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Lebanon's financial crisis and the International 
Monetary Fund 

The Hassan Diab Government and the Fund 

 
Hawraa Hamadeh  

 
 

ABSTRACT 
 

 

This study addresses the reasons behind the failure of the Hassan Diab Government in Lebanon 
(January 2020-September 2021) to present a comprehensive and credible package of reforms 
to the International Monetary Fund (IMF). The study reviews Lebanon’s economic reality 
relying on both quantitative and qualitative data. To clearly show the lessons that can be drawn 
from each of these cases for Lebanon, the study also examines the experiences of other 
countries that faced financial crises and their relation with the IMF. The study’s principal 
argument is that the Hassan Diab Government failed to develop and adopt a robust and 
persuasive package of reforms due to multiple internal and external factors. The main set of 
challenges stemmed from the domestic environment, characterized by a struggling economy, 
deteriorating social conditions and rising poverty, internal political divisions, and hardly any 
trust in the Government and ruling political and economic elite. Furthermore, the regional and 
international players complicated the Diab Government’s task. The Government was largely 
unsuccessful in garnering much needed external financial support – which would have 
enhanced the prospects of adopting a robust reform package – due to both political and 
economic reasons. 
 
 
 
Key Words: Lebanon, Hassan Diab, Economic crises, Financial crises, IMF, Indebtedness, 
Economic reform, Conditionality.   
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Chapter One 
Introduction 

 

1.1- Introduction  

 Successive governments, especially those headed by late Prime Minister Rafic Hariri 

since the Taif Agreement in the 1990s, have relied on international funding conferences to first 

support infrastructure projects and later to maintain financial stability and balance-of-payments 

equilibrium. This approach led to deficits in public finances, the balance of payments and the 

productive sectors. The situation worsened with the assassination of Prime Minister Rafic 

Hariri in 2005, leading to political division and economic problems, followed by the 

economy's collapse and the emergence of a severe economic and financial crisis causing 

the collapse of all sectors. However, the International Monetary Fund (IMF) abstained 

from granting loans to Lebanon due to the absence of a government to manage the 

affairs of the Lebanese state. A government headed by Hassan Diab was then formed, 

having but a few options and realizing from its very beginning that the most logical way 

to obtain the necessary funding was to seek an agreement with the IMF. Many hoped 

that the Diab government would be able to carry out reforms and obtain loans. The 

discussion between IMF representatives and the Lebanese state focused on linking any 

financial assistance to Lebanon with the realization of concrete reforms by the 

government. On a related note, Dr. Nasser Al-Saidi, former Minister of Economy and 

former Deputy Governor of the Central Bank, indicated, “Lebanon needs external 

liquidity not only for the balance of payments but also for the government, thus making 
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the IMF's external package and reform program that comes with all associated reforms 

what we urgently need”.1 

Due to the tense political reality and the accelerating economic collapse, the Diab 

government failed in presenting a reform plan that would allow it to obtain support from 

the IMF, which in its strategy attaches importance to addressing the actual causes that 

led to this economic reality, not just providing arbitrary financial assistance. The matter 

ended with the prepared plan being frozen, the political reality worsening, the economic 

situation deteriorating, and President Hassan Diab backtracking on his plans then 

resigning, making his a caretaker government. 

1.2- Topic’s importance: 

This topic’s acquires scientific importance in that it deals with a vital and immediate 

issue for the Lebanese society, which suffers an unprecedented economic and social 

collapse. As such, shedding light on the obstacles that faced the Diab government in 

negotiating with the IMF opens up horizons for subsequent studies that allow 

understanding any negotiation process with the International Monetary Fund in light of 

the deepening economic crisis and the lack of solutions. 

1.3- Topic limitations: 

This research work covers the period from 1992 until the end of the caretaker period of 

Hassan Diab's government, with the aim of analyzing the economic reality before, 

                                                           
1 Ali,M. & Muhieddine, M. Al Ain News. Retrieved from: https://al-ain.com/article/is-lebanon-subject-to-
treatment-imf 
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during and after the end of Diab's mandate. It thus provides only a partial portrait of the 

relationship between the IMF and the Lebanese government.    

1.4- Research question 

Lebanon suffers from economic and political crises. Lebanese politicians made several 

political attempts and finally agreed to form a technocratic government headed by 

Hassan Diab that laid out a plan for economic revival, negotiations with the IMF being 

among its priorities. As such, the question that arises is the following: Why did the 

Lebanese government fail to provide the IMF with a reforms package that would be the 

basis for formal negotiations with the Fund? 

1.5- Literature Review  

The literature on Lebanon's relationship with the International Monetary Fund has shed light 

on many important features that contributed to the stalemate in informal negotiations between 

the government of Hassan Diab and the IMF. 

First, a study based on a series of revisions made by the Arab NGO Network for Development 

(ANND) (2020) which concentrated on constantly monitoring IMF programs in several Arab 

countries tried to comprehend the programs offered by the institution along with their social 

impacts. The intervention of the International Monetary Fund in many Arab countries at the 

end of the last century led to results and repercussions that the study sought to show, as well as 

to understand the programs of the International Monetary Fund through that participation in 

resolving countries' crises. The history of the IMF’s relationship with the Arab countries dates 

back to a period when these countries witnessed a decline in their economies after a long period 

of prosperity, which prompted them to request financial assistance from the International 

Monetary Fund and the World Bank. This assistance came through structural economic reform 
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programs. According to the study, the reform programs made the IMF a main policy making 

partner in these Arab countries. The intervention main result was an enhancement of economic 

growth but also a widening of inequality among social classes. In 2011, the IMF sought in its 

policies to take into account the poorest segments. The study took the Egypt and Tunisia 

experiences as examples that show the failure of IMF to protect the poor classes from the 

negative repercussions of its reform programs. The reading, after studying the reform programs 

in Egypt and Tunisia, gave recommendations about public policies for Lebanon and their 

results. The study discusses the relationship between Lebanon and the International Monetary 

Fund. It also addresses the IMF's recommendations to Lebanon through Article IV and 

criticized resorting to borrowing from the IMF. It considered that such decision requires, with 

its potentially dangerous social repercussions: a government that has popular confidence, 

economic policies that are far from debt, implementation of right social policies, working to 

maintain political stability, fighting corruption and ensuring the independence of the judiciary 

system, as well as other measures. 

In addition, a study by triangle (2020) looks at who will foot the bill of an IMF package for 

Lebanon. It considered Lebanon in need of an urgent cash injection but is currently present 

with few available funding options. What was left for Lebanon is the IMF option which is 

lender of last resort. The study considered implementing an IMF program with all its austerity 

measures to have bad repercussion ranging from recession to an increase in debt to GDP ratio 

and a failure to repay an IMF loan. A better approach would be to address the inequality created 

by any IMF package on poorer section of society. This means balancing between social realities 

in Lebanon and the economic, financial and institutional reforms. The study recommends the 

implementation of a progressive tax reform with an increasing of marginal taxes on high 

income payers, and a privatisation in medium-to-long term to avoid the underperformance of 

state assets, their low value, and the capture of regime elites and their creation of monopolies 
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out of previous state assets. The study concluded with a recommendation to Lebanese 

negotiators with the IMF to come to the negotiation table with policy suggestions that equitably 

split the burden of the bill between the rich and the poor.  

