water Distribution and Exploitation and the
National Sanitation Office have declined due to deferred tariff adjustments and an aggressive capitalbased program for rural service provision. Even in the late 2000s, the operating cost coverage ratio had
declined to 87 percent.92 Tunisia is the only country in the Middle East and North Africa that imposes
uniform, nationwide tariffs, ignoring the real cost of water provision.93 Moreover, these tariffs are defined
to cover only operating costs and thus do not include the costs of water transfer or debt servicing. The
working ratio, a key indicator of profitability and efficiency, was 0.98, far above the best practice range of
0.4–0.6, indicating that the two agencies were just breaking even with no extra funds for nonoperating
costs.94
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Cross-subsidization has made it possible for the water and sanitation agencies to deliver services on a
wide scale. The 90 percent of National Company of Water Distribution and Exploitation customers who
pay prices below economic cost are subsidized by the remaining 10 percent.95 The highest tariff block
(TND0.790 for 150 cubic meters per quarter) is six times the lowest (TND0.135 for 0–20 cubic meters
per quarter) and three times the second lowest (TND0.215 for 21–40 cubic meters quarter), such that 3
percent of customers generate 65 percent of revenue.96 The fixed charge displays the same trend, with the
highest block paying 66 times that of the lowest.97 Similarly, the Tunisian Electricity and Gas Company’s
pricing structure differentiates among low-, medium-, and high-tension users and by consumption (low,
medium, or high) and type of use (domestic, public, or agricultural).98
While a low-use household typically pays the lowest price, certain industries—and agriculture in
particular—receive substantial discounts for both water and electricity. Oversubsidization can waste
scarce financial and ecological resources, especially pressing for Tunisia’s subsidies on electricity and
water to the agricultural sector.99 Nearly 80 percent of Tunisia’s water is used for agriculture and just 4
percent for industry.100 The government has substantially expanded water-saving practices and
technologies in agriculture, but studies to examine the economic impact of irrigated water and electricity
subsidies could also add to the conversation. Recent Organisation for Economic Co-operation and
Development research in the region suggests that the economic benefits of water (by unit of volume) are
46.3 times higher for industrial GDP than for agriculture. A contributing factor to the inefficient
discrepancy between nondomestic tariffs may be that the industrial sector is often viewed as having low
price-demand elasticity and is therefore an easy target for enabling cross-subsidization.101
Further, new operational challenges have emerged in the unstable post-revolution climate, primarily for
the Tunisian Electricity and Gas Company. Reports suggest that many households, associating the
company with the previous regime, stopped paying their bills in 2011, resulting in over TND350,000 in
arrears by April 2012.102 An increase in illegal connections has been documented, and the 5377 reported
cases of stolen power in 2012 represented a loss of some TND3.5 billion.103 This contrasts with the
progress over 1992–99, as the company improved its recovery rate on electricity bills and payment delays
dropped from 49 days in 1996 to 29 days in 2000. Increasing global fuel prices have meant higher
generation costs, which have not yet been passed on through higher tariffs, primarily because of increased
natural gas subsidies, which are estimated to have risen from 20 percent in 2008 to 42 percent in 2012 and
are an increasing burden on public sector finance.104
Taking steps toward convergence of access to basic services is essential. But Tunisia needs to think
beyond infrastructure provision to tariff design and cost recovery, which will extend access while
improving service quality. Nearly every sector must coordinate planning with efficient providers that
leverage private sector participation. Take the National Company of Water Distribution and Exploitation,
which illustrates the challenges of cost recovery: coverage and quality can improve by reforming tariffs to
allow variation by region, considering tariff increases through consumption blocks, and decentralizing
water administration.
Other countries have seen positive impacts from these reforms. Algeria, Egypt, and Morocco have all
decentralized administration and reformed tariff programs to increase cost recovery and encourage water
conservation. In Algeria new legislation in 2005 allowed consumers to choose between an elevated fixed
fee and a metered fee. The elevated fixed fee has encouraged consumers to pay progressive, metered
tariffs, which encourage sustainability by decreasing demand and increase cost recovery. And by
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decentralizing water management, tariffs have been set by location to match the real cost of provision and
capital improvements.105
International experience suggests that price regulation can increase investment and coverage. That many
other countries have expanded service provision highlights the need for prices that can cover operating
and nonoperating costs while guaranteeing affordability. In Colombia policies that loosened caps on fee
increases permitted private water utilities to recover costs and expand operations. Similarly, for
electricity, Colombia loosened regulations to permit more companies to join the market and recently
became a net power exporter.
With these changes, more ways to partner with the private sector will become feasible. Leveraging private
sector capital, either through operating or infrastructure partnerships, can expand networks and improve
quality of service.106 Public-private partnerships can structure incentives for private participation to places
where private investors alone would not go. In the Middle East and North Africa, Egypt, Jordan, and
Morocco have developed their regulatory context to support private water supply providers, with
contracts ranging from 5 to 25 years.107
Table 2.3. Summary of actions—PLANNING: nurturing pricing and easing regulations

Value

Coordinate

Leverage

Extend land and
planning systems to
include all urban and
peri-urban parcels

Catalyze municipal
understanding and
capture of land prices

Streamline
administrative
barriers to new
registered and
planned development

Plan for healthy
urban growth where
it will happen, before
it happens

Expand formal land
systems to encompass a
broader set of tenure
forms; reflect in legal
code, protections,
valuation, registry
Encourage data-sharing
between all entities
providing title
documentation: registry,
notaries, communal land
councils; move toward
standardization and
systems with common
access
Support healthy and
diverse private sector
participation in land
development; transition
capital that is going into
unregistered
development; unlock
new capital with better
signaling, more
information

Update valuation methods
to more accurately reflect
market prices and intercity
variation; connect
valuation system to
national registry, cadaster
Coordinate land valuation
with planning for density
zoning, infrastructure
planning, and land use

Reduce burdens for
formal development,
including land
registration, transaction,
subdivision, and
inclusion in plans
Reduce barriers for new
developments, while
coordinating with
density and transport;
tiered regulations to
incentivize
regularization,
especially for smallscale developers
Partner with private
developers to work in
delivering registered,
serviced, and affordable
housing development
for low and middleincome households

Plan for slate of
policies supporting
transparent pricing

Leverage existing tax on
unbuilt land and tax on
housing, with increased
rates, collection, and
enforcement for increased
municipal revenue
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Plan strategically
considering market
pressures and targeted
areas for new
development

Support and structure
public-private
partnerships for
infrastructure
provision; tax base for
municipal capital;
potential national
infrastructure fund

Spotlight 2. Upgrading informal settlements in Tunisia: a history of
success that may put inclusive and sustainable urban growth at risk
As in most developing countries with rapid urbanization, informal settlements have long been a part of
Tunisian cities. Unlike most other countries in the Arab world, however, the Tunisian government
abandoned unsuccessful slum demolitions in the mid-1970s in favor of a national upgrading program
called the Urban Development Program. In operation until 1996, it covered 43 neighborhoods and
benefited some 276,000 people.1
The program is widely credited with eliminating the original gourbis—slums with homes made from
precarious materials on squatted lands, frequently unsuitable for urbanization, including flood zones in
northern Tunis. In 1975 gourbis accounted for 23.7 percent of the total urban and rural housing stock and
30 percent of homes in Tunis (the District of Tunis in 1982), mostly in areas housing rural migrants. By
2011 gourbis accounted for less than 0.3 percent of housing stock according to the National Institute of
Statistics.
In the late 1990s slum upgrading policy transitioned to service delivery for neighborhoods that had better
quality housing but had still been developed without services on unregistered plots. The two main
national programs to rehabilitate informal neighborhoods (the Programme National d’Assainissement des
Quartiers Populaires and the Programme National de Réhabilitation des Quartiers Populaires) have
extended basic infrastructure to peripheral neighborhoods. They entailed providing services such as road
construction, sanitation, drinking water, and public lighting and have led to significant achievements. By
August 2011 the National Program for Rehabilitation of Lower-Income Areas equipped more than 870
popular neighborhoods in basic infrastructure for $187 million (built partly or totally with nondurable
materials).
Despite being recognized internationally as a successful example, the Tunisian approach is myopic. By
focusing on a reactive approach to urban planning, policymakers are losing the opportunity to lead the
way to more efficient cities. Instead, a proactive approach to urban planning would require careful
thought to design and support the institutions for land valuation to support fluid land markets, coordinated
policies of land use, and infrastructure so that new developments have access to basic services and are
connected to markets and urban amenities. This will set the rules to support competitive markets for
expanding basic services and developing land so all segments of the housing market are catered to.
Thinking ahead has paid off in cities such as Hanoi, where the government coordinated densification
policies with connective infrastructure decisions and the city has grown virtually free of slums. Hanoi
allowed the densification of former village areas in the vicinity of the city, while also investing in road
networks to connect them to the central city. The roads have opened new (cheaper) land for formal
developers while enhancing connectivity between villages and the city.2 In Brazil ambitious upgrading
programs operate alongside new zones that permit higher density urban development, with some reduced
regulations to encourage formalization and development of affordable housing, In Recife, a large city in
northern Brazil, these areas averaged 225 people per hectare, compared with 65 in the rest of the city, and
housed nearly 40 percent of the urban population.3
Uncoordinated land use and infrastructure provision clearly have high economic costs for cities and their
residents. And upgrading programs are the most resource-intensive approach to providing affordable
housing. Ex post infrastructure provision costs TND140 per inhabitant on average or TND120,000 per

63

kilometer of roads, which is many times the cost of a greenfield development. From Cairo to Delhi to
Jakarta unplanned expansion has created sprawling cities with high congestion and long commutes for
workers, resulting in productivity losses and lower competitiveness for the city as a whole.
Being forward-looking is important for affordability, but also for the efficiency of cities, their
competitiveness, and environmental sustainability. Once established, a city’s physical structure often
remains in place for more than 150 years.4
Notes: 1. ARRU and Urbaconsult 2002.
2. World Bank 2013b.
3. Donovan 2007.
4. Hallegatte 2009.
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Chapter 3.
connectivity

CONNECTING:

better

logistics

to

improve

When cities are connected, labor and product markets are
integrated, which leads to higher productivity and lower input
prices. The benefits of better integrated markets spread
throughout the chain of production and reach both firms and
consumers. Enhancing connections—between and within
cities—enables firms to access local, regional, and international
markets. Connectivity gives consumers more options and lowers
prices through increased competition. It also opens new
opportunities for job seekers as the labor market widens.
Improved connectivity thus supports economic growth and
enhances integration within a country.
With exports of manufacturing goods and services contributing
to almost 50 percent the country’s GDP and almost 73 percent of
total exports being manufactured, the transport of goods is
crucial to Tunisia’s economic growth.1 Tunisia—like Morocco,
its leading trade competitor in the Maghreb region—has developed manufacturing activities as part of
production chains with European multinational corporations in sectors such as garments, auto parts, and
electronics. Good connectivity is especially crucial in an era of just-in-time production processes;
transportation services can make or break manufacturing and business productivity and growth.
Policymakers who envision better transport connections for cities and neighborhoods face difficult
choices. With limited resources, they cannot invest in everything, nor can they be sure which new or
improved connections will yield the highest returns over time. Setting priorities for connective investment
means picking winners and losers in the short run—but in the long run, thinking about priorities can make
a vast difference for cities and surrounding rural areas. The key is for these critical investment decisions
to be driven by evidence. And that requires carefully valuing the country’s connections—both within and
across cities.2
Policymakers can take three key steps to strengthen the links among a country’s portfolio of cities. First,
they can value the connections between cities. For instance, connections can be measured by looking at
simple distances, network distances, travel time, and transport costs. Second, city leaders can evaluate
coordination among transport options and transport providers. Coordination across modes and providers
can increase transport efficiency and yield costs savings. Third, policymakers can leverage investments in
transport by identifying where investments will yield the highest returns. This can be done through by
using spatially disaggregated data or by identifying routes with the highest costs.
The connectivity of Tunisia’s portfolio of places will play a key role as the new leadership examines ways
to achieve convergence of living standards across regions, increase economic opportunities for citizens in
lagging areas, and improve the competitiveness of Tunisian cities. This chapter thus reviews connectivity
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challenges across Tunisia’s cities and uses the results from a specially commissioned trucking survey to
identify the specific impediments that freight transport faces today.

