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The State of the Lebanese Economy:

Twenty Years after the end of the Civil War
Conference on:
23-24 November, 2010
Commodore Meridian Hotel
Concept Note 
Introduction

The purpose of this conference, titled “The State of the Lebanese Economy: Twenty Years after the end of the Civil War” is to undertake stock-taking of Lebanon’s economic performance and development in the past twenty years. It is important to underline the outstanding questions pertaining to this era; to observe facts and assess the numbers; to extract lessons from that period that could possibly help build consensus on a unifying common ground. By organizing this conference, LEA hopes to humbly contribute toward all efforts for consensus-building on economic issues in Lebanon. The Lebanese Economic Association, in partnership with Friedrich Naumann Foundation, will document the proceedings of the conference in a book to be published in January 2011.
An Economy Victim to Recurrent Wars and Political Crises
Lebanon stepped into the last decade of the twentieth century with a quest to brush off the impact of 15 devastating years of war. By the time the war had ended, the national economy was in shambles. Though hard to quantify precisely, the economic impact of the war was severe. Estimates of the resulting physical damages ranged between soaring figures of $25 billion to $30 billion.
 The conflict had inflicted around 150,000 deaths and many more incapacitations all of whom could have contributed to greater economic output. Lebanon’s real GDP in 1990, roughly $2.838 billion and $954.33 per capita
; was less than half of what it was in 1975.
 The economic opportunity cost of the war was no less voluminous. The cumulative loss of output throughout the war years – estimates of forgone production – ranged between at least $9 billion based on an assumption of %2 average annual growth for the war years, $31 billion based on the assumption of %4, and $63 billion on the assumption of %6.
 All facts and numbers stressed the need for a unifying economic vision for a distressed nation, nevertheless hopeful.  
The years between 2002 and 2010 have had adverse effects on the economy. Economic difficulties and major political crises revolving around Hariri’s assassination all saw a drop in the average annual growth rate in the GDP to nearly %2.4 for the abovementioned period.
 The July 2006 war on Lebanon inflicted approximately $3.5 billion in direct damages alone, leaving the GDP with a %6.4 decrease in the following year.

The Real Economy since 1990

The Ta’if National Accord of October 24, 1989 redefined the parameters of Lebanon’s state system and set the nation on a path of reconstruction, economic restoration and revitalization. Initially, the economy responded strongly to reconstruction efforts and recovery was impressive with high GDP growth rates of 8% in 1994, decreasing inflation from 100% to 5% between 1992 and 1998, and increasing foreign exchange reserves from $1.4 billion to $6 billion, and currency stability for the dollar-pegged Lebanese Lira ever since.
 However, the pace of recovery was not sustained and the economy witnessed a downward trend in the period between 1995 and 2000. Overall, the economy’s annual growth rate for the period 1992-2002 averaged slightly below 4%.
  This slowdown period was generally viewed as the frustration resulting from the failure of the peace process the late Prime Minister Hariri was hoping for and a parallel economic slump in the Gulf region, both negatively affecting the investment climate in Lebanon.  
Prime Minister Hariri’s economic policies strongly shaped Lebanon’s post-war economy in the period between 1992 and 2004. A catalyst of investor confidence himself, Hariri attracted huge capital into the construction sector mainly from Lebanese expatriates and Arab Gulf investors. To parallel this march toward economic growth, Hariri sought a liberal two-fold economic approach of privatization as means to curb widespread systemic corruption on one hand, and growth-enabling fiscal policies on the other. 
Sectoral composition during the reconstruction period remained fairly the same as the pre-war period. The ratio of trade and services to the GDP ranged between 53 and 62%.
 Financial services, as part of the services sector, increased to 18 percent by 2000. Manufacturing and agriculture continued to play the lesser roles with 10 to 13% for the former and 9 to 12% for the latter.
 Nearly all old and recent policy recommendations to the Lebanese state have indicated the need for structural reform. These recommendations highlight clear economic limitations that characterized the economy even before 1975, thus undermining the claims that the post-war economy should thrive to regain its pre-war glamour.
 Understanding the reasons behind sectoral imbalances, market shortcomings, and needs for human capital development can be the cornerstone solution for Lebanon’s chronic fiscal and trade deficits.