Furthermore, a study by the Oxfam (2020) titled “The IMF and Lebanon: The long road ahead” 

gives an overview about Lebanon financial crisis that push the government to seek IMF 

assistance in the hope to secure the required capital inflows. Lebanon became a defaulted 

country with high indebtedness. The report points out to taken measures that led to the crisis 

as of 1990 as tax inequalities, high interests’ rates with corruption, low fiscal revenues, low 

public investment, low social spending, etc. After crisis, inequality aggravated with currency 

devaluation and inflation. According to the report, “IMF support is being advertised as the only 

lifeboat available to the country” with some fears that IMF assistance will increase inequality 

and have a strong impact on the most vulnerable communities. The report has reviewed IMF 

article IV reports on Lebanon about IMF policy advice to Lebanon. These reports have outlined 

key policy reforms that Lebanon needs to increase revenues and decrease expenditures through 

privatization, taxes increase (VAT, gasoline, alcohol, tobacco, etc), wage freezes and pension 

reforms in the public sector. Lebanon has only implemented some of the IMF advices while 

the IMF has in every report changed its tone and urgency. For the report, these 

recommendations give an idea about IMF program for Lebanon. Oxfam has set its 

recommendations and called the IMF to assess the tax measures impact on vulnerable people 

in order to reduce the regressive impact of the tax changes. Oxfam has requested that fiscal 

consolidation, austerity measures and subsidies removal be accompanied with reforms to 

reduced their impact on vulnerable people. Furthermore, public wage bill and reforming 

pensions for public sector need the establishing of a mechanism for wage indexation to account 

for inflation.   
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Moreover, the Middle East Institute (2020) in the study titled “Lebanon Policy Paper 

Recommendations for a Sustainable Bilateral Relationship” shed the light on the future of the 

US- Lebanon relationship by outlining the US interests in Lebanon and how the US may be 

able to support Lebanon’s stability, reform and the Lebanese people. The report has enumerated 

the US strategic interests in maintaining a strong and prosperous Lebanon. Furthermore, the 

report summarizes the most important points in the Lebanese financial recovery plan and 

emphasizes on the importance to seek IMF assistance to respond to Lebanon multidimensional 

challenges. “IMF assistance is critical to addressing Lebanon’s monetary, fiscal, and socio-

economic challenges”. 

 The report also emphasizes on that the great contribution to Lebanon recovery is that the US 

and the international community show their support. The report outlines the necessity to reach 

commonly supported economic model and an economic strategy in which people are first 

emphasizing on the importance to strengthen and expand social safety nets, the necessity for 

banking restructuring to restore confidence, fiscal regime reforms, transparency, anti-

corruption legislation, enhancing revenues, etc.  The report points out to the conditionality 

criteria proposed by the international lenders and others for economic recovery and the 

importance to make sure that IMF funds and other funds are properly used. According to the 

report, “An IMF-led restructuring is required to restore sufficient confidence for attracting 

investments from external and domestic sources.” 

Studies focused on the IMF being the lender of last resort for Lebanon and the benefits but also 

the challenges Lebanon could have in dealing with this institution. Knowing the importance of 

dealing with the IMF to get out of the crisis, very few studies have carefully scrutinized the 

reasons for pre-negotiations’ failure, thus there is still significant doubt and debate about the 

factors that played its role in such failure. Although the previous studies have focused on this 

stalemate and International Monetary Fund’s Will to help, none has shed light on the 
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overlapping reasons for such failure. Thus, the main objective of this paper is to display why 

the Lebanon failed till now to reach the negotiation stage with the IMF.  

1.6- Hypothesis  

The study’s hypothesis is as follow:  

The failure of the Diab government to formulate a coherent reform plan that meets the IMF 

conditions goes to the interplay of multiple local, regional, and international factors.  

 

1.7- Methodology 

This research work is directed towards revealing: 

1-The reasons for the public debt increase in Lebanon by analyzing the preliminary 

figures issued by the Banque du Liban (BDL) and the Ministry of Finance and the 

reports issued by the IMF on the fiscal deficit, the general budget deficit, the balance of 

payments deficit, debt service and other indicators with the aim of obtaining figures and 

statistics on some sectors whose reality and need for Reform were discussed by the 

Fund as stated in the "Government Reform Plan". These include the public sector and 

the electricity sector. 

2-The content of "the prevailing political discourses in Lebanon and the various political 

opinions through newspapers and research centers. 

As such, the framework in which the understanding revolves is those references and 

sources through qualitative analysis and in-depth study of all numbers and their 

comparison to reach the reasons behind the economic and fiscal problem that the Fund 

seeks to solve. By analyzing these figures, statistics, political discourses and discussions 
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between the Diab government and the IMF, the study will reach a clarification of what 

the obstacles and difficulties that hindered building bridges of communication between 

both parties were. 

In this thesis, we will adopt the qualitative analysis method, the statistical method, the 

comparative method and content analysis. The statistical method is based on statistical 

data and graphs while the comparative method compares different figures over the 

years, namely those related to fiscal deficits and employment rates, among others. 

Content analysis will analyze political discourse. 

1.8- Thesis objectives: 

This thesis aims to find out the reasons behind the Diab government's failure to reach the first 

stage of negotiations and pass it in a way that allows launching the negotiation process with 

the IMF. This is done by detecting the link between the failure and multi-directional factors 

that include: 

Diagnosing prevailing local political conditions that accompanied the Diab government's work, 

which may have had a significant impact on the government's inability to conduct any 

communication with any party, not only the IMF but also any country in the world, whether at 

the diplomatic or financial level. The local political situation includes discussing the following 

points: 

 The absence of international support for the Lebanese government and its relationship 

to the Diab government's failure to reach the negotiation stage. 

 The inhomogeneity among the Lebanese government's components due to the political 

structure and its reflection on informal negotiations. 

 The weak Lebanese-Gulf relations and their repercussions on government work. 
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 The Beirut Port blast and its economic repercussions, the Covid-19 spread and the lack 

of popular support for the government. 

The study will analyze the results of such diagnosis, which allows us to analyze the Diab 

government's failure in managing those unofficial negotiations which in turn failed. 

1.9- Map of the thesis 

Studying the reasons for the failure of or inability to reach meaningful negotiations 

between the Diab government and the IMF formed the main motivation for this research 

work, which came in three chapters and a conclusion. The introduction explains the 

thesis's main outlines. The second chapter provides an overview of the IMF's role, 

foundation, organization, functions, relationship with countries and the conditions it 

sets for providing assistance. The third chapter discusses the economic and financial 

crisis in Lebanon, presenting its causes and results, and includes an analysis of financial 

and economic indicators to understand the nature of the severe crisis that the Lebanese 

society suffers from, which led to the so-called October 17 protests. The chapter also 

tackles the failed negotiations that took place between the IMF and the Diab 

government, explaining why they failed. The conclusion summarizes the thesis's main 

findings. 
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Chapter Two 
The International Monetary Fund 

and The countries’ Financial Crises 
 

A.  The International Monetary Fund (IMF): Its Establishment,   

      Organization, Objectives and Functions 

 
1. Introduction 

          As it deals with the unofficial negotiations that took place between the IMF and the Diab 

government, the thesis reviews, through this chapter, the IMF's foundation and objectives. For 

this purpose, the chapter presents an explanation of the IMF's lending tools and procedures to 

emphasize and detail its most well-known features, namely conditionality, especially when it 

comes to the Lebanese case. 