Physical distances are short, but economic distances and costs are high
Overall, Tunisia’s logistics sector fares well compared to other countries in the Middle East and North
Africa. While logistics services in North African countries perform worse than in other regions of
comparable income levels, Tunisia generally outperforms its regional peers and meets the average for
countries with the same income level. Tunisia is ranked 41 out of 155 countries—and 8 out of upper
middle-income countries—in the World Bank Logistics Performance Index.3
At the national level Tunisia’s connective infrastructure is an area of strength. In the 2011–12 Global
Competitiveness Report Tunisia ranked 43 out of 139 countries in quality of infrastructure: lower than
Turkey (34) and Jordan (41) but higher than Algeria (92), Egypt (80), and Morocco (66). Measures for
quality of roads or provision of electricity indicate relatively favorable conditions.4 Furthermore,
infrastructure for information and communication technology, ports, and airports meets existing demand.
Nevertheless, in light of future growth in regional and international trade, there is room for investments to
expand existing infrastructure. In particular, the current port infrastructure might be insufficient as
Tunisia diversifies its maritime trading partners and increases its trade volume. Greater port capacity and
efficiency will enable future regional and international trade.5
Table 3.1 provides data on the transport network in Tunisia and several comparator countries. The quality
of airports, ports, roads, and railways is higher in Tunisia than in Turkey, where income levels are
considerably higher. However, the percentage of roads that are paved is lower in Tunisia than in Turkey
and even Egypt. Bad quality roads impose barriers to connectivity by increasing travel times and
maintenance costs of trucks.
Table 3.1. Tunisia fares well in connective infrastructure when evaluated with international
comparators
Air

Tunisia
Egypt
Malaysia
Morocco
Turkey

Quality (1,
low, to 7
high)
5.6
5.5
6.0
4.7
5.5

Ports
Container
port traffic
Quality
(20-foot
(1, low, to
equivalent
7 high)
units)
5.0
418,722
4.2
6,709,053
5.7
15,843,486
4.4
1,222,000
4.2
4,524,713

Roads

Quality
(1, low, to
7 high)
5.1
3.7
5.7
3.4
4.8

Paved
roads (%)
68
78
75
52
89

Railways

Quality
(1, low, to
7 high)
4
3
5
4
3

Goods
transported
(million tonkilometers)
2,073
3,840
1,384
4,111
9,681

Note: Data are for 2011 or the most recent year available.
Source: AfDB and others 2013; World Bank 2012b; World Economic Forum 2012.

Tunisia’s modal mix of domestic freight transportation is skewed highly toward road transport, with about
86 percent of domestic land-based movements carried by trucks and the rest by rail; 4 percent of domestic
goods are transported by sea.6 The logistics sector represents about 7 percent of Tunisia’s GDP and 15
percent of total investments. Its annual growth rate is about 6 percent, and it generates roughly 120,000
direct jobs.7

72

Most of Tunisia is well connected. But two problem areas exist. First, the South West is disconnected
from the rest of the country (see map 1 in box 3.1). Second, the port of Gabes is not well integrated with
the rest of the country in terms of travel time through the road network when compared with Tunis, Sfax,
and Sousse.
In general, however, most citizens live in or near a large city. In fact, half of Tunisian delegations are
within one hour of a city with more than 100,000 inhabitants. These delegations are home to 62 percent of
the total population and 71.1 percent of the urban population (see figure 1.3 in chapter 1).
A more informative measure of connectivity is market accessibility, which combines travel time and
population. Using population at the delegation level for 2010 and Tunisia’s road network, an accessibility
measure can be estimated for every point in Tunisia (see map 2 in box 3.1). Analysis of these measures
confirms that the Center and North have better access to markets.
The South, and in particular South West, is the most “remote.” But remoteness is a relative concept in this
analysis, and physical connectivity is not a big constraint for overall connectivity in Tunisia because it is a
small country. The longest trip from Tunis, Sfax, or Sousse would be less than 10 hours. Thus, despite the
apparent remoteness of places such as Douz, Tunisia’s connectivity challenges are inherently smaller than
those in remote regions of countries with large land masses, such as Brazil and the United States.
Box 3.1. Calculating market accessibility for Tunisia
The physical distance between cities measures the flow of goods, services, labor, and capital in an
economy. Mere straight-line distances fail to capture the nuances of economic distance, which, especially
in the case of freight movements, consists of time and money costs. Several factors affect actual travel
conditions—the existence of a road network, the terrain on which the network is built, the quality of the
network like number of lanes, the roughness of the road, the pavement ratio—and as a result determine
travel time and costs.
Box map 1 shows the connectivity of Tunisia’s four major cities with the rest of the country.
Box map 1. Distance from four major cities: a rough measure of connectivity
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Source: Urbanization Review team calculations.

Market accessibility is a better measure of connectivity (box map 2). The cost matrix function within the
network analysis toolset in ArcGIS was used for calculations. First, a grid of 6,193 origin points was
created across the entire country using a resolution of 5 kilometers. The points were used as origins, with
centroids of delegations used as destination markets. Calculations resulted in 1,527,460 routes through the
transport network, connecting the origin points with each destination market. Market accessibility
measures were calculated for these possible routes using the following formula:
2

Accessibility = ∑j (Populationi * e [(–Tij)/2*a ])
where j is the origin point, i is the destination point, e is a constant fixed at 2.71, a is the maximum
distance across the country, and Tij is the travel time between points i and j.
Box map 2. Market accessibility

Source: World Bank Urbanization Review team calculations.

Tunisia’s good physical connectivity also reflects the government’s recent efforts to modernize the road
network, focusing on highways as a key instrument to strengthening competitiveness. The efforts started
as early as 1998, when the government defined a highway development plan promoting highways going
out of Tunis. This focus was accompanied by increased investment: approximately 30 percent more for
the road sector between the 10th (2002–06) and 11th (2007–11) Five Year Plans. There are plans for
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building a highway to connect Gabes, Medinine, and Ras Jedir, for refitting industrial zones, and for
asphalting 2,000 kilometers of rural roads, all were scheduled to start in 2013.8 These projects are part of
a broader effort to expand east-west connections in order to assist regional integration throughout the
Maghreb region via a trans-African highway from Cairo to Nouakchott.9

To reduce costs, increase fuel efficiency and consolidate aging fleets
While Tunisia’s physical distances are small, economic distances, as measured by transport costs, pose a
challenge. Tunisia is a small country facing high transportation costs: average truck freight prices are
$0.22 per ton-kilometer—only two cents lower than the average price in the United States, whose GDP
per capita is more than 10 times higher.10
A trucking survey commissioned for this report (box 3.2) indicates that trucking costs in Tunisia are
higher than in other countries. The national mean trucking price is $0.219 per ton-kilometer in Tunisia,
close to the U.S. average of $0.26 and much higher than Vietnam ($0.14), India ($0.06), and Sub-Saharan
Africa ($0.05–$0.13). However, the national mean operating cost for trucking is $0.083 per ton-kilometer
in Tunisia, roughly the same as in Vietnam ($0.082) and not much higher than in India ($0.065); see
figure 3.1.
Figure 3.1. International truck freight prices are higher in Tunisia than in other developing
countries
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Source: For Pakistan, Brazil, United States, Southern Africa, Eastern Africa, Western Africa, Central Africa, and Japan, see
Teravaninthorn and Raballand (2009); for India, Vietnam, Tunisia, and Malawi, see World Bank trucking surveys.

Fuel costs drive trucking operating costs, accounting for over 70 percent on average—considerably more
than the 40–50 percent in other Sub-Saharan African countries.11 Tunisia has shifted from being a net oil
exporter to an oil importer in 1994 and imported around 15 percent of its energy consumption in 2010.
But the pump price for gasoline in Tunisia was $0.93 per liter in 2012, comparable to the price in the
United States ($0.97), one of the top three energy subsidizers in the world.12 Prices are higher in upper
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middle-income countries such as Brazil ($1.39), South Africa ($1.38), Jordan ($1.44), and Chile ($1.56).13
After fuel costs, transport operating costs consist of salaries (14 percent), route allowances (5 percent),
maintenance (4 percent), official overhead costs on tolls and taxes (4 percent), and informal facilitation
payments or bribes (2 percent).
While gas prices appear low for an upper middle-income country, the fuel efficiency of Tunisian trucks,
roughly 2.9 kilometers per liter, is also low.14 Compare this with the fuel efficiency of small U.S. trucks:
6.9 kilometers per liter.15 Some movement types have even lower fuel efficiency—for example, an
abysmal 1.8 kilometers per liter for short-distance movements around large cities.16 Also, while trucks in
large cities are the least fuel efficient, they perform better in nonconnected cities because a large
percentage of movements originating from these cities are long distance.
Poor fuel efficiency can be due to a variety of factors, including the use of old trucks, poor road
infrastructure, and congestion. Based on a stratified sample from Tunisia’s trucking survey, the low fuel
efficiency of vehicles on short trips in large cities can be linked to the use of small, old pickup trucks and
vans. A high percentage of empty return trips and low truck utilization on these routes worsens
performance even more.
Truckers identified as key constraints to trucking operations poor road quality (3.4 out of 5 on average)
and congestion (3.5)—second only to the ratings for input costs. More than 50 percent of truckers rated
these infrastructure issues as major to very severe obstacles. In response to a more direct question on road
quality, 53 percent reported it to be just about acceptable, and 31 percent reported that it is not good.
Nearly 85 percent of truckers reported that road quality on connected routes and large cities is not well
maintained, and 50 percent found it just about sufficiently maintained to be usable. It could be that
congestion in large cities results in worse road damage.17 The data suggest that no surface road
improvements, road widening, or construction of bridges has been carried out on more than 65 percent of
routes. Other aspects of infrastructure such as congestion on main roads (3.2), restrictions on entering
large cities (3.1), and missing links in the road network (2.9) are also rated as high. Earlier studies
confirm these findings and highlight that poor road quality adds considerably to maintenance costs.18
As a result of poor-quality infrastructure, fuel efficiency drops, environmental damage grows, and
transport speed declines. The average speed on roads surveyed was around 23 kilometers per hour; truck
traffic moved slowest (12 kilometers per hour) when making short-distance trips in large cities. Shortdistance trips in connected cities are also slow (13 kilometers per hour). The situation is similar to
findings in Indian cities where journey speeds for motorized travel are barely faster than riding a bicycle.
The composition of operating costs is mostly uniform across different city types but varies by movement
type. The share of official overhead (taxes and tolls) and informal payments (bribes) is the same as the
national average across all movement types (figure 3.2), but for short- and medium-distance movements
the share of salaries, allowances, and maintenance costs is more than double the national average for
short- and medium-distance movements—while the share of fuel for the same movement type is lower
than the national average.
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Figure 3.2. The share of salaries, allowances, and maintenance costs in operating costs for shortand medium-distance movements is more than double the national average
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Source: World Bank trucking survey data.