Mainly a function of geographic and socio-economic disparities, underlining the need for structural reform, poverty in Lebanon has reached alarming levels. A 2005 UNDP/MoSA study on poverty in Lebanon found that, in spite of sustained growth, %28 percent of the Lebanese population qualified as poor while %8 lived in extreme poverty with 300,000 people unable to meet basic food and other needs.
 As things stand today, the government’s true ability to address such focal issues is heavily undermined. Its expenditure is still strained by public debt where %43 of public spending is allocated to debt service. Government is further burdened by a costly and inefficient public sector with its spending on salaries and retirement indemnities reaching $3.427 billion in 2010; approximately %21 of overall expenditure.

Public Finance

Lebanon’s economic policies in the post-war era engendered large budget deficits and spurred debt accumulation with a sizeable amount reaching $51 billion – %147.98 debt-to-GDP ratio at present.
 Most studies and reports have attributed the debt to the large costs of the reconstruction process and rampant state corruption. Indeed, CDR’s ‘Horizon 2000’ program – an upgrade of the National Emergence Reconstruction Programme (NERP), had raised the estimated expenditure for reconstruction from $2.25 billion to $11.7 billion. Moreover, the privatization program remained at a halt as it faced major political obstacles; all challenges that remain a question to resolve. 
Running an analysis on the 1999 public budget, a UNDP study asserted that “with a 43% budget deficit” the government “is still left with less than 17 % of the current expenditures or 25 % of total revenues to allocate for everything else.”
 Eleven years later and notwithstanding the investment share of capital expenditures, the government’s ability to shape the socioeconomic reality of Lebanon remains limited as evident in the meager share of 25% spending on ‘everything else’.
 All similar analyses pose the valid question on the extent the fiscal budget could be considered a tool to achieve social and economic development. This reality manifests itself in the economic challenge of balancing financial vulnerabilities and enabling growth through structural reform. 
The Banking Sector
Not all indicators appear so grim. Lebanon’s banking and financial sectors remained solid. In the period 2004-2009, growth in the banking sector averaged at %11, with assets rising from $71 billion to $127 billion by June 2010 estimates.
  A recent IMF report has attributed Lebanon’s escape from the global crunch to conservative funding and asset structures reflecting “prudent banking regulation and supervision.” Despite profitability, well-capitalization, high liquidity, and low-to-falling NPL ratios, declining interest rates are steering Lebanese banks toward growth opportunities outside of Lebanon and the private sector.
 
The strength of the banking sector has triggered a debate over the nature of its envisioned role in stimulating future economic growth in Lebanon. This highly needed debate should definitely assess the benefits of having banks invest in external markets in comparison to the benefits of investing in local markets. Indeed, such a constructive debate can only contribute to a best-case scenario for all stakeholders. It paves way for further deliberations on much needed public investment and infrastructure development in Lebanon to formulate a vision for the role of the state, the public sector, and the private sector on such tasks. 

Economic Foreign Policy
Prime Minister Hariri’s experience has proven that Lebanon is a small and highly open country. This very realization suggests the need to define the country’s economic foreign policy as part and parcel of its comprehensive economic discourse. Such a task requires a clear in-depth revision of Lebanon’s regional economic position via ties with Syria, other Arab countries, the European Union, and the relevant international organizations. 
Lebanon’s economic position in the Middle East and the global economy is less the product of an economic vision than it is a reflection of its lack thereof. The government, partnering with private sector representatives, has been involved in negotiations for WTO accession since 1999. The process, evermore prolonged and complicated, remains subject to significant debate. 

Relations with international donors constitute an additional dimension to Lebanon’s debt-related problems. Yet to be fully implemented; the reforms that the state committed itself to in the Paris III conference fall short of addressing many of Lebanon’s structural shortcomings. The pace and context in which the Paris III reform paper was prepared highlight the fact that economic policies are more donor-driven than autonomously proactive.     
Deliberating a National Economic Model
Despite the new Ta’if-inspired system, economic reconstruction and recovery were never rooted in a systemic paradigm that built on past experiences. As it had always been the case, the nature of Lebanon’s economic system was never a question open for direct debate; let alone a systemic issue that remains to be settled. Any debate addressing such a plethora of interconnected economic issues should indeed be a comprehensive and cohesive effort. The absence of a comprehensive economic framework, be it a specifically spelled out national strategy or a general identity-defining approach, leaves Lebanon’s economic efforts fragmented. A good stock-taking of economic successes and failures is hoped to be a step toward cementing a unifying common ground for Lebanon’s economic vision.
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