2.    IMF establishment and organization 

          The International Monetary Fund (IMF) was created in 1944 at the Breton Woods 

conference. It comprises 189 countries working together to ensure global financial stability and 

encourage international monetary cooperation. Its three main missions are surveillance, 

technical assistance and lending. The IMF examines all its member states’ economic policies 

and developments. It offers them technical assistance to develop and establish effective 

economic policies and prevent financial crises. The IMF also establishes reform programs for 

monetary, budgetary and financial policies and provides loans to member states in serious 

financial situations2. The IMF is composed of three decision-making bodies: A Board of 

Governors, an Executive Board, a Managing Director and staff members. Quotas constitute the 

                                                           
2 About the IMF. Retrieved from: https://www.imf.org/en/About 
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IMF’s main financial resources. Each member country is allocated a quota based on its 

importance in the international economy. This quota determines for each country its 

subscription amount, the allowed borrowing amount, and its assigned number of votes. The 

larger the country’s quota, the higher its chances of obtaining significant financial aid3.  

          Lebanon's quota is estimated at 633.5 million SDRs, giving it 0.13% of the votes. The Special 

Drawing Right is an international reserve asset created by the IMF in 1969 to complement the member 

states’ official reserves, considered as one of the Fund’s accounting units. The SDR’s value is 

determined according to a basket of five currencies: the US dollar, the euro, the Chinese Yuan, the 

Japanese yen and the British pound4. 

3. IMF objectives and functions  

          The IMF’s main goal is to maintain the international monetary system’s stability. To this 

end, the IMF undertakes a number of tasks, most notably the following:  First, it avoids crises 

by keeping itself close to its member states’ economies and financial policies. Second, it 

provides said states with technical assistance. Third, it facilitates the growth of international 

trade through a promotion of exchange rate stability. Finally, it provides lending services to 

countries with balance of payments problems to fix any kind of imbalances5. 

Before discussing IMF conditionality, this chapter gives an overview of the IMF’s lending 

instruments and procedure. 

          Any IMF member state facing severe economic troubles which may expose the 

international financial system to risks can seek IMF assistance to overcome them. In response, 

the IMF provides loans to said state with stringent conditions. The IMF lending support 

                                                           
3 Ibid 
4 Maharat-news, Will Lebanon benefit immediately after the IMF distributes the Special Drawing Rights to 
member states?. Retrieved from: https://maharat-news.com/sdrlebanon 
 
5 The IMF at a Glance, Retrieved from: https://www.imf.org/en/About/Factsheets/IMF-at-a-Glance   
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program is conceived according to the Fund’s goals. The IMF has three lending programs: The 

General Resources Account (GRA) that provides non-concessional loans to all member states; 

the Poverty Reduction and Growth Trust (PRGT) that provides concessional loans to eligible 

member states; and the Special Drawing Right (SDR) that has only been allocated thrice 

throughout the IMF’s whole history.  Each of these programs has its own lending instruments, 

terms and conditions. The two main types of loans remain the SBA and the EFF6. 

          As for the IMF’s lending instruments, IMF loans are mainly financed by members’ 

contributions according to a quota system. Each state’s quotas are calculated according to 

certain economic and financial criteria (GDP, capital flows, etc.). The IMF provides loans to 

member states using economic and financial instruments that help them resolve their balance 

of payments problems. According to the 2020 IMF lending fact sheet, there are non-

concessional and concessional lending instruments:7 The non-concessional lending 

instruments are the Stand-By Arrangement (SBA), the Flexible Credit Line (FCL); the 

Precautionary and Liquidity Line (PLL); the Extended Fund Facility (EFF); the Rapid 

Financing Instrument (RFI). The concessional lending instruments under the PRGT program 

for low-income countries are the Extended Credit Facility (ECF); the Standby Credit Facility 

(SCF) and the Rapid Credit Facility (RCF)8.   

          The various IMF lending instruments are adapted to the various balance of payments 

types and the conditions specific to each member state. The two main types of loans offered by the 

institution are the SBA and the EFF. The SBA is provided with a term of up to two years and not more 

than thirty-six months. It is therefore granted to countries with short to medium-term balance of 

                                                           
6 IMF Lending factsheet, 2020 https://www.imf.org/en/about/factsheets/imf-lending 
 
7 Ibid 
 
8 On the determinants and outcomes of IMF loans: a political economy approach. Retrieved from: 
https://erf.org.eg/app/uploads/2021/10/1635100145_533_908094_1492.pdf 
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payments problems9.  As for the EFF, the amount is repaid through longer periods of time compared to 

that of the SBA. These loans are usually granted to countries suffering long-term balance of payments 

problems. They are accompanied by structural, financial and economic reforms10. The assistance 

requested by Lebanon falls under this type of loan. 

          As for the lending procedures, the IMF provides loans to a member state upon its request 

and stipulates economic policies and measures according to the used instrument. The 

borrowing country holds consultations with the IMF to draw up the economic policy agenda. 

The country then signs a letter of intent outlining the adopted policy and the request amount 

for financial aids. The IMF executive board, once approving the agreement, disburses loans in 

instalments contingent on policies execution11.  

          According to the 2020 IMF conditionality factsheet, the borrowing country is responsible 

for selecting, designing and implementing IMF policies to ensure that the IMF-supported 

program will tackle and overcome balance of payments problems. This is called a “country 

ownership of the program”12. The approval of an agreement is based on various economic 

policy commitments, i.e. conditionality agreed upon with national authorities to ensure 

policies’ implementation. 

          If a country did not meet conditions, the IMF may suspend the program, but waivers are 

granted in situations where circumstances beyond the country’s control make it difficult to 

fulfill the original program’s targets; and the program may be reviewed due to new 

                                                           
9 IMF Stand-By Arrangement (SBA). Retrieved from: 
https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/33/Stand-By-Arrangement 
10 IMF Extended Fund Facility (EFF). Retrieved from: 
https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/20/56/Extended-Fund-Facility 
11 IMF conditionality. Retrieved from: https://www.imf.org/en/About/Factsheets/Sheets/2016/08/02/21/28/IMF-
Conditionality 
12 IMF Conditionality 2021, https://www.imf.org/en/About/Factsheets/Sheets/2016/08/02/21/28/IMF-
Conditionality 



14 
 

circumstances (Joyce, 2009). Both the IMF’s lending programs and loan disbursement are 

attached to conditionality, which is at the very heart of IMF procedures.  

          The aid provided by the Fund is conditional on it closely monitoring the beneficiary 

countries’ financial, economic and monetary policies. This is to ensure the implementation of 

a set of strict austerity measures, which the Fund considers necessary not only to solve those 

countries’ financial conditions, but also to ensure it recovers the money it provided. (IMF 

conditionality, 2020). 

          It is worth noting that this monitoring does not end with the end of the lending program 

and the beneficiary countries’ payment of their debts. These countries rather remain subject to 

the so-called “post-program monitoring”, and borrowing from the Fund becomes a precedent 

in their records. When the IMF team working within the aforementioned program discovers 

any macro-economic defect, it immediately alerts the state to take the necessary measures to 

correct this defect13. Babb and Carruthers state that conditionality varies according to the 

conditionality instruments and content14. 