Box 3.2. About the World Bank’s trucking survey in Tunisia
In 2012 the World Bank conducted a survey of Tunisia’s trucking industry to better understand the nature
of intercity and interregional freight transportation. It was modeled after similar work carried out in India
and Vietnam by the World Bank’s Urbanization Review team. The survey design is a modified version of
a large-scale study across Sub-Saharan African countries by Teravaninthorn and Raballand (2009).
A random sample was drawn from a population of 125 trucking companies and 480 individual truck
owner-operators (both registered and nonregistered operators; trucks with a gross weight load less than 12
tons do not require to obtain a permit). It includes detailed information on prices, operating costs, and
haulage characteristics from 49 trucking companies (with a median employment size of 20 full-time
permanent employees) and 84 individual truckers. Following deregulation, the industry has no state
ownership and less than 10 percent foreign ownership, reflecting a domestic industry run by small
operators and medium-size firms.
The final sample with information on 490 route points (origin-destination combinations) from 133
respondents is stratified across different city-level and movement-type classifications (see table).
Routes by type of origin city and type of movement
Type of movement
Type of origin city

To
border
cities

Long
distance
(more
than 180
kilometers)

Medium
distance
(60–180
kilometers)

Short
distance
(less than
60 kilometers)

Cities connected to highways and national routes

121

82

82

81

368

Large cities (Tunis, Sfax, and Sousse)

90

44

42

42

218

Cities not connected to highways and national routes

0

40

42

40

122

Total

121

122

126

121

490

77

Total

The old age of the Tunisian truck fleet can add up to 15 percent to overall maintenance costs. 19 The
average age of trucks used for all routes surveyed is 10 years. Much older trucks are used for shortdistance transport, while newer trucks are used for long-distance movements and for trips to border cities.
Several vehicles on short-distance routes have been in use for more than 25 years. The vehicle fleet
consists mainly of tractors and semi-trailers; small truckers who operate primarily on short-distance
movements in large cities often use pickups and vans or small single-axle trucks. These findings are
consistent with those of earlier studies, which found that the average age of vans and smaller trucks, used
mainly for short-distance movement, is 12–14 years.
Tunisia’s annual truck mileage (44,000 kilometers) is similar to that of low-income countries such as
Niger (45,000) and Malawi (45,000) and substantially lower than that of comparative middle-income
countries such as South Africa (120,000). Low annual truck mileage may be related to truck age. In the
United States trucks more than 10 years old average 46,000 kilometers a year or less, while trucks that are
five years old or less can average 85,000 kilometers a year or more and new trucks average more than
128,000 kilometers a year.20
These operational inefficiencies and infrastructural bottlenecks often raise the costs of goods and service
provision. To enhance connectivity across Tunisian cities, policymakers need to provide incentives for a
more efficient trucking market—moving in the right direction with technological reforms. The primary
focus should to be improving fuel economy and reducing operations costs using regulatory instruments.
Improving fuel efficiency is increasingly important as Tunisia starts thinking about reducing existing fuel
subsidies. One option to improve fuel efficiency is the introduction of fuel economy standards. A possible
model is Corporate Average Fuel Economy regulations, which have improved fuel efficiency in the
United States. Enacted in 1975 these standards limit the minimum average fuel efficiency of cars and
light trucks produced or imported by firms. Limits are set on the manufacturer’s annual fleet of vehicle
production.21 Using this experience, the United States adopted standards for mid- and heavy-weight trucks
in 2011, setting different targets for reducing fuel consumption by 2018, by type of vehicle and purpose.
Laying differentiated targets for each type of vehicle is expected to lead to achievable goals.
An alternative option is to provide incentives to refresh the vehicle fleet, as done in Chile. In 2009 the
government of Chile started the “Change your Truck” program as a way to renew the aging trucking fleet
and improve the overall efficiency of the freight transport sector. The Chilean Agency for Energy
Efficiency offers a cash incentive to truckers trading in old trucks for new ones. At the beginning of the
program, trucks more than 25 years old were targeted for replacement. In a second phase launched in
2012, incentives were targeted to owners of trucks more than 20 years old, with a cash incentive ranging
between $10,000 and $16,000. For owners to claim the incentive, trucks have to be registered and have all
their paperwork up to date. To reach small firms and individual owners, the incentive is available only to
companies and truckers that bill less than $230,000 a year.

Strengthen logistics and enhance connectivity around cities to improve
efficiency
Coordination among operators can enhance connectivity. Coordination between producers and transport
firms also greatly increases product availability and reduces inventory costs, allowing truckers and
transport firms to respond rapidly to changing markets. But when coordination is deficient, inventory
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costs may rise, delivery times grow, empty hauls increase, and costs and transport prices rise, imposing an
additional barrier to connectivity.
Following deregulation in the 1990s, the domestic trucking industry in Tunisia, as in many countries
(such as India), became highly fragmented, with many small truck operators.22 The survey confirms the
high incidence of small operators and domestic ownership (see box 3.2). Of 133 respondents, 65 percent
are individual truck owners who own two or fewer trucks, and 90 percent are domestically owned
companies or local truck operators. More than 75 percent of respondents reported facing tough
competition from more than five competitors, and almost all reported at least two to five competitors.
More than 50 percent of respondents reported competition from individual truckers, and another 30
percent reported competition from local small- and medium-size trucking companies.23
High market fragmentation is reflected in the country’s low truck utilization rate;24 payload utilization (68
percent) is lower than that in Sub-Saharan Africa (about 75 percent).25 And, though previous studies
showed an average empty return rate in 2006 between 46 percent for heavy vehicles and 60 percent for
small trucks, the current study shows that more than 72 percent of trips return empty today—much higher
than the developing country average of 60 percent and the U.K. average of 26 percent.26 Empty returns
are more severe for certain trip types: almost all short-distance movements originating in connected cities
return empty, and about half of truckers on round-trip routes report empty returns 100 percent of the time.
Further, small truckers’ operating costs are 5.4 times that of larger trucking companies,27 and small
truckers charge 4.8 times what larger trucking companies do, though profit margins are nearly the same
(around 44 percent). Small truckers also suffer more from lower utilization and higher empty backhauls,
which in turn leads to higher costs of operations and higher prices of freight services.
Truckers report that unions or transport associations play no role in the market, likely contributing to the
high incidence of empty backhaul by impeding coordination. More than half of truckers indicated that
they conduct business by direct contacts with shippers or by waiting at lorry parks. The survey reveals
that 50–75 percent of prices are set by direct negotiations with the client. And the vast majority of
respondents reported that no system of load consolidation exists; the 13 percent reporting that some load
consolidation exists say that it occurs within the company itself.
This lack of coordination and the resulting low utilization are reflected in truckers’ subjective responses
on factors affecting wait time. The single most important factor explaining wait time was lack of load or
oversupply of vehicles, irrespective of origin city type or movement type. The second most frequent
response is prices below the break-even point. Although this claim does not hold for all routes, data on
prices and costs for short-distance trips in large cities suggest that truckers are bearing losses. Previous
studies identified similar concerns with respect to wait time and low truck utilization. According to
CETMO (2010), insufficient logistics infrastructure contributes to wait time and parking at crossroads and
intersections, which negatively affects access to storage and loading processes.
Previous studies have identified lack of coordination and harmonization among trucking companies as a
cause for operational underperformance. This problem prevents trucking companies from optimizing their
average truck loads and utilization rates, to reduce the rate of empty returns, as well as from developing
business models that bring effective and reliable logistics to their clients.28
Trucking associations and other coordination and market-making mechanisms could substantially boost
the low utilization in Tunisia’s trucking industry. Government can facilitate the development of such
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mechanisms through proactive policies and public-private collaborations that provide a supportive,
enabling environment.
There is a strong need to develop a system of third-party logistics to coordinate trucking operations.
These recommendations echo previous World Bank work that highlights the need to develop and
implement innovative solutions such as third-party logistic services, specialized infrastructure (for
example, logistics zones), and regulatory support for implementation of new practices.29 The Tunisian
government is developing logistics zones in the port of Rades and Djebel Oust and plans to develop them
in several other cities, such as Gafsa, Jendouba, Sfax, Sousse, and Zarzis.30 These logistics zones, along
with improved third-party logistics services, will improve the economic efficiency of trucking operations
and lower the costs and prices of road transport in Tunisia.31
Additionally, large-scale, consolidated freight transportation has the associated positive externality of
reducing emissions compared with the fragmented small-volume operations dominant in Tunisia (and in
most developing countries).32 A study in Odense, Denmark, showed that establishing a city logistics
terminal could decrease total freight transport by 2 percent and energy consumption and carbon dioxide
emissions by 15 percent.33 In the United Kingdom the freight industry markedly improved efficiency
through better route planning and reduced empty vehicle travel. Logistics consolidation coupled with
improved truck specifications reduced fuel consumption 20 percent between 1988 and 1998. An added
benefit is that manufacturers reduced inventory stocks 20 percent, saving the wholesale and retail sectors
£11 billion.
Operating costs for short distance trips around large cities and other cities connected to the national
highway are high. Average operating costs in these routes are $0.27 and $0.31 per ton kilometer,
compared with $0.04 and 0.08 for medium distances. Given that 90 percent of Tunisian industrial firms
are within one hour of the seven largest cities, investments to improve roads and transport in the vicinity
of large cities will have the principal impact because it will improve connectivity between places with
high economic activity and population growth. For efficiency (and growth) Tunisia must also think about
better connecting metropolitan cores with expanding peripheries. Improving connectivity in the vicinity
of large cities, where costs are highest, will be key for economic growth. These findings are consistent
with previous studies by the Ministry of Transport (2001) and CETMO (2010) and with the experience of
other countries. For instance, India has higher freight transport costs in metropolitan areas than for long
hauls due to the use of smaller and older trucks, low mileage, and a high percentage of empty returns on
short-hauls. Reducing transport costs in these areas will enhance the competitiveness of Tunisian cities.

Connect lagging areas and consider losing some efficiency to gain equity
Improving connectivity and mobility for firms and people in lagging areas can stimulate trade and allow
people and firms to move to areas where they are most productive. By connecting poor populations to
large cities and leading areas and reducing transport costs, countries create a win-win situation by
promoting inclusive development. Connecting lagging areas to large markets and other leading areas will
increase spatial concentration of economic activity in leading areas (thus improving efficiency) but will
also increase overall growth, though nominal income inequalities may increase on the whole.
Connectivity enhances rapid growth in large cities and leading areas and improves access to the
opportunities this growth generates for those in lagging areas.34
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To enhance connectivity between lagging areas and the rest of Tunisia, lowering prices seems to be
important. But how can this be done? Efficiency grounds would call for opening all routes to the forces of
the market and focusing only on enhancing competition. Equity advocates however indicate that low
traffic in some areas (such as those in sparsely populated small cities) would render certain routes
unattractive for private investors or operators, leaving those areas disconnected.
As a first step, understanding the market structure of the trucking industry is important. Price-cost gaps
are informative because large differences between prices and costs may be driven by monopolistic
behavior in the trucking industry. If the market structure for transport service provision does not promote
competitive pricing, any cost reductions from network investments will be absorbed as profit by
monopolistic providers. Average price-cost gaps in Tunisia are large (44 percent) but considerably lower
than the profit margins estimated for international routes in African countries such as Chad (163 percent),
Uganda (86 percent), Ghana (80 percent), and Kenya (66 percent).35 However, a closer look reveals large
variations in the estimated price-cost gap across city and movement types.36 In all cases, price-cost gaps
are above 35 percent.
The price-cost gap is similar for large and connected cities. But large price-cost gaps exist for mediumand long-distance trips as well as for short trips from nonconnected cities (figure 3.3). Variations in the
price-cost gap across city types suggest that the level of competition varies across routes, with narrower
price-cost gaps for short trips around large (–1 percent) and connected cities (10 percent) and wider gaps
for longer trips (above 55 percent for all routes) and even short trips for nonconnected cities (48 percent).
Figure 3.3. Large price-cost gaps exist for medium- and long-distance trips as well as for short trips
from nonconnected cities
Connected cities
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Source: World Bank trucking survey data.