          The conditionality instruments are the ex-ante, post-ante or cross conditionalities. The 

ex-ante conditionality, sometimes referred to as pre-qualification criteria, enables the IMF to 

assist member states having the required qualification criteria without adjusting any policy. It 

reduces the extent and intrusiveness of the ex post conditionality but significantly reduces the 

number of borrowers due to the required qualification criteria. Accordingly, the standard 

conditionality will remain the most used measure. The ex post or standard conditionality 

requires policy adjustments to receive IMF loans. The ex post conditionality imposes the 

                                                           
13 Interpretation of articles of agreement. Retrieved from: 
file:///C:/Users/user/AppData/Local/Temp/[9781451942552%20-
%20Selected%20Decisions%2031st%20Issue%202006%20(Without%20the%20Cd's)]%20Article%20V,%20S
ection%203(a),%20(b),%20and%20(c)%20Use%20of%20Fund%E2%80%99s%20Resources.pdf 
14 IMF Conditionality 2021, https://www.imf.org/en/About/Factsheets/Sheets/2016/08/02/21/28/IMF-
Conditionality 
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implementation of some policies to use IMF resources and guarantee loans repayment. Stand-

By Arrangements and Extended Fund Facilities involve ex post conditionality; the Flexible 

Credit Line involves ex ante conditionality; the Precautionary and Liquidity Line involves ex 

ante and ex post conditionalities15. 

          The conditionality content might be financial or macroeconomic or structural. Babb and 

Carruthers (2008) described the first as being the traditional conditionality and the least 

intrusive one when it comes to things such as interest rate or repayment16. The second one is 

more intrusive when it comes to macroeconomic variables such as budget deficit, interest rates 

or money supply. The lender’s supervision and the adoption of certain economic policies by 

the borrowing country are at its very heart. The third one, structural conditionality, is the most 

intrusive. It is a new step and applies a new generation of reform. It requires fundamental 

changes in the national economy, such as privatization and trade liberalization, policies a 

country may find difficult to implement for the longer run17.  

In general, the Fund's conditions are focused on working to control the state's indebtedness and 

restore balance to the balance of payments, but through measures that can be summarized as 

follows: 

First, the elimination of all forms of subsidies, including the local currency’s exchange rate 

(i.e. the floating exchange rate) and basic commodities and public utilities (flour, fuel, 

electricity, transport and water...). 

Second, the privatization and sale of state property. 

                                                           
15 Cheng. G, Miernik. D and Turani. T. 2020. Finding complementarities in IMF and RFA toolkits. European 
Stability Mechanism.  
16 Babb. S and Carruthers. B. 2008. Conditionality: Forms, Function, and History,  The Annual Review of Law 
and Social Science, 4, 13–29 
17 Babb. S and Buira. A. 2004. Mission Creep, Mission Push and Discretion in Sociological Perspective: The Case 
of IMF Conditionality. XVIII G24 Technical Group Meeting, 
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Third, reducing the size of the public sector, such as reducing and freezing salaries, wages and 

everything of the sort, including reviewing pension systems in the public sector. 

Fourth, increasing the value-added tax (VAT) rates. 

Fifth, lifting quantitative and qualitative restrictions on the exchange of goods and services 

with the outside world. 

Sixth, the liquidation of insolvent institutions, even within the private sector18. 

It is possible to find out these conditions in more detail by looking in depth at the experiences 

of some countries that resorted to the IMF as per the later presentation. 

          As for the conditionality’s importance, conditionality covers both the design of IMF 

lending programs (macroeconomic and structural policies) and the specific tools used to track 

progress toward the targets set by a member state in cooperation with the IMF19, all while 

protecting IMF goals and resources. The Fund’s conditionality aims at helping member states 

to tackle their balance of payments problems without implementing damaging measures to 

national or international prosperity while at the same time protecting the IMF’s resources by 

enhancing the state’s balance of payments and accordingly ensuring loans’ repayment20. Five 

objectives have been enumerated for conditionality21. The conditionality is considered a 

‘commitment device’ used to solve time inconsistency problems and induce governments to 

implement reform policies; it is a bribery used as incentive for governments to apply policies 

that they would not prefer to pursue without financial aids. It is a mechanism to assure debt 

repayment, safeguard IMF resources  and make the necessary reforms within countries; a signal 

for the type of the borrowing country’s government. Lending will be more effective with a 

                                                           
18 Fund Conditionality: Evolution of Principles and Practices. Retrieved from: 
https://www.elibrary.imf.org/view/books/054/02684-9781451956467-en/ch01.xml 
19 IMF Conditionality 2021, https://www.imf.org/en/About/Factsheets/Sheets/2016/08/02/21/28/IMF-
Conditionality  
20 Ibid. 
21 Dreher. A. (2009). IMF conditionality: theory and evidence. Public Choice  141(1-2). 233–267 
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good and honest government. Only good governance will accept conditional aid and is 

committed to apply it; financial assistance is to be spent and disbursed under IMF restrictions. 

This is considered a solution for moral hazard problems as it prevents the recipient from 

abusing the aids and induces it to take cautious steps to prevent bad results while aid transfers 

are restricted22.  

          Many studies have reported failure or low compliance rates with conditions, credit 

ceiling and fiscal rates; while some programs were cancelled, interrupted, suspended and went 

off track. For Edward, a program is most likely to be continued with more foreign direct 

investment in its implementing country, enhancing economic recovery, greater freedom for the 

press to easily access information and stronger rule of law to enhance compliance23. Some 

studies24 show that the compliance with conditionality was high when it was accompanied by 

political stability, a good kind of bureaucracy, a high political cohesion and the inexistence of 

personal interests. Other studies25 show that program interruption was low with stable 

governments, less corruption, less military involvement in politics and lower ethnic tensions. 

Dreher states that conditionality is unnecessary with a committed government and unhelpful 

with a non-committed one26. Khan and Sharma27 emphasize on the importance of IMF 

conditionality, comparing it to collateral that is used to ensure the borrowing country will meet 

its obligations. They pointed out to Haque and Khan’s findings about the positive effects of the 

                                                           
22 Dreher, A. (2009). IMF conditionality: theory and evidence. Retrieved from: 
https://link.springer.com/content/pdf/10.1007/s11127-009-9486-z.pdf 
23 Ibid.  
24 Ivanova, A., Mayer, W., Mourmouras, A., & Anayiotos, G. (2005). What determines the implementation of 
IMF-supported programs? In A. Mody & A. Rebucci (Eds.), IMF-supported programs: assessing program 
design, implementation, and effectiveness (pp. 160–186). Washington: International Monetary Fund. 
 
25 Nsouli, S. M., Atoian, R., & Mourmouras, A. (2005). Institutions, program implementation, and 
macroeconomic performance. In A. Mody & A. Rebucci (Eds.), IMF-supported programs: assessing program 
design, implementation, and effectiveness. Washington: International Monetary Fund (Chapter 9). 
26 Dreher. A. 2009. IMF conditionality: theory and evidence. Public Choice  141(1-2). 233–267  
27 Khan and Sharma, (2003). IMF conditionality and country ownership of adjustment program, The World Bank 
Research Observer, Vol. 18, No. 2 , pp. 227-248 
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IMF lending program on the borrowing country’s current account balances and overall balance 

of payments28. They concluded that recent results have indicated that IMF programs and their 

conditionality are effective in achieving their macroeconomic goals. These mixed results have 

given rise to conditionality criticism.   

          According to the Fund's sources, the most prominent structural reforms and subsequent 

measures that were proposed to Lebanon on several occasions, including the CEDRE 

Conference, are the following: Restructuring the public debt within specific ceilings for the 

deficit and debt to output so that the public debt returns to sustainable levels, floating the 

currency and freeing the Lebanese pound’s exchange rate against the dollar, achieving a 

primary surplus in the general budget, and legalizing the capital control process29. 

          The measures range from increasing taxes on gasoline, lifting subsidies on the electricity 

bill and privatizing the sector, reducing and restructuring the public sector, lifting subsidies on 

imports and “goods and services”, restructuring the financial sector, increasing the value-added 

tax, and gradually abolishing subsidies provided for the government by the Banque du Liban, 

in addition to anti-corruption and other measures of the kind.30                                                            

          As the Fund is aware of these measures’ effects in terms of high poverty rates and low 

standards of living, it encourages the government to expand the program targeting the neediest 

classes by expanding the scope of cash support and establishing an expanded social safety net31. 

                                                           
28 Khan, M.& Sharma, S. IMF Conditionality and Country 
Ownership of Adjustment Programs. Retrieved from: 
file:///C:/Users/user/AppData/Local/Temp/[9781589063617%20-%20IMF-
Supported%20Programs]%20Chapter%207%20IMF%20Conditionality%20and%20Country%20Ownership%20
of%20Adjustment%20Programs.pdf 
29 Al arabi al jaded, 7 conditions from the International Monetary Fund and the World Bank to save Lebanon 
from collapse... Get to know them. Retrieved from: https://www.alaraby.co.uk/7-
%D8%B4%D8%B1%D9%88%D8%B7-%D9%85%D9%86-%D8%B5%D9%86%D8%AF%D9%88%D9%82-
%D8%A7%D9%84%D9%86%D9%82%D8%AF-%D9%88%D8%A7%D9%84%D8%A8%D9%86%D9%83-
%D8%A7%D9%84%D8%AF%D9%88%D9%84%D9%8A%D9%8A%D9%86-
%D9%84%D8%A5%D9%86%D9%82%D8%A7%D8%B0-%D9%84%D8%A8%D9%86%D8%A7%D9%86  
 
30 Ibid. 
31 Ibid.  



19 
 

4. Conclusion 

Through what was reviewed about the IMF's nature, objectives and the conditions it sets in 

order to assist countries that request its intervention, these conditions, which generally center 

around basic reform issues, are a basic starting point to initiate providing any advice, financial 

or technical assistance. This necessitates getting acquainted with some experiences of countries 

that requested assistance to indicate the mechanism for obtaining assistance or the reason why 

they failed to obtain the IMF’s support. 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
, Chediac, O. 5 Conditions for the IMF to help Lebanon. Retrieved from 
https://www.asasmedia.com/news/386459. Lebanontab.com, These are the conditions of the International 
Monetary Fund to help Lebanon. Saudi live, The International Monetary Fund sets 4 conditions to support 
Lebanon. Retrieved from: https://english mubasher.info/countries/sa  



20 
 

B. The IMF and experiences of borrowing countries 
1. Introduction  

Lebanon is among the countries whose economy suffers from many economic crises, especially 

financial ones. As such, we will review the IMF's relations with some countries that had 

financial crises and which were either able or unable to reap the benefit of its assistance. 

 

2. Experiences of some countries facing financial crises with the IMF 

Ukraine:  

          In the recent past, Ukraine suffered a rapid accumulation of government debt, namely 

between 1995-1999 & 2007-201632. The debt level was still high according to emerging-

market economy standards in 2019. Between 2019 and 2021, the country has reached the peak 

of foreign debt repayment levels. After losing its access to financial markets, the International 

Monetary Fund became Ukraine’s lender of last resort33. After requesting its assistance in 2014, 

the country received a credit line of $17.5 billion. This amount was conditional on 

implementing structural reforms34, including maintaining exchange rate flexibility, 

maintaining banking stability and confidence in the financial sector, maintaining fiscal 

obligations and decreasing the fiscal deficit, cancelling fuel subsidies, fighting corruption and 

improving the business climate through the improvement of governance35. 

 

                                                           
32 Koh,w. Kose,M. Nagle, P. Ohnsorge, F. Sugawara, N. Debt and Financial crises. Retrieved from: 
https://documents1.worldbank.org/curated/en/560291579701550183/pdf/Debt-and-Financial-Crises.pdf 
33 Marek Dabrowski,M. Jiménez, M. and Zachmann, G. Six years after Ukraine’s Euromaidan: reforms and 
challenges ahead Retrieved from: https://www.bruegel.org/wp-content/uploads/2020/06/PC-14-2020-final.pdf 
34 Ukraine Receives IMF Support But Must Accelerate Reforms, Retrieved from: 
https://www.imf.org/en/News/Articles/2017/04/03/na040417-ukraine-receives-imf-support-but-must-accelerate-
reforms 
35IMF Survey : Ukraine Unveils Reform Program with IMF Support. Retrieved from: 
https://www.imf.org/en/News/Articles/2015/09/28/04/53/sonew043014a 
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Tunisia:  

          In 2016, Tunisia was able to obtain a four-year loan of US$2.9 billion that was intended 

to create job opportunities and fortify growth36 under the Extended Fund Facility. The loan was 

to be phased in over the duration of the program. The Executive Board discussion on Tunisia, 

Mr. Mitsuhiro Furusawa, Deputy Managing Director, and the Acting Chair declared: “A 

prudent fiscal policy that puts public debt on a downward path will help ease financing 

constraints, reduce external imbalances, and ensure sustainability”37. As a result, a list of 

programs was to be implemented: restructuring public banks and strengthening the supervision 

structure, reducing energy subsidies, gradually increasing electricity tariffs, adopting a tax 

reform plan, stopping public sector employment and reducing public sector promotion38. The 

austerity measures taken by the Tunisian government to fill the budget deficit, which included 

tax increases and fuel price hikes, led to protests in many Tunisian cities in 2018. As a result 

of the persistence of high unemployment rates, these protests were particularly attended by 

youth. Inflation and disparities between Tunisian cities and towns increased and the citizens’ 

purchasing power decreased by 25% according to Tunisian economist Said Ezzedine39. The 

IMF has subsequently frozen the second tranche of the loan granted to Tunisia amounting to 

350 million dollars due to the lack of any real progress in the recent structural reforms. The 

reforms include privatizing state banks and reforming their public finances by increasing taxes 

                                                           
36 IMF Survey : Tunisia Gets $2.9 billion IMF Loan to Strengthen Job Creation and Economic Growth. 
Retrieved from: https://www.imf.org/en/News/Articles/2015/09/28/04/53/sonew060216a 
37 Press Release: IMF Executive Board Approves US$2.9 billion Extended Arrangement under the Extended 
Fund Facility for Tunisia. Retrieved from: https://www.imf.org/en/News/Articles/2015/09/14/01/49/pr16238 
 
38 REQUEST FOR AN EXTENDED ARRANGEMENT UNDER THE EXTENDED FUND FACILITY—
PRESS RELEASE;  
STAFF REPORT; AND STATEMENT BY THE EXECUTIVE DIRECTOR FOR TUNISIA. Retrieved from: 
https://www.imf.org/external/pubs/ft/scr/2016/cr16138.pdf 

39 Tunisia protests: Is there a trade-off between a strong economy and democracy?. Retrieved from: 
https://www.dw.com/en/tunisia-protests-is-there-a-trade-off-between-a-strong-economy-and-democracy/a-
42087864 
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and reforming public sector salaries. According to Reda Al-Saidi, Economic Advisor to the 

Prime Minister, the implementation of these measures is necessary to access the frozen loan 

once more. Jihen Chandoul of the Tunisian Economy Observatory (OTE) NGO considered that 

the government should start negotiating an exit from the loan contracted with the IMF.40 

Jordan:  

          Jordan borrowed several times from the IMF going back to 198941. At that time, and as 

soon as the Jordanian government announced its austerity program aimed at meeting the Fund’s 

conditions which included freezing wages, stopping employment and increasing petroleum and 

commodity prices, popular protests erupted in several Jordanian cities, killing 11 people and injuring 

many others42. Today, Jordan still suffers from high indebtedness, a discouraging growth and a high 

unemployment rate43. These indicators show the failure of loans granted by the IMF to reduce the 

Jordanian public debt to sustainable levels or to improve the Jordanian people’s living standards. 