Where markets are thin, for example in low-population lagging areas, government intervention may be
necessary to ensure that remote areas are still connected to the rest of the country. If left alone, small
volumes from lagging areas will lead to minimal supply and then to higher prices.37 In such cases, losing
some efficiency may be desirable, but only when equity gains are ensured.
For regional equity, improving connectivity of lagging areas will be key. Investments in infrastructure
that facilitate the flow of goods, people, and information between leading and lagging areas can foster
economic concentration in leading areas and promote convergence of living standards.38 For example, for
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lifeline services and in cases where security and stability are concerns, subsidies may be required.
Sacrificing some efficiency may be necessary to achieve equity, but investments should be prioritized so
no efficiency is sacrificed unless equity is improved. In other cases, such as where markets are thin and
attracting transport operators is difficult, encouraging intermediate modes of transport may be a good
alternative. Bicycles, handcarts, motorcycles, power tillers and trailers, and community participation
become essential to enhancing mobility in rural areas.39
For example, the United States has subsidized airlines for more than 30 years so remote areas remain
connected. In 1978 the Airline Deregulation Act gave the country’s airlines freedom to select which
markets to serve and what fares to charge. While the motivation for deregulation was clearly one of
increased competition leading to lower prices and better-quality service, there was the concern that small
communities would be left disconnected from the national air transport system. Thus the Essential Air
Service program was created to guarantee that small towns and remote areas maintained commercial
service. Subsidies are assigned competitively to commercial carriers to serve eligible communities
without existing air service.40 To be eligible for the subsidy a community must be 90 or more miles from
the nearest medium- or large-hub airport, average 10 or more enplanements per day,41 require a subsidy of
less than $1,000 per passenger, and have received subsidized air services between September 30, 2010,
and September 30, 2011. While the program initially ensured connectivity of many isolated cities, critics
today suggest that participation requirements should be reviewed because in some markets, losses in
efficiency are not bringing gains in equity anymore. Critics suggest that some subsidies are being
provided to areas without a real need.
When choosing policies and investments, Tunisia should look at the transport network carefully. For
example, Minas Gerais is the third richest state in Brazil, but it faces high regional inequality. A recent
study suggests that when transport infrastructure improvements are focused only among poor regions, the
impacts on regional equity are insignificant.42 However, when improvements are targeted to roads that
link poor and rich regions, regional equity improves. In Sri Lanka spatially detailed analysis of road
infrastructure, traffic demand, and transport costs suggests that transport expenditures in poor areas can be
reduced by improving market access in intermediate areas rather than in the poorest and remotest areas.43
The key lesson is that when governments need to take decisions and minimize the equity-efficiency tradeoff, policies that sacrifice efficiency without bringing any benefit in terms of equity should be avoided.
Table 3.2. Summary of actions—CONNECT: better logistics to improve connectivity

Value

Increasing opportunities and
living standards in lagging areas
and enhance the competitiveness
of Tunisia’s largest cities
Quantify economic and
competitiveness benefits from
highest impact areas for
infrastructure investment: road
improvement for regions around
major cities served by high-cost
short trips, the key South East–
North West corridor (Gabes to
Tunis), and connectivity to smaller
cities in the South West

Enabling a healthy, efficient,
and productive trucking sector

Reducing system-wide
transport financial and
economic costs

Detail potential barriers and
externalities to be faced by the
many independent small truck
operators by regulations to
greater fuel efficiency; quantify
and recommend targeted
assistance and incentives

Evaluate impact of logistics
zones and multimodal hubs for
freight in strategic zones.
Extend scope of this analysis
to quantify current barriers for
manufacturing to reach export
markets; as well as needed
inputs; investigate potential
gains from maritime and rail
connectivity for Tunis–Gabes
corridor and opportunities for
improved connectivity with
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neighboring countries and the
Mediterranean

Coordinate

Synchronize intercity logistics and
urban transport plans to reduce
costly congestion and wait times,
focus on measures to increase
efficiency with existing
infrastructure

Leverage

Utilize private sector investment
and operations through partnerships
around public-private partnerships
to improve major Gabes–Tunis
corridor (concessions or otherwise)
and potential extensions to South
West; improved flow in greater
urban areas, through congestion
pricing or industry-partnered
analysis and planning; and possible
participation of manufacturers in
regions around major cities to
improve road quality

Encourage development of
coordination mechanisms among
individual truckers and
companies, such as trade
associations or unions to
overcome industry fragmentation,
empty trips
Maximize gains from
partnerships and resource
utilization by building capacity in
new industry associations;
technical systems to assist in
optimizing truck loads and
utilization rates and new business
models, partnership and
participation in transitioning to
higher fuel efficiency vehicles;
potential private sector financial
partnerships to facilitate
transition of fleet to higher
efficiency vehicles

Continue to encourage
multimodal logistics hubs in
key locations that can reduce
wait times

Catalyze increased physical
connectivity of Tunisia for
greater competitiveness by
lowering the major driver of
transport costs—fuel—along
with environmental savings,
through regulation and
incentives for higher fuel
efficiency in transport vehicles

Spotlight 3. Government provisioning of industrial land: uncoordinated
efforts result in less than optimal use of resources
Industry is a major pillar of Tunisia’s economic development. Providing access to industrial land has
become an essential component of national policy efforts to support sector competitiveness. Government
policy has centered on efforts to open up land for industrial growth in undeveloped areas. However, these
policies have not taken into account the plethora of factors that influence industrial firm location. Beyond
the physical availability of land, industries factor in the accessibility to upstream and downstream
markets, adequate surface area and environment (for example, water availability), ad hoc services
provided in the zone (for example, provision of building permits), and price. Government policy, which
has until now aimed to generate development by focusing on public developers and state-owned land
supply, has not sufficiently taken into account demand for land, market accessibility, or other pertinent
demand factors in their planning.
Over the past 30 years most of the industrial zones have been developed on state-owned land, which is
given to industry for free or at a very low price. Today, new developments by the Industrial Land Agency
are still being planned on such readily available land, which often exhibit important tradeoffs. Poor
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quality land (in flooding zones, for example) or land located far from the urban agglomerations is often
made available but requires costly additional investments to build an embankment or other infrastructure
to improve resilience or connective infrastructure.
The government’s direct involvement in providing industrial land has distorted the land market in the
interest of keeping prices low. Industrial land plots commercialized by the government are sold at cost.
Industrial Land Agency–developed parcels are made available at an average price of TND45 per square
meter in Greater Tunis and TND25 per square meter in other coastal areas. In both cases prices are well
below local market prices; the price margin between the Industrial Land Agency and a private developer
is estimated at 30–100 percent. The price of industrial land is even lower in interior regions (TND1.75–12
per square meter) and further subsidized, whereby subsidies cover 50–75 percent of the price of land.
The result: a spatial mismatch between what the government has supplied and what the market wants.
Nearly all demand for land (93 percent of the 189 hectares demanded yearly over 1994–97) is in coastal
areas, but government-led development (through the Industrial Land Agency) has focused on interior
areas. As a result, the interior has had extremely low occupancy, with only 38 percent of the 915 parcels
(covering 288 hectares) developed over 1973–2006 occupied in 2006. Occupancy rates vary widely inside
most of these zones, which are classified as priority development zones and offer even lower land costs
and access to further subsidized finance. In the most isolated regions the occupation rate falls to a much
lower 21 percent in Gafsa, 30 percent in Kef, and 15 percent in Kasserine. In contrast, for industrial zones
developed in coastal areas, the occupation rate is around 95 percent after several years of
commercialization.
In addition to the low demand in the interior regions, insufficient services pose a further challenge for
firm location in Industrial Land Agency developments. The costs of high-quality services can be
recovered only in large-scale zones, but the priority development zones developed by the Industrial Land
Agency average only 11 hectares, compared with nearly 49 hectares in Greater Tunis and 37 hectares in
the coastal areas. Further, enterprises in industrial zones express low satisfaction levels; the satisfaction
levels for transport services (39 percent) and public transport (49 percent) are particularly low.
Despite the high vacancy rates, the government continues to open up land for industrial purposes at a
steady pace, mostly in interior regions. Today, there are just over 987 hectares of industrial zones opened
up by the government in the governorates of the South East and 206 hectares in the South West,
compared with 1,105 hectares in the governorates of Greater Tunis. While the amount of land made
available in the South East and South West is similar to that made available in Greater Tunis, the number
of firms in the Greater Tunis area is considerably higher. Estimates suggest that until 2010, an average of
0.76 hectare of land per industrial firm was made available in Greater Tunis, while 1.63 hectares per
industrial firm were made available in the governorates of the South East.
Government involvement and subsidies make competition almost impossible for private developers, who
must cover the costs of providing land and services. In an attempt to involve the private sector, the
government has in some cases provided land at low (or no) cost to developers, but without considering
the location of alternative industrial areas. An example is a private project created 30 kilometers from
Sousse in a small town called Enfidha. The first phase of the project included the development of 50
hectares, but occupation rates have been extremely low with only 7 hectares currently in use. Among
other factors, competition between Industrial Land Agency–developed land made available in nearby
locations made it difficult for the Enfidha project to succeed, because the land was offered at half the

84

price of the private project and without taking into account cost-recovery considerations. Development
costs were initially TND71 per square meter for the private developer, reduced to TND53 per square
meter; neither of which could compete with the Industrial Land Agency’s TND25 per square meter.
What are the ingredients for success?: Lessons from China
Countries that have been successful in developing special economic zones that attract industries have
considered three key points:1





First, proximity to existing metropolitan areas and large markets can enhance the economic potential
of newly developed areas.
Second, returns to good locations can be increased with coordinated policies that introduce fluidity in
the functioning of land markets and improvements in connective infrastructure between new and
existing areas.
Third, flexibility of land use planning tools that facilitate frequent adjustment to a rapidly changing
environment are better able to respond to an evolving demand.