Austerity has become a prominent feature in the country, putting pressure on the people, especially the 

poorer classes. In 2016, the IMF’s Executive Board approved a three- year US$723 million loan for 

Jordan under the Extended Fund Facility. This loan was conditional on implementing a list of conditions 

requested by the IMF and targeted at reducing budget deficit and debt levels44. These conditions 

                                                           
40 IMF lending freeze “pushing Tunisia to the brink”. Retrieved from: https://www.cadtm.org/IMF-lending-
freeze-pushing-Tunisia 
 
41 Jordan: History of Lending Commitments as of August 31, 2018. Retrieved from: 
https://www.imf.org/external/np/fin/tad/extarr2.aspx?memberKey1=530&date1key=2018-08-31 
42 The IMF and the World Bank in Jordan: A case of over optimism and elusive growth. Retrieved from: 
https://eprints.soas.ac.uk/4810/1/Jane_RIO.pdf 
43 2020 ARTICLE IV CONSULTATION AND REQUEST FOR AN EXTENDED ARRANGEMENT UNDER 
THE EXTENDED FUND FACILITY—PRESS RELEASES; STAFF REPORT; AND STATEMENT BY THE 
ALTERNATE EXECUTIVE DIRECTOR FOR JORDAN 
44 IMF Executive Board Approves US$723 million Extended Arrangement Under the Extended Fund Facility 
for Jordan. Retrieved from: https://www.imf.org/en/News/Articles/2016/08/25/PR16381-Jordan-IMF-
Executive-Board-Approves-US-723-million-Extended-Arrangement 
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included the following: lifting subsidies on bread45, energy and water; increasing taxes46, eliminating 

exemptions from customs duties and exemptions from sales tax, and adopting flexible work policies, 

that is, basing work on reducing the cost of public labor, and reducing the minimum wage47. The 

economic consequences of these conditions (including the pressure brought by living conditions) 

triggered huge protests in several Jordanian cities in 2018, two years after a set of unpopular reforms 

was imposed by the IMF to be implemented by the Jordanian government48. These austerity measures 

also failed to maintain the support provided to the most vulnerable groups; this is why social protection 

programs failed to target such segments of the society49. Trade unions objected to the government's 

austerity measures and demanded abolishing the income tax law. Gino Brunswijck of the Brussel-based 

Eurodad civil society network declared that the debt borrowed from the IMF failed to reduce Jordanian 

debt levels and caused people, mainly those among low-income groups, to go through a vicious cycle 

of austerity50.  

The Greek crisis 

          In 2001, Greece joined the Eurozone and adopted the euro as its currency. To be 

admitted, the Greek authorities have provided false information and incorrect figures about the 

country's economy by concealing its debt problem51.  The admission was conditional to 

                                                           

45 Flour subsidies to be scrutinised. Retrieved from: 
http://country.eiu.com/article.aspx?articleid=1306116914&Country=Jordan&topic=Economy&subtopic=Fo_5 
46 SEVENTH AND FINAL REVIEW UNDER THE STAND-BY ARRANGEMENT AND PROPOSAL FOR 
POST-PROGRAM  
MONITORING—PRESS RELEASE; STAFF REPORT; AND STATEMENT BY THE EXECUTIVE 
DIRECTOR FOR JORDAN. Retrieved from: https://www.imf.org/external/pubs/ft/scr/2015/cr15225.pdf  

47 The political cost of IMF programmes. Retrieved from: 
https://www.brettonwoodsproject.org/2018/07/political-price-tag-imf-programmes/ 

48 The political cost of IMF programmes. Retrieved from: 
https://www.brettonwoodsproject.org/2018/07/political-price-tag-imf-programmes/ 
49 The political cost of IMF programmes. Retrieved from: 
https://www.brettonwoodsproject.org/2018/07/political-price-tag-imf-programmes/ 

50 The political cost of IMF programmes. Retrieved from: 
https://www.brettonwoodsproject.org/2018/07/political-price-tag-imf-programmes/ 
51 In graphics: Eurozone crisis (25 April 2013). Retrieved from https://www.bbc.co.uk/news/business-13361930 
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adopting structural adjustments and complying with a government deficit limit of 3% of the 

country’s GDP, as well as a public debt of 60% of GDP52. The Greek government has publicly 

admitted later on that it has faked its figures to enter the Eurozone. By joining the EU, Greece 

was hoping to boost its economy and tackle its financial problems. However, it was not ready 

to enter this new challenging economic climate as its spending was higher than its revenues. 

The EU’s low interest rates and cheap borrowing have increased borrowing and expenditures 

associated with low tax revenues, low productivity and high wages53. Greece was depending 

on external funding and started to lose investors’ confidence upon the announcement of its new 

government in 2009 that budget deficit is higher than what was previously revealed,54 reaching 

12.9% of GDP, while rating agencies downgraded the country’s credit ratings55. A troika 

constituted of the IMF, the European Central Bank and the European Commission has 

supported Greece with three bailout programs in 2010, 2012 and 2015. These programs were 

linked to austerity measures such as cutting spending, increasing taxes, reducing pensions and 

wages, privatization, etc. In 2015, Greece missed its IMF payment and became the first 

defaulting developed country in the Eurozone. The IMF refused to participate in the Third 

Bailout against new austerity measures unless European lenders provided Greece with debt 

relief56. Accordingly, The IMF did not involve itself therein as a lender, but as a support 

institution57. In 2018, Greece ended its third bailout program with a total borrowing of 330 

                                                           
52  JOHNSTON.M. (Jun 24, 2021). Understanding the Downfall of Greece's Economy 
 https://www.investopedia.com/articles/investing/070115/understanding-downfall-greeces-economy.asp 
53 European Stability Mechanism. What led to Greece’s economic problem.  
https://www.esm.europa.eu/content/what-led-greece%E2%80%99s-economic-problems 
54 The Greek Debt Crisis: Overview and Implications for the United States Rebecca M. Nelson, Coordinator 
Specialist in International Trade and Finance Paul Belkin Analyst in European Affairs James K. Jackson Specialist 
in International Trade and Finance April 24, 2017 https://sgp fas.org/crs/row/R44155.pdf 
55 AMADEO. K. (May 2020). Greek Debt Crisis Explained. Understand the Greek Debt Crisis in 5 Minutes. The 
Balance. Retrieved from www.thebalance.com/what-is-the-greece-debt-crisis-3305525#citation-33 
56 Greece's Debt: 1974 – 2018. Council on Foreign Relations. Retrieved from 
https://www.cfr.org/timeline/greeces-debt-crisis-timeline 
57 MAURICE E. and BACCI. D. (AUG 2018). Greece exits bailouts, but difficult path ahead. Retrieved from 
euobserver.com/economic/142517 
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billion dollars, most of which not being used for investment but rather for debt servicing58. 

Greece’s abovementioned austerity measures led to high unemployment, poverty and 

emigration59. The EU officials have perceived the country’s bailout programs as successful due 

to its return to growth60. However, Greece will be subject to close observation and surveillance. 

It will be referring to bond markets to refinance its debt which will be paid by the Greek 

government all the way until 2069.  

 

Cases that were addressed without IMF intervention  

Malaysia (1997) 

          Malaysia was the only severely crisis-affected country not to adopt an IMF program 

during the Asian crisis that began in 199761 unlike Indonesia, Thailand and South Korea. After 

the outbreak of the Asian financial crisis, the Malaysian government formed the National 

Economic Action Council (NEAC) to develop a plan of action to counter the financial and 

economic attack that the country is being subjected to from speculators, whom Mahathir then 

explicitly accused of being the cause of the Asian crisis. The low levels of external debt have 

helped Malaysia reject IMF assistance62. Malaysia has developed its strategy step by step as 

the crisis progressed. It has, for instance, stabilized the exchange rate, banned offshore trade in 

the local currency, regulated capital flows, imposed selective capital control measures, 

                                                           
58 Syrrakos. D. (August 2018). Greece exits its third bailout – but eurozone still has much to learn from the crisis. 
The Conservation. Retrieved from theconversation.com/greece-exits-its-third-bailout-but-eurozone-still-has-
much-to-learn-from-the-crisis-101709 
59 Oosterveld. B and Tsiknia. A. (August 2018). This Greek tragedy is not over just yet. The Atlantic Council. 
Retrieved from www.atlanticcouncil.org/blogs/new-atlanticist/this-greek-tragedy-is-not-over-just-yet/ 
60 Greece's Debt: 1974 – 2018. Council on Foreign Relations. Retrieved from 
https://www.cfr.org/timeline/greeces-debt-crisis-timeline 
61Buckley.R. and Fitzgerald. S. (2004) An Assessment Of Malaysia’s Response To The IMF During The Asian 
Economic Crisis Singapore. Journal of Legal Studies Sydney- Australia retrieved from 
www.austlii.edu.au/au/journals/UNSWLRS/2017/41.pdf 
62 Mah-Hui Lim and Soo-Khoon Goh . How Malaysia Weathered the Financial Crisis: Policies and Possible 
Lessons. THE NORTH-SOUTH INSTITUTE retrieved from http://www.nsi-ins.ca/wp-
content/uploads/2012/09/2012-How-to-prevent-the-next-crisis-Malaysia.pdf 
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restructured and recapitalized the banking and corporate sectors and revitalized the various 

economic sectors affected by the crisis, thus successfully managing its economy without IMF 

assistance. The Malaysian experience is a lesson teaching all countries that success may occur 

through alternative policies rather than the IMF, and results would be at least as successful63. 

 

Argentina (2005)   

          Argentina has suffered a sharp economic recession during the period between 1999-

2002, experiencing money devaluation, defaulting on debt payment and an economic 

downturn. However, Argentina has had a success story by achieving a 94% growth rate 

between 2002-2011. This growth was reflected in some social indicators: poverty reduction to 

one seventh of the population in 2010, a reduction in income inequality, a decrease in 

unemployment to 0.8%and an increase in employment to 55.7%64. However, this success story 

has been achieved through unorthodox macroeconomic policies and without the assistance of 

International financial institutions, led by the IMF, that provide tens of billions of dollars in 

loans to prevent an economic collapse65. Argentina has adopted many policies that helped its 

economic recovery, including a stable and competitive exchange rate. Furthermore, the 

country’s default on debt payment has paved the way to newly successful macroeconomic 

policies. Argentina has also imposed two unorthodox taxes related to export and financial 

transactions, leading to a budget surplus in 2004, and designed a stipend program for sick or 

unemployed parents. The IMF did not intervene directly at the beginning of the crisis. In fact, 

the IMF, along with other IFIs (international financial institution(s)), has pulled 4 billion dollars 

                                                           
63 KHOR. M. (2005). The Malaysian Experience in Financial-Economic Crisis Management An Alternative to 
the IMF-Style Approach. Third World Network.retrieved from https://www.twn.my/title2/ge/ge06.pdf 
64  Weisbrot.M., Ray.R, Montecino.J, and Kozameh. S (2011). The Argentine Success Story and its Implications, 
Washigton: Center for Economic and Policy Research. Retrieved from 
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out of Argentina’s GDP and recommended tighter monetary policies. The IMF has played a 

negative role by projecting a wrong growth rate. According to Mark Weisbrot and Luis 

Sandoval, the IMF has not approved most of Argentina’s economic recovery policies which 

have mainly boosted the country's economy. Other developing countries should learn lessons 

from Argentina’s step66. 

The IMF’s failure in Pakistan67 

          Since its independence, Pakistan has been seeking financial assistance from the IMF to 

achieve growth. This has not boosted the country’s economy but has rather worsened its 

situation. In July 2019, Pakistan started its 22nd loan since 195868.  

The IMF’s failure is mainly due to high loan interest rates, short repayment periods and tough 

conditions. Furthermore, the adopted policies and strategies are incompatible with the 

countries’ situation and place a heavy burden on the poor classes. Aimed at devaluating the 

currency, reducing the size of budget deficit, increasing interest rates, reducing trade barriers, 

privatizing and liberalizing prices, the IMF conditions are worsening the economic situation 

by increasing debts, unemployment, poverty and income inequality, causing monopoly and 

creating moral hazard. The IMF is also accused of a lack of transparency and involvement as 

it responds to the consequences of a crisis without addressing its root causes. Pakistan still 

imports more than it exports, suffers a high current account deficit, is managed by a corrupt 

leadership and ruled by a weak incompetent system. The IMF’s loan is thus hurting 
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67Nasir.M. (2020). Empirical and Descriptive Analysis of IMF Loans: A Case Study of Pakistan; Pakistan Institute 
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68 Ellis. E (2020). Twenty Second Time Lucky for Pakistan and the IMF. Asiamoney. Retrieved from 
www.euromoney.com/reprintshttps://www.asiamoney.com/article/b1l30932609kdj/twenty-second-time-lucky-
for-pakistan-and-the-imf 



28 
 

Pakistan's economic growth. Pakistan is locked in a vicious circle, borrowing new loans only 

to repay older ones along with their interests. 

The IMF’s success in SERBIA  

          The 2008 international financial crisis has badly affected Serbia with a collapse in 

production, tax revenues decrease and high external financing needs69 leading to economic 

stagnation in a country already suffering from debt accumulation due to its fragile and 

ineffective public sector, and government overspending70.      

          In 2009, the IMF and Serbia have agreed on a disbursing lending program of EUR 3bn 

aiming at providing financial assistance to Serbia in order to support its economic recovery and 

stabilization program71. In its Sixth Review Under the Stand-By Arrangement published in 

2011, the IMF has described the Serbian implementation of the program as satisfactory and 

approved the disbursement of 373 million euros72.   

          The IMF has supported Serbia’s program for fiscal adjustment and economic reforms 

having adopted several austerity measures and structural reforms to meet IMF conditions, 

raising public revenue mainly by reducing government expenditures along with public sector 

restructuring, public wages and pensions freezing, raising current taxes or imposing new 

ones73.  

          In 2017, three years after the program’s implementation, the Serbian economic 

performance has drastically changed. Investors seem to be more confident in the economy and 
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Serbia has recorded a fiscal surplus. Serbia’s IMF-supported program has restored growth, 

corrected fiscal imbalances and kept inflation low and stable74. 