China provides an example of successful development with special economic zones. Given the central
role of the government in their development, it may be difficult to replicate China’s experience in every
detail. However, the underlying principles are still relevant. An illustrative example is the Shenzhen’s
special economic zone. First, to enable land use transformation, the government acquired and assembled
large plots for both industry and housing, adjusting land prices to attract important industries. Second, the
government went beyond land assembly and coordinated interventions in the supply of land with
important investments in basic and connective infrastructure such as roads, water, electricity, gas,
sewerage, telephone, and ports.2 Most important, this zone was deliberately located just north of Hong
Kong, with great access to local and international markets.
Notes: 1. World Bank 2013b.
2. Zeng 2011.
Source: Ministry of Industry and Technology 2009; Ministry of Industry, Energy, and Small and Medium-Size Enterprises 2007;
Wahba2007; Benhassine 2009.
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Chapter 4. FINANCING: step up performance-based transfers
and leverage neighbors
Previous chapters identified the barriers to effective
planning and connecting. This chapter addresses financing
for the investments that cities need. How do city leaders
bridge the gap between readily available resources and
investment needs? And what sources should they tap?
The main difficulty for local governments is the need for
money up front. Large capital outlays that will provide the
infrastructure and services for Tunisia to transition from a
middle- to a high-income economy—outlays for transport,
water provision, solid waste management, and sewage
removal and treatment—far exceed the budget of any city
government. But financing can become more sustainable
through taxes realized with increased economic growth,
through leveraged land markets, and through local currency
debt markets.
Provision (and therefore financing) of basic services is
highly centralized in Tunisia, but empowering local government in a decentralized framework has
become a post-revolution priority (boxes 4.1 and 4.2). Decentralization allows for new choices. Tunisia’s
cities must get ready to embrace the challenges associated with decentralization, including improving
financial management capacity and uncovering new funding sources for decentralized investment plans.
International experience suggests that some services are best provided locally, others regionally, and still
others nationally. Identifying the catchment area and the best level at which a service can be provided
becomes a choice under a decentralized framework.
To be ready when new choices are presented and to be prepared to finance new investments in
infrastructure, a survey of international experiences suggests that city leaders have three main tasks.1
First, they need to value and develop city creditworthiness in order to access new financing sources.
Second, they need to coordinate public and private finance using clear and consistent rules. With enough
assurance that commitments are firm, public-private partnerships can reduce the fiscal burden of
infrastructure improvement projects. Third, they need to leverage existing assets to develop new ones,
linking both to land use planning and infrastructure provision. Leveraging neighbors through enhanced
interjurisdictional coordination can extend the benefits of urbanization beyond administrative boundaries.
As decentralization proceeds, coordination becomes increasingly important. Local governments often lack
the instruments to internalize the externalities inherent in providing basic services. Services that require
investments in networks, such as water and transport, have large initial investments. Interjurisdictional
coordination can reduce the cost for individual governments and make it easier, for example, to extend the
water network to a remote area or to connect a lagging region to a large city through a regional transport
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system. Jurisdictions also benefit from coordination when service provision benefits from economies of
scale. It may be too costly for an electricity company to serve one jurisdiction, but serving the population
of two neighboring areas might be economically feasible. And negative externalities like pollution and
congestion often go beyond administrative boundaries, so coordination across jurisdictions can contribute
to managing and mitigating them.
To help policymakers assess the opportunities and challenges to financing Tunisia’s cities, this chapter
evaluates the country’s progress in valuing city creditworthiness and providing cities access to credit
markets, in coordinating public-private financing through clear and consistent rules, and in leveraging
coordinated investment planning to direct expenditures in ways that will ensure maximum returns, both
locally and nationally.
Box 4.1. Local governments in Tunisia: responsibilities of today and challenges for tomorrow
To date, the functional responsibilities of communes in Tunisia remain limited, as evidenced by a
breakdown of municipal expenditures. Aggregate local finances account for 1.2 percent of GDP,
compared with 15 percent in Morocco and 20 percent in Turkey.1 While the law in theory provides cities
with broad mandates, in practice 80 percent of municipal expenditures (recurrent and capital) go to just
two sectors: municipal solid waste collection and street networks (construction and maintenance). 2
Moreover, planning for investments remains highly centralized in Tunisia, contributing to the limited role
of local governments. Infrastructure investments are programmed on the basis of five-year national
development plans, instituted since the country’s independence.3 Concomitant five-year municipal
development plans are aligned closely with the objectives of the national development plans, so municipal
investments contribute to the implementation of the country’s development strategy. Five-year municipal
development plans make up the sum of all municipal investment programs but account for only 10
percent of total investment in urban infrastructure; the remaining 90 percent is based on national
development plans and financed and implemented directly by line ministries and their relevant stateowned service enterprises, the National Water Exploitation and Distribution Company, the Tunisian
Electricity and Gas Company, and the National Sanitation Office. The lion’s share of municipal
investment remains operating costs rather than expenditures (box table 1).
Box table 1. CPSCL products
Expenditures 2012 for group of 264 communes (million TND)
Operations personnel and maintenance
General operational spending
Personnel
Municipal infrastructure maintenance

816
479
311
26

Debt servicing
Financing costs
Capital repayment

88
28
60

Capital spending
Direct capital investments
Investment with delegated credit
Other investments

71
59
1
11

Yet even with their limited role, municipal expenditures are not spent in the most efficient manner and do
not lead to sustainable, quality services. Many activities at the municipal level are carried out through
force accounts (en régie), resulting in inflated payroll commitments while underspending on other
operations and maintenance tasks.4 For instance, the Directorate for Local Governments estimates that up
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to 70 percent of communal equipment (vehicles and the like) is currently out of order, leading to poorer
waste collection services and more litter on residential and other roads and pavements.5
But the country’s new commitment to greater decentralization implies a far more substantial role for local
governments in planning and financing infrastructure investments in the coming years. Recent drafts of
the new constitution include clear commitments to improving the administrative autonomy of local
governments in line with the principle of subsidiarity. This transition will be accompanied by a transfer of
competence and resources from the central government to lower tiers of government. It is important,
therefore, that local governments rapidly put in place the systems and capacity to effectively plan for and
manage the leveraging of these additional resources.
Notes: 1. Canel 2012.
2. Canel 2012.
3. Richard and Waterbury 1998.
4. Sinet forthcoming.
5. Ministry of Interior, General Directorate of Local Governments 2013.

Box 4.2. Decentralization as an opportunity
Tunisian policy makers are seriously rethinking the relationship between central and local governments
and have taken concrete steps towards a more decentralized system. In this system, Local Governments
(LGs) are expected to be empowered entities serving as key instruments of political reform and
development at the local level. Citizens’ participation in local decision-making plays an important role in
this governance framework. The draft Constitution proposes fully devolved and empowered LGs with
autonomy to execute their mandates and provide local services according to transparent principles of
participation by, and accountability to, their electorate. In addition, the existing system of oversight (or
tutelle), which operates according to ex ante regulation and approval of all key facets of LG operations
would be restructured to serve as a system of ex post monitoring of LG performance and of policy
formulation.
To this end, the final draft of the Constitution includes provision for LGs to enjoy: (i) financial and
administrative autonomy; (ii) participatory democracy and election through universal suffrage; (iii)
formal assignment of functions according to principles of subsidiarity; (iv) own revenues and transparent,
objective, and predictable systems of intergovernmental fiscal transfers, including consideration of issues
addressing equity, equalization, and national policy priorities; (v) governance structures that ensure
transparency and accountability of LGs to their electorates in decision-making and in the implementation
of their functions; (vi) inter-communal coordination in metropolitan areas; and (vii) restructuring of the
tutelle system to play an ex post rather than an ex ante oversight role. These constitutional principles and
provisions are to be translated into a fundamental law (“loi organique des collectivités territoriales”).
Taken together, the various constitutional reforms anchoring this vision set the pre-requisites for vibrant
cities able to reap the benefits of urbanization for greater economic development and growth, at the local
as well as national levels. Indeed, without these constitutional reforms, the majority of the
recommendations included in this report would remain difficult to implement because cities lack the
mandates, political tracts, and financial resources to carry them forward.

Build creditworthiness by linking transfers to outputs
To make cities vibrant and attractive for both people and firms, policymakers at the national and local
levels need to expand coverage and quality of water, electricity, sanitation, and roads. Finding resources
to pay for these investments is challenging, partly because of the large upfront capital needs. Today, local
governments have low capacity to mobilize resources, and a system for developing municipal
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creditworthiness is not in place, limiting their ability to borrow. Overall, local budgets have remained
small—only TND814 million in 2012 for all municipalities, accounting for 1.2 percent of GDP and 2.6
percent of national revenues.2
High dependency on national transfers and repeated debt crises attest to weakness
governing municipal finances
Tunisia’s highly centralized system is reflected in municipalities’ budgets. The national government
spends TND2,000 per capita (operating costs and investments combined); municipalities spend TND75
per capita (reported to population of municipalized territories). Moreover, between 2002 and 2012 GDP
increased 7.1 percent and the national budget grew 9 percent a year, but municipal revenues increased
only 6.1 percent a year—only about 1 percentage point above the inflation and demographic growth rates.
And municipal investments have been shrinking. Between 2002 and 2012, municipal investments
declined 2 percent (table 4.1) and totaled just 2.6% of all government investment. A budget breakdown
over that period shows decreased investments, to the detriment of operating costs, and stabilized debt
service (probably due to successive debt rescheduling and the decision to subsidize municipal
development plans for communes classified in a dire financial situation).3
Table 4.1. Evolution of Municipal Budgets (2002–2012)

ResourcesT1
Own resources
FCCL
Subvention
exceptionnelle

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

309
223
86

324
234
90

351
258
92

374
279
95

409
312
98

427
322
105

458
346
112

479
360
119

536
404
131

561
268
145

641
370
176

0

0

0

0

0

0

0

0

0

148

95

0

0

0

0

0

0

0

0

0

0

0

Expenditures
T1

258

272

289

306

332

350

376

403

428

460

502

Resources T2

0
160
0

0
137
0

0
166
0

0
166
0

0
154
0

0
159
0

0
170
0

0
235
0

0
246
0

0
218
0

0
228
0

166

160

149

141

132

188

194

140

129

135

126

115

101

89

144

146

87

59

31

34

34

40

43

45

48

54

60

Expenditures
154
130
T2
Investment
129
98
Expenditures
Capital
25
32
Reimbursement
Source: DGCPT, April 2013.

Today, municipalities’ revenues mainly stem from national transfers, which increased from an average of
27 percent to 40 percent of local revenues after the revolution.4 Own revenues accounted for only 3.1
percent of municipal budgets on average. Sources of own revenues include direct taxes, indirect taxes,
and fees for public services. Among the direct taxes are property taxes—the rental value tax on housing
(paid by owners) and the tax on unbuilt land, both levied at a rate of 0.3 percent (which was decreased
from 0.6 percent in 1996).5 Municipalities have little flexibility in adjusting the rates and mechanisms for
levying fees for public services. For example, fees for advertising and for construction permits are
determined by decree, and municipalities cannot adjust these rates to their actual costs.6
Further, municipalities have little incentive to increase their local revenues and strengthen local finances
to increase working capital for debt financing. Over the years, various types of unconditional and
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conditional central government transfers have filled the gaps in local budgets without forcing
municipalities to address structural issues and build creditworthiness.7
Municipalities have restructured their debt several times—in 1997, 2002, and 2006—both for the loans
contracted from the Municipal Development Fund and for nonpayments to suppliers such as the National
Water Exploitation and Distribution Company, the Tunisian Electricity and Gas Company, and Tunisia
Telecom. In 2007 the nonperforming loans at end 2006 were rescheduled for TND66 million, TND29
million of it for Tunis (44 percent). Despite these measures, additional arrears totaling TND16.7 million
were generated in 2007 (subsequent to a payment by Tunis of TND5 million), and by 2012, aggregate
municipal debt had reached 150 million TND, three times the net savings rate of the 264 municipalities.
These repeated debt crises suggest that loans to finance municipal development plans have ignored
municipalities’ debt repayment capacities (box 4.3). Arrears have been rescheduled without interest
penalties. Likewise, incentives for municipalities to build and develop creditworthiness starting with
rational budgeting and financial management have been absent. Attempts to address this situation have
been put forward in Tunisia, starting with the Third Municipal Development Project in 2002.
Municipalities were divided into three groups, depending on their arrears status and authorization to incur
additional loans from the Municipal Development Fund (table 4.3): financially vulnerable municipalities,
which could no longer borrow, had their municipal development plan scaled back to absolute priorities
and financed 100 percent with grants from the government; municipalities in a weak financial state, which
had their investments scaled back and received a modulated financing plan; and normally functioning
municipalities. By 2007, 53 municipalities had signed restructuring plans with their respective governors,
and 27 municipalities received special follow-up assistance to ensure their implementation.8
Box 4.3. Tunis debt crisis and restructuring
Tunis’ debt was in arrears at end 2005, and 52.1 MDT had increased to 65 MDT by end 2006, equivalent
to the city’s operating budget (included presumed debt payments). To get Tunis’ finances back on track
and all creditors paid—which included not only the CPSCL, but also the Treasury, SONEDE, STEG,
Tunisie Télécom, and other international lenders (FADES, AFD)—support was provided to immediately
improve revenue generation.
By 2007, there was an improvement in revenue collections, partly as a result of a one-time decision (fiscal
amnesty for 2006 for the TNB and TIB) but also due to efforts to better capture the existing tax base and
to improve the collections of taxes owed, as well the sale of a land parcel to the state, to be paid over a
period of 5 years.
Nevertheless, the financial situation of the city can be considered quite dire, as there is a structural
operating deficit which means that capital payments on the Tunis’ loans are being financed from one-time
capital account revenues (and/or further borrowing). A crédit relais (really a credit line to cover Tunis’
deficit and ensure a minimum of investment over the current period) is estimated for an amount between
24 and 40 MDT, but otherwise, the city will not engage in further borrowing.
Placing the city’s finances on a sustainable course will require important political decisions regarding the
extent to which efforts will be made to widen the fiscal net among the city’s residents, and address
expenditure inefficiencies by re-thinking how the staff organization and missions support or hinder the
municipal administration’s roles (that is, how can Tunis become a high-performing organization with the
capacity to set its policies, think forward, empower its staff, and organize its structures to provide the best
services?), and not merely repeat the same organizational approaches which led the municipality to its
present financial straits.
Source: Pigey 2011.
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Table 4.3. Municipalities were divided into three groups based on their financial status
Share of
Financially
Weak financial Normally
investment project
vulnerable
state
functioning
Loans
37–47 percent
37 percent
Subsidies
100 percent
43–53 percent
33 percent
Municipal self-financing
10 percent
30 percent
Source: World Bank 2010b.

Yet these efforts have been only partially successful because they were not accompanied by the right
incentives and regulations to gradually build and sustain municipal creditworthiness. Subsequent studies
evaluating the effects of the restructuring plans conclude that a majority of the municipalities had partially
operationalized the prescribed measures.9 The plans have not attained the expected impact in financial
improvement despite some signs of positive recovery. In fact, 45 percent of municipalities were no longer
eligible to borrow for financing municipal investments by 2012.
Strengthen regulations governing national transfers, the issuance of debt, and the
management of risk
Given that the upfront costs for large infrastructure investments usually exceed city budgets, local
governments may need to rely on transfers from the national government to make up the difference.
Transfers that have unclear rules and that are not linked to performance do not provide the right
incentives; rather, they waste scarce resources. City leaders can also borrow to finance infrastructure
investments—but that may not be easy. Indeed, municipal governments in most developing countries
have little access to credit markets, in part due to weak rules, information, and institutions (box 4.4).
Box 4.4. Effective financial management depends on robust accounting and budgeting systems, but
Tunisia’s systems are weak by international standards
Proper and adequate budget nomenclature and accounting systems, with precise rules of budgeting and
accounting, are a key component of financial strength and creditworthiness. But Tunisian municipalities
lack a clear accounting system that provides a map of revenue sources or expenditure destinations, and no
budget organization reveals local governments’ accountability. Municipal accounting systems suffer from
several deficiencies, including non-rigorous and misleading classification of receipts and expenses,
confusing operation and investment expenses (for example, loan repayment is booked as recurrent
expense), and simple cash accounting that does not show the amounts of receivables and debts.1
The budget system has seen only limited reforms. In 2007 amendments to the organic law governing local
budgets were adopted.2 Key changes to the municipal budget systems included modifying the
classification of revenues and expenditures. Successive municipal development and support projects by
the World Bank and French Development Agencies have rolled out several computerized budget and
management tools that cover administrative and financial management, with separate software for
revenues and expenditure management; personnel management; and messaging and information transfer
systems.
Notes: 1. World Bank 2007, 2011; Dafflon and Gilbert 2013.
2. Loi organique on budgets of local governmental n°2007-65—December 18, 2007, modifying and complementing Law n°7535—May 14, 1975.

Local credit can work for long-term municipal financing if regulations guide the debt issuance and
manage risks. Such regulations should clearly set forth procedures for subnational governments to follow
when borrowing money, including the purposes, types, and amounts of allowable loans. They also should
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clearly define institutional mechanisms for approving loans and monitoring debt.10 Only a strong
regulatory framework can enable cities to manage debt and reduce the risk of insolvency.
By not linking loans to creditworthiness, subnational lending has not strengthened municipal capacity to
access external sources of funding. Municipalities finance their investment plans with loans from the
Municipal Development Fund,11 central government subsidies (managed on behalf of the center by the
fund), and own-source municipal revenues. Each of the three financing sources contributes about a third
of the total cost of the investment, except in the case of economic or commercial investments, for which
no subsidies are provided. At present, the only lender to Tunisian municipalities is the Municipal
Development Fund (box 4.6).
As an institution, the Municipal Development Fund has developed strengths in technical assistance, but
the financial weakness of municipalities threatens project sustainability. Instead of focusing on
creditworthiness and financial performance of municipalities, the fund has focused on the technical
aspects of projects. Evidence suggests that the technical quality of municipal development plan
investments has been high, precisely because of the fund’s quality control mechanisms. 12 However, this
focus on technical expertise has been to the detriment of valuing city creditworthiness. Heavily indebted
large municipalities such as Tunis were still allowed to borrow despite having a negative net savings rate,
while smaller municipalities accumulated excess capital on their balance sheets13 through transfers and
investment-related subsidies.14 Although the fund uses a matrix of nine ratios—including municipal
solvency, net savings rate, and autofinancing capacity—to value municipal creditworthiness,15 these
criteria are not strictly applied in practice. Little has been done to help municipalities systematically
address inefficiencies in managing their expenditures or collecting municipal taxes, fees, and charges.
Even when clear rules are set for subnational borrowing, poorer municipalities may always have
constrained access to credit of limited fiscal potential. Those municipalities will need to rely on transfers
from the national government to provide access to basic infrastructure and services. There are two kinds
of transfers to Tunisian communes: current (Titre 1) and capital (Titre 2). Current transfers are received
from the Common Fund for Local Governments; capital transfers are received from the Municipal
Development Fund, which in turn receives some resources from the Common Fund for Local
Governments and from various ministries. The Municipal Development Fund passes them on to the
communes according to subsidy rates established by decree. But both types of transfers have unclear
allocation criteria, are not linked to performance, and do not provide the right incentives. Rather, they
waste scarce resources and seem to deepen already existing inequalities among local governments.
Transfers subsidize operating costs and investments with unclear performance requirements, which seems
to deepen existing inequalities. Furthermore, the process of allocating these subsidies is not transparent.
For example, block grants are disbursed to LG out of the Fonds Commun des Collectivités Locales
(FCCL), managed by the DGCPL. Yet the FCCL is not indexed or linked to any tax structure but forms
part of the annual budget. It is allocated according to four weightings, designed to have an equalization
effect and to reward performance (with performance assessment limited to own service revenue
collections). The weightings appear to have unintended outcomes in that very small and very large LGs
benefit favorably, while mid-size cities, where the majority of the population lives and which would
probably have the highest economic rates of return on investments, are penalized. While it appears that
the formula is strictly applied, annual allocations are not published, so there seems to be a lack of
transparency.16
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Further, coordination problems in assigning and distributing transfers arise because of the multiplicity of
institutions and bodies allocating transfers. The multitude of channels for central government transfers
makes allocation difficult to disentangle (box 4.5). Transfers to local governments take place via the
Common Fund for Local Governments, the Municipal Development Fund, line ministries through various
sectoral programs (such as the Regional Development Program), and other ad hoc support (for example,
delegated human resources or the purchase of equipment by central agencies). With so many agencies
involved, coordinating around the types and amounts of transfers becomes a challenge.
In addition, the allocation of transfers among municipalities does not follow systematic and clearly
defined rules. While part of the transfers by the Common Fund for Local Governments17 and the
Municipal Development Fund (in the form of investment-related subsidies) have clearly set formulas with
underlying objectives, the objectives and allocation criteria for other transfer types are ambiguous. For
example, the 18 percent allocation of Common Fund for Local Governments transfers split among the
municipality of Tunis, the Municipal Development Fund, the regional council of Tunis, and
municipalities and centers of governorates is not set by law but promulgated by decree. Between 2008
and 2012 the distribution changed substantially (from 61.7 percent for the Municipal Development Fund
in 2008 to 47.8 percent in 2012), introducing considerable uncertainty for local governments, who were
unable to plan their budgets. At present, the main objective of transfers appears to be maintaining
balanced budgets.
Box 4.5. The institutional architecture of intergovernmental transfers
Four types of intergovernmental transfers exist in Tunisia: financial transfers in the form of unconditional
allocations for financing the operating costs of local governments, distributed annually by the Common
Fund for Local Governments; global investment subsidies transiting through the Municipal Development
Fund to support local government investment; subsidies related to operating costs or investments (often
targeted at regional councils) transmitted through specific sectoral development programs, such as the
Regional Development Program; and indirect subsidies (implicit transfers) in the form of in-kind support
by the central government (for example, through the secondment of human resources or purchase of
equipment of local governments) for tasks normally assigned to local governments. The figure below
depicts the institutional architecture of financial transfers.
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Central Level
(all ministries)

Investment-related
subsidies (Titre II of
state budget)

FCCL

Other ministerial
transfers (transferred
credit)

Various agencies and
national programs

CPSCL

Exceptional
support

PIC-related
subsidies

FDI

Exceptional
subsidies*

Regional Councils/Governorates

Municipalities
* For example, the exceptional capital injections post 2011.
Source: Dafflon and Gilbert 2013.

To increase transparency of transfers, build creditworthiness, and ensure that resources are not wasted, it
would be useful to reduce the multiple channels of intergovernmental transfers and link them to
incentives and output measures. Through a performance-based grant system the central government can
provide incentives for local governments to improve performance on a range of key areas such as revenue
collection, planning, and budget execution.
Consider China, which has piloted several performance-based grant systems with specific targets. One
such scheme includes allocating fiscal rewards to provinces and municipalities that reduce fiscal gaps at
the county and township levels. Rewards are assigned based on the fiscal performance of individual local
governments. In yet another design, the central government provides fiscal rewards to local governments
that increase spending on strategic areas such as education, health, and water.18
Tanzania, for instance, uses 41 performance measures to administer intergovernmental fiscal transfers.
These measures include indicators in nine functional areas: financial management, fiscal capacity,
development planning, transparency and accountability, interaction with lower-level local government,
human resources development, procurement, project implementation, and council functional process.
Very good performers receive 100 percent of the stipulated transfer, good performers receive 80 percent,
and poor performers receive 50 percent. Municipalities that fail to satisfy performance requirements
receive only 25 percent of the transfer. This system allows some transfers to reach all districts and good
performers to receive additional funds. Poor performance in one area can also lead to sanctions, defined
as a 20 percent reduction in the stipulated transfer. The system of rewards and sanctions has started to
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make elected officials more rigorous and demanding with regard to the performance of their
municipalities in the nine categories.19
Box 4.6. Overview of the Municipal Development Fund
The Municipal Development Fund has for the most part been limited to lending for projects included
municipal development plans. The fund was established in 1975 by transforming Loan Fund for
Communes, founded in 1902, and initially functioned as a cash desk located within the Directorate for
Local Governments. The institutional framework that governs the fund’s operations (legal status,
procedures manual, and investment guide) was amended in 1992 and 1997. The 1992 reforms
transformed the fund into a specialized financial institution. It is not subject to central bank oversight and
does not have to pay value added or profit taxes. According to Article 4 of the Law n°75-37 of May 14,
1975, the fund’s sectors of operation (or potential clients) are limited to communes, intercommunal
entities, governorate councils, and local public enterprises.
During preparation of the Third Municipal Development Project, several studies examined how the fund
could evolve, with a recommendation to transform it into an incorporated firm, as a société anonyme, to
prepare for more competition in the municipal credit market and ensure the institution’s autonomy. But
such a transformation would require the Tunisian government to abandon the administratively directed
approach to implementing the municipal development plans and to lending to municipalities, substantial
changes that would not have been accepted by the pre-revolution Tunisian administration.
Source: Pigey 2011.

Develop clear rules and strong mechanisms for coordinating private
infrastructure financing
When city governments constrain access to credit, private investors may step in to fill the gap. There are
many types of partnership structures, each transferring different levels of risk to the private sector: service
contracts, management contracts, leases, and privatization. Under all of these structures, property rights
must first be clearly defined so that creditors need not depend on the government’s promises. Then a
public-private partnership, with private sector selection mechanisms based on the market and on costbenefit analyses, can improve project selection and ensure project sustainability while adding sources of
infrastructure financing.
Nevertheless, public-private partnerships are no magic bullet: they require commitments to sustainable
cost-covering tariffs or equivalent tax revenues. They cannot substitute for good financial management or
good project evaluation. Clear rules must dictate the procedures, requirements, approvals, responsibilities
of the institutions involved, and allocation of risk. Ghana, where such rules were not in place, provides
one example of the importance of clear rules: in 2002 the government encouraged public-private
partnerships in the urban water sector, but lack of transparency and accusations of corruption in the
selection process ended them.
In Cochabamba, Bolivia, inadequate appraisal of the water supply system’s financial situation led to
failed privatization. The government awarded a 40-year concession to the private consortium Aguas del
Tunari. Once the concession was awarded, rate structures increased water bills up to $20, or 20 percent of
some households’ income. Violent protests led to Aguas del Tunari’s withdrawing from the project. In
contrast, Chile put in place a clear and transparent procurement process, focusing on public awareness
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and a learning-by-doing approach that allowed for adjustments along the way. This led to the award of 21
road projects on a competitive basis between 1993 and 2001,20 with more than 40 Chilean companies and
companies from 10 other countries participating in the bidding through 27 consortia.21
To successfully implement public-private partnerships, city leaders will have to consider strengthening
public sector capacity, laying out the appropriate legal and sector framework, promoting rigorous
planning and risk assessment through feasibility studies, ensuring transparent and competitive
procurement, building strong monitoring systems, and allowing flexibility for adapting to unpredictable
events. Tunisia has made some steps in this direction, but challenges remain.
Clarify how the private sector can participate in infrastructure financing
Tunisia has a legal framework and experience with simple user-based concessions but not with the
broader range of private participation in infrastructure transactions. Simple management contracts are
well supported by Tunisia’s recent concession law.22 A handful of sectors, in particular transportation and
waste management, have developed guidelines and enabling legislation around concession-type
engagement. Given these developments, the European Bank for Reconstruction and Development’s 2011
Public-Private Partnership Legal Framework Assessment rated Tunisia favorably, with high compliance
and a cumulative score of 71.2 percent.
Still, gaps in the legal framework limit deeper investment and a wider range of public-private partnership
instruments. More sophisticated components, such as availability payments23 and other second-tier publicprivate partnership components or structures for services, have been underused because of insufficient
supporting legislation. Tailored legal frameworks governing private sector participation in infrastructure
provision may have decreased the appetite among potential international investors and partners. For
example, while disputes are regulated under international norms, Tunisia chose to apply domestic law on
all international financing contracts in which the goods are within national borders.24 Most other area
countries—including Algeria, Egypt, Jordan, and Morocco—chose to apply English or French law to
increase investor familiarity and perceived security.
Despite a basic framework, the private sector’s involvement in providing infrastructure services has been
low, and its contribution to financing infrastructure has been nonexistent. The two largest projects were
both management concessions: the Rades II power plant signed in 1996 and the second Global System for
Mobile Telecommunication license awarded in 2002. Private sector involvement in providing services in
other sectors such as ports, solid waste, and sanitation (operating the drain networks) has been limited to
implementing management contracts with minimal investment obligations (mainly investments in
vehicles and equipment). In some cases Tunisian companies operating alone have won contracts; in others
Tunisian companies and foreign companies joined forces (led by the foreign company).
The private sector has cited implementation and institutional challenges as barriers to increased
participation in public infrastructure investments. Contracting has been a particular focus. The private
sector requested clarification of the private participation strategies for their respective sectors, legislative
reforms to enable longer-term contracts, and a more realistic and more flexible approach to the design and
application of contracts. The law restricts contracts to five years, a disincentive for firms to enter the
sectors and invest in improving their technologies. Firms also indicated that terms of references for bids
often contained unrealistic clauses, while public entities refused to allow flexibility in project supervision.
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Subsidies to their public counterparts creating uneven terms of competition were also raised as important
barriers for private sector participation in infrastructure.25
More recently, firms identified political instability and subsequent macroeconomic uncertainty as the
main constraints to their operations, according to the 2012 Enterprise Surveys conducted by the
Investment Climate Assessments. In addition, crony capitalism and the lack of competitiveness in
Tunisia’s business environment were cited as major constraints for private sector development and job
creation.26 Crony capitalism stems from the absence of clear criteria in awarding contracts and thus
illustrates differentiated rules of engaging the private sector in all parts of the economy, including
infrastructure and service provision.
Previous studies have identified the need for reforms to engage the private sector in financing and
managing infrastructure projects. These reforms pertain to issuing a government declaration with a longterm perspective on the strategy for private participation in infrastructure to give a positive signal to
investors, introducing competition adapted by market segment, strengthening regulation, maintaining a
cost-recovery policy and rationalizing subsidies, introducing new private participation in infrastructure
methods and extending their field of application, enacting a law on public-private partnerships, providing
incentives and capacities for the local financing sector to undertake project financing, and creating a
monitoring structure within the government.

Leverage a municipality’s neighbors to enhance interjurisdictional
coordination in service provision
Just as the infrastructure gap is not uniform across the largest urban areas, neither are the financial
resources to bridge that gap. Municipalities with unequal resources and similar needs lack the instruments
or incentives for coordination. Tunisia’s largest urban areas comprise a mosaic of jurisdictions that are
uneven in resources and status. Consider Greater Tunis, formed today by 33 municipalities, 33 mayors,
budgets, and Municipal Investment Plans.27 The largest metropolitan areas lack a unified institutional
entity to pool resources and address problems that spill beyond administrative boundaries, such as solid
waste management problems, traffic congestion, and environmental and risk management. While the
District of Tunis was created in 1972 to plan, coordinate, and supervise investments at the metropolitan
level, this coordination entity was replaced by the Urban Agency of Greater Tunis in 1995, an agency
stripped of any interjurisdictional decision-making power.28 Ongoing discussions around decentralization
are considering measures to increase the number of municipalities to 10,000, exacerbating coordination
challenges. If unaccompanied by the appropriate incentives for intermunicipal coordination, this may lead
to forgone benefits from exploiting economies of scale and increased costs from urbanization.
Improve coordination between national and local governments
Despite embarking on ambitious decentralization, the provision of basic services such as health and
education, as well as basic infrastructure (e.g., water, sanitation, electricity, and solid waste management),
remains highly centralized. These services continue to be provided by line ministries, their deconcentrated
regional offices, and affiliated state-owned enterprises. This centralized system has done little to involve
municipalities in managing urban development within their jurisdictions.
Existing opportunities to align and coordinate private resources with investments in the overall urban
plans have yet to be capitalized on. Consider the example of urban land use plans. In 1994 the new Code
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of Town and Country Planning and Urban Development devolved powers to municipalities in urban
planning,29 specifically in devising their own land use plans. But, urban plans and municipal investments
plans were never aligned. As chapter 2 discusses, a large amount of resources and effort go into the
developing urban plans. Once these land uses are determined, resources are mobilized to finance urban
infrastructure such as road construction, extension of sewage networks and public lighting, and
construction of community facilities, while urban development on the ground continuously shifts away
from the plan. As such, the plan ends up being revised to accommodate urban growth, and by the time it
is approved with all its changes, planned investments no longer match.
In addition, the municipal development plans do not complement other national public investments
planned and implemented by line ministries and their affiliated state-owned enterprises. One example is
the National Program for the Rehabilitation of Popular Neighborhoods designed by the Ministry of
Regional Development and Planning and implemented by the Urban Agency for Rehabilitation and
Renovation. Upgrading of popular neighborhoods necessitates construction of roads and street lighting as
well as extension of the sewage network. Such investments are very similar to those undertaken in the
context of the municipal investment programs. However, rehabilitation of popular neighborhoods has
always been centrally managed and programmed, with cities having little say in selecting neighborhoods,
coordinating with various state-owned enterprises and other municipalities, or even with their own
municipal investment programs.
Further, before opening up land for urbanization, municipalities, line ministries, and state-owned
enterprises had no incentives to coordinate. Coordination would have allowed all stakeholders to estimate
the additional resources required to extend the necessary infrastructure and to maintain and operate it,
since a portion of maintenance and operation costs is borne by municipalities. There is neither regulatory
nor legal basis for coordination, and the tools to manage coordination were weak. So instead of providing
an opportunity for coordinated planning and infrastructure provision, the revisions of the 164 urban
development plans was pushed forward without a clear rationale for sustainable urban expansion.
For the framework of planning, connecting, and financing to work, a good governance structure is a
prerequisite. In particular, city leaders at all government levels will have to work together—if this fails,
everything else will stumble. Coordination across levels of government and between neighboring
jurisdictions will become particularly important as Tunisia moves toward greater decentralization and
subsidiarity to ensure the coherence and alignment of investments in ways that maximize their value at
the local, regional, and national levels.
The financing challenges will continue to be large in rural municipalities, which are increasingly resource
constrained under growing disparities in fiscal capacity. Subnational governments in urban areas have
higher fiscal capacity and are thus better able to influence outcomes through their own revenue decisions.
In the absence of any convergence effects, fiscal capacity in urban areas will increase as agglomeration
unfolds, putting rural areas at a further disadvantage. Local provision of services will require fiscal
equalization across space to ensure that resources flow toward the districts that need them most, which in
turn will require close coordination between national and local governments and between lagging and
leading regions. Box 4.7 outlines international experiences where transfers have been used to achieve
convergence in living standards.
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Box 4.7. Interregional transfers can drive convergence in living standards but typically fail to shape
economic activity
International experience suggests that interregional transfers can drive convergence in living standards but
typically fail to shape economic activity. For example, equitable funding for public services is associated
with reduced inequalities in opportunity for households. In Japan major investments in basic services and
infrastructure through transfers beginning in the 1970s are widely credited with evening out living
standards and the subsequent convergence in incomes between leading and lagging areas.1
International experience also suggests that to maximize impact, transfers should prioritize low-income or
fast-growing areas, reward areas with higher return to investment with more allocations, and ensure
equitable distribution based on need.2
In the European Union transfers have not achieved convergence in incomes but have led to convergence
of living standards. Supranational regional equity transfers in the European Union, the structural and
cohesion funds, have accounted for over 30 percent of total EU spending for many years, around €347
billion in 2011. Despite their large size, there is no evidence that the transfers have led to convergence in
incomes—however, positive impacts on human development indicators has been documented.3 In lagging
regions in Portugal, for example, convergence in income has not occurred, but some regional equity
indicators have improved.4 Improvements have not come uniformly to all regions, however; convergence
was more likely in areas with institution-building components and regional and private cofunding.5 More
flexible funding has also been correlated with improved outcomes. In Argentina interregional transfers
were strongly associated with increased human development when allocated unconditionally.6
In 1970 Japan initiated the New Economic and Social development plan with the main objective of
addressing disparities in living standards that widened as a result of accelerated growth in the largest
industrial areas. The plan provided public investment in basic services and social institutions everywhere
in the country, with additional investments directed to less developed areas. The main objective was for
these areas to achieve a minimum standard in access to basic services. The central government provided
both earmarked and non-earmarked transfers. The earmarked transfers were allocated mostly to
investments in basic services (including rural roads) and social institutions (such as public utilities,
medical facilities, and schools) and used cost-sharing agreements with local governments.
Conversely, transfers that attempt to achieve convergence of incomes or economic activity often fail. As
in Tunisia, firms rarely locate in regions with poor connectivity and few agglomeration economies,
despite incentives, resulting in lost public investment.7 In fact, these types of transfers have been linked to
worsening regional equity; a recent study of Organisation for Economic Co-operation and Development
countries found a correlation between higher interregional transfers and slower convergence.8
Notes: 1. World Bank 2008.
2. World Bank 2008.
3. Checherita and others 2009.
4. Arcalean and others 2012.
5. Soukiazis and Antunes 2006; Ederveen 2006.
6. Habibi and others 2003.
7. Deichmann and others 2008; Schultze 1983; Glaeser and Gottlieb 2008.
8. Kessler and Lessmann 2010.

Decentralized management and execution of public investment can be strengthened through joint
approaches—between municipalities and between national and local governments—to address
infrastructure gaps. Chile, for instance, is coordinating public investment through regional investment
windows, including co-financing with municipalities. International experiences also demonstrate that
cities, particularly smaller cities, can more easily and effectively access credit markets by pooling
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resources and risk but that doing so requires robust systems and institutions for interjurisdictional
coordination (box 4.8).
Box 4.8. Giving smaller cities access to capital markets: bond banks and resource pools—examples
from Colombia and India
Smaller cities may be unable to gain direct access to long-term credit because they lack the required
financial infrastructure and local capacity. In such cases city leaders can instead seek short- or mediumterm loans from higher levels of government through specialized donor-funded entities, such as municipal
development funds. Or financial institutions can pool capacities to set up municipal local government
financial intermediaries—or bond banks.1
Colombia’s successful bond bank is the Financiera de Desarrollo Territorial, a government company
created to finance regional urban infrastructure projects. More than 90 percent nationally owned (with the
remainder owned by the Departamentos), the company provides resources to financial intermediaries who
assign them to regional authorities. It has received funds from multilateral banks and has consistently
received very high credit ratings.2
Another way to give smaller cities access to capital markets is through resource pools. India has pooled
smaller municipalities’ resources for this purpose. The first step was to rate municipal credit using a
national methodology. In 1995 this methodology was applied to the Ahmedabad Municipal Corporation
by Credit Rating Information Services of India Limited. And in 1998 Ahmedabad issued India’s first
municipal bond without a state guarantee—an Rs.1 billion bond to finance a water supply and sewerage
project. But because only larger municipalities such as Ahmedabad were able to obtain the credit ratings
needed for municipal bond issues, the government of India took a further step: it created special
mechanisms to help smaller municipalities pool their resources and jointly access credit. The
government’s Pooled Finance Development Fund Guidelines encourage small municipalities to undertake
the fiscal, financial, and institutional reforms that will give them access to market funds.3
Is resource pooling the best way for smaller cities to obtain credit? The jury is still out. Pooling can be
difficult, as a highly rated government may be reluctant to lend weaker governments the benefit of its
credit rating. In such cases, a more realistic alternative is parallel financing: each municipality borrows on
its own terms—based on its creditworthiness and ability to pay—to finance a common project.4
Notes: 1. Samad, Lozano-Gracia, and Panman 2012.
2. Samad, Lozano-Gracia, and Panman 2012.
3. Vaidya and Vaidya 2008; World Bank 2011a.
4. Isabel Chatterton, International Finance Corporation, personal communications, May 2012.
Source: World Bank 2013b.

Increase incentives to coordinate investments between municipalities
Today, no unified framework for interjurisdictional coordination exists to manage urban expansion and
parallel service provision. The concentration of people and jobs along the coast is a feature of Tunisia’s
urbanization trend and has resulted in a continuous urban fabric, displaying metropolitan-type features but
without a metropolitan entity to manage them or even a fraction of them. Indeed, horizontal cooperation
between communes institutionalized in the previous law on the administrative organization of local
governments has been suppressed. There is no legal basis for an institutional horizontal cooperation
between local governments, which encompasses in this case rural and regional councils in addition to
communes. The challenge of coordination becomes even more salient with too many small communes—
especially at the periphery of larger towns—while the question of local government amalgamation has not
been considered as viable alternative yet.
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The only incentives for encouraging spontaneous coordination among municipalities in Tunisia thus far
have been a system of complex, loosely defined subsidies administered by the Municipal Development
Fund. These subsidies were accompanied by the sharing of the debt burden between the municipalities
benefiting from the project, each in proportion to its resources. This was not systematic—it was done on a
case-by-case basis for a limited number of intermunicipal projects. Because these measures were not
accompanied by the implementation of systematic mechanisms for managing the operation and
maintenance of these interjurisdictional investments, the supracommunal character of the projects had a
minor impact, and the project did not stimulate sustainable collaboration between the municipalities
involved. In addition, although article 4 of law 75-37 of the Loi Organique promulgates specific subsidies
to syndicates of municipalities, its latest revised version 2006-48 has eliminated articles 101–112 related
to interjurisdictional coordination, or vesting communal syndicates with any legislative or judicial
powers.
More institutionalized arrangements for interjurisdictional coordination, such as metropolitan
governments or metropolitan councils vested with decision-making powers and commensurate resources,
would be difficult to implement in the current fiscal space of local governments. Along the same lines,
implementing a system of fiscal incentives to encourage the voluntary grouping of various municipalities
is also less realistic given that the weight of local spending does not exceed 4 percent of GDP.
Introducing smart incentives in the current framework would require reforming the intergovernmental
transfers through the Common Fund for Local Governments, conditional on securing the necessary flow
of resources to finance a solid system of interjurisdictional coordination.
Enhancing interjurisdictional coordination for projects is critical as a tool to strengthen municipal
capacity and to drive projects that cross commune boundaries. As Tunisia starts decentralization,
policymakers should learn from the experience of highly decentralized Latin American countries.
Colombia is probably the most highly decentralized, with more than 1,000 municipal governments having
identical responsibilities in providing basic services, managing land use, and planning economic
development, among others. If unaccompanied by the appropriate incentives for intermunicipal
coordination, this high decentralization may lead to forgone benefits from exploiting economies of scale
and increased costs from urbanization.
International experience suggests that the national government can reduce coordination costs by providing
the incentives for intrajurisdictional coordination and a framework for coordination agreements. In
Colombia, while decentralization was consolidated under the 1991 constitution, instruments and
institutions for regional cooperation and coordination were lacking. After struggling for more than 20
years to create integrated approaches to land use management and infrastructure provision for cities that
grew beyond municipal boundaries, Colombia has finally sanctioned a new law (Law 1454 of 2001) that
provides the legal, administrative, and financial framework for coordinating spatial and administrative
units across the country. Tunisia can avoid 20 years of struggle by thinking about this ahead of time.
Finally, for Tunis and other large cities, leveraging the value of its most valuable asset—land—will be
important. This is a long-term goal, but Tunis will have to think about leveraging the value of land
through property taxes and a combination of instruments that could include betterment levies and
development impact fees. However, policymakers in Tunis must keep in mind that to ensure a constant
income stream based on property taxes and other land-based financing instruments, it is essential to first
build the necessary institutions: ones that clearly define and defend property rights, enable transparent
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valuation and public availability of land values across uses, and have a strong legal framework and an
independent judicial system that oversee the process and address grievances and complaints.30
Table 4.3. Summary of actions—FINANCING: step up performance-based transfers; leverage your
neighbors
Improve municipal
creditworthiness and improve
capacity to plan and manage
funds for infrastructure
investments
Build on subnational lending
experiences to strengthen
municipal fiscal management.
Incentives to improve financial
management in cities could be
paired with better rules for the use
of existing sources of finance. For
example, loans from the Loan and
Support Fund for Local
Government for investments could
be linked to debt repayment
capacity

Streamline existing revenue
flows to local governments

Build framework to receive
new sources of finance

Restructure transfer system to be
more transparent and efficient to
reduce uncertainty for municipal
budgeting processes. Use
incentives and performance
indicators to ensure efficient use
of resources. Long-term planning
to reduce dependency on national
transfers

Coordinate

Increase alignment between
municipal-level investments in
infrastructure and services and
more proactive land-use plans

Coordinate investments from line
ministries and state-owned
enterprises with municipal-level
plans and spending

Leverage

Develop capacity in lagging
municipalities for finance, in part
through interjurisdictional
collaborations

Provide incentives for
supracommunal scale projects
and investments that extend
benefits of investments beyond a
single administrative boundary

Strengthen regulations
governing issuance of debt
and risk management, and
improve mechanisms to
encourage good practices,
monitor and signal municipal
creditworthiness—for
example revisit the indicators
according to which
municipalities are categorized
as financially vulnerable, in a
weak financial situation, and
financially functional
Strengthen legal context to
support robust public-private
partnerships and private
participation for infrastructure
and services
Encourage metropolitan-area
coordination for large-scale
financing projects

Value
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World Bank 2013a.
3
Sinet forthcoming.
4
According to Sinet (2013), this increase is due to an increase of 25 percent in Municipal Development Fund
transfers, and two emergency capital injections (TND148 million in 2011 and TND95 million in 2012) to cover the
salaries of 11,000 newly integrated full-time municipal employees. Before 2011, these employees worked on shortterm contracts.
5
Vaillancourt 2004.
6
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7
Dafllon and Gilbert 2013.
8
Urbaconsult 2010a.
9
World Bank 2010.
10
Liu 2010.
11
Loans to municipalities from the Municipal Development Fund have financed urban roads and sidewalks, water
distribution, drainage, sewerage, street lighting, green and recreational areas, and low-income neighborhood
upgrading, in line with municipal development plans.
12
Canel 2012.
13
Refers to the tables compiled in Sinet (2013), as the current financial management system does not require
municipalities to keep balance sheets.
14
Sinet 2013.
15
These ratios are part of a larger panoply of 11 criteria that touch various aspects of project financial viability and
sustainability (for example, economic and financial returns), as defined in the practical guide for municipal
development plan investments (Dafflon and Gilbert 2013).
2
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16

Project Appraisal Document, Tunisia Urban Development and Local Governance Project August 1, 2013, QER
stage.
17
Common Fund for Local Governments funds are allocated as follows: 82 percent to local governments, of which
14 percent for regional councils and 86 percent for local governments; the remaining 18 percent is divided between
the municipality of Tunis, the Municipal Development Fund, the regional council of Tunis, and municipalities and
centers of governorates. The percentage share allocated to local governments are determined based on the following
criteria: 10 percent for equalization among communes, 45 percent prorated according to residing population, 41
percent according to their contribution to the rental value tax on housing in the previous three years, and 4 percent
according to the ratio of rental value tax on housing to the local municipality tax. The 14 percent allocated to
regional councils is determined as follows: 25 percent for equalization and 75 percent prorated to the residing
population (minus population in municipalizing territories within the targeted governorates).
18
Ministry of Finance Budget—2008, Number 364.
19
UNCDF 2009.
20
Hodge 2006.
21
World Bank 2013a.
22
Law no. 2008-23 of April 1, 2008.
23
Availability payments are pre-established and provided to the private partner for making available certain
services. These payments usually compensate the private partner for both capital and operating costs and are tied to
certain performance requirements and adjusted to reflect periodical evaluations of services provided.
24
EIB 2011.
25
World Bank 2003.
26
World Bank 2013a.
27
Canel 2012.
28
World Bank 1973.
29
In 1994 they were given the initiative and the piloting of local urban development plans, while governors were
entrusted with their enactment. In 2005 the responsibility was given back to the regional services of the Ministry of
Equipment, which must approve the urban development plans before the municipal council can enact them.
30
Lozano-Gracia and others 2012.
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