3. Lebanon’s experience with the IMF 

          The Lebanese economy is service-oriented, its main growth sectors being banking, 

tourism75, services and trade76. It is a volatile economy that relies on sensitive sectors such as 

real estate and tourism77. The Lebanese economy is facing a severe crisis; according to the 

IMF, it was estimated to shrink by 12% in 2020, which would deepen the economic slump and 

the financial crisis. Lebanon suffers a large budget deficit due to many factors. First is the 

stabilization of the Lebanese currency which has been pegged to the US dollar. In order to 

maintain currency stability, high interest rates have been placed on government debt78. 

According to Gaspard, the overpayment on interests was huge and Lebanon fell into a debt 

trap79. Second, government expenditures and revenues are unbalanced due to low tax 

collection, heavy spending on infrastructure, corruption and uncontrolled spending80. 

Lebanon’s severe problems include the shortage in dollars alongside the pound’s depreciation, 

not to mention unemployment, inflation, liquidity reduction, the high drop in deposit inflows 

and the decrease in Central Bank reserves just to name a few . According to the Lebanese 
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recovery plan, the roots of this crisis have to do with the dependence on foreign currency 

inflows without implementing or executing sound economic policies. Deposit inflows did not 

enter the economy and were not adequately invested, but they were used to fund public deficit 

with high levels of consumption. The Lebanese economy is considered a remittance-dependent 

economy. Lebanon has a larger inflow of remittances than any other country of the same size 

(world bank 2016 47). It relies on attracting large inflow deposits, especially financial transfers 

made by the Lebanese diaspora. These remittances help in filling the government’s needs. In 

order to maintain the flow of dollar transfers, banks were offering high interest rates for large 

deposits. As such, the Lebanese economy was a kind of Ponzi scheme: banks attract deposits 

in Lebanese pounds and US dollars and place part of them in the Banque du Liban (BDL) as 

deposits remunerated at interest rates higher than those of the market. The BDL then offers 

these high rates to attract capital from commercial banks and then provides loans to the 

Lebanese government. Commercial banks and the BDL were all encouraged by the government 

to lend it by offering high interest rates on its bonds in Lebanese pounds or in US dollars. To 

finance the interests it has promised, the state has therefore borrowed from both the commercial 

banks and the BDL. Accordingly, bank profits increased and BDL could cover its losses. 

Subsequently, the state has found itself mired in debt. This mechanism can continue as long as 

cash is available and there is a balance between money demand and supply. However, dollar 

deposits have left Lebanon and the BDL failed in maintaining the mechanism.  The Lebanese 

economy is dollarized and, due to a shortage of dollars, was unable to repay its debt. 

          Lebanon has received international community assistance multiple times to overcome its 

crisis and enhance its performance. Its needs for foreign aids remain high even though the post-

war reconstruction period is over. Such needs are thus due to post-war inadequate economic 

policies. Foreign aids were first used to finance reconstruction and later to maintain financial 
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stability and balance-of-payments equilibrium81. These aids were given at conferences such as 

the Friends of Lebanon Conference (1997); Paris I (2001), Paris II (2002), Paris III (2007), all 

aimed to provide Lebanon with financial and economic support; Rome II (2018) to support the 

Lebanese army and security forces, the Brussels conference to assist Lebanon regarding Syrian 

refugees and finally CEDRE that was aimed at infrastructures. These donor conferences have 

provided Lebanon with blended financing, grants and loans, contingent on implementing 

structural and policy reforms. 

          On May 1, 2020, Prime Minister Hassan Diab and Finance Minister Ghazi Wazni signed 

a request for assistance from the International Monetary Fund. Diab’s government was the first 

Lebanese government to submit such a request. “This is a historic moment in the history of 

Lebanon. We have taken the first step on the path of saving Lebanon from the deep financial 

gap; and it would be difficult to get out of it without efficient and impactful help,”, said an 

official statement82. Before signing this request, the Diab government announced the country’s 

first debt default in March of the same year. According to Louis Hobeika, professor of 

economics and finance at Notre Dame University, “after Lebanon's default, it will be difficult 

for the country to borrow money in the future”83. This opinion is shared by Sami Nader, director 

of the Levant Institute for Strategic Affairs, stating that “Negotiating after defaulting is a 

problem. Lebanon won’t be able to borrow from international markets in the future….”84 For 

Dan Azzi, the former banker and economic policy commentator, “after defaulting, creditors 

will not stop lending to Lebanon forever; they will just demand higher interest rates and better 
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guarantees when they do”.85 The IMF is Lebanon’s last resort, a view shared by many 

economists86.  

          In fact, Lebanon did not receive any IMF loans prior to signing this request87. However, 

Lebanon, as are all other IMF member states, is subject to IMF surveillance under IMF Article 

of Agreement IV, as the IMF holds annual bilateral discussions with members. As such, the 

IMF’s team of economists assesses Lebanon’s economic and financial position while 

proposing policy priorities and key recommendations to be adopted in order to address the 

country’s economic situation. In the 2019 report, the IMF has urged the need for fiscal 

adjustment, structural reforms, concessionally financed investment, strengthening BDL’s 

balance sheet, all while recommending the adjustment of the package of revenue and spending 

measures and a set of tax reforms relevant to the expansion of the VAT’s base, removing 

exemptions, increasing tax collection, eliminating electricity subsidies to save expenditures, 

increasing electricity tariffs, reforming the wages and pensions bill, noting that the two priority 

areas for reforms are electricity provision and corruption reduction88.  

          The Diab government held negotiations with the Fund based on a rescue plan, but these 

negotiations were suspended after the fund’s negotiating team disagreed over the estimated 

losses in the Lebanese state’ financial system89. The government and the Central Bank had 

different figures and both parties insisted their respective figures are correct. The IMF was 

more convinced by the government figures “being about the right order of magnitude”90. The 
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disagreement within the Lebanese authorities led to the suspension of negotiations. The Diab 

government started negotiations with a weak point, that is, the lack of coordination between 

the Lebanese parties over the government plan on which the Lebanese government will base 

itself during negotiations with the Fund. Politicians, commercial banks and the central bank all 

objected to the government’s financial rescue plan91. 

4. Comparing Lebanon to the above listed countries 

The IMF has always been associated with providing rescue money, enhancing financial 

stability, restoring economy, and many other developmental titles. Greece, Pakistan, Argentina, 

Malaysia, Serbia and Tunisia have all been under IMF programs among other countries.  

 

          Lebanon is not like Malaysia with a low level of external debts. As mentioned before, 

Malaysia was the only country severely affected by a crisis not to adopt an IMF program during 

the Asian crisis that began in 199792, unlike Indonesia, Thailand and South Korea. The low 

level of external debt has helped Malaysia to reject IMF assistance93. Malaysia has developed 

its strategy step by step as the crisis progressed and has successfully managed its economy 

without IMF assistance.  

          Lebanon is the third indebted country after Japan and Greece with debt forming 152% 

of GDP94. The 2019 IMF country report about Lebanon has proposed policy priorities and key 

recommendations to be adopted in order to address the country’s economic situation. The 

report has urged the need to fiscal adjustments, structural and tax reforms, adjustments to the 
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package of revenue and spending measures, eliminating electricity subsidies to save 

expenditures, increasing electricity tariffs, reforming the wages bill and pensions…95. 

Greece, Tunisia and Jordan have all sought IMF help. Greece has cooperated with the IMF in 

2010, Jordan in 1989 and Tunisia in 2013. Lebanon has not yet obtained any loan and is still 

in the process of negotiations with the Fund.  

          Greece and Lebanon have many similarities regarding corruption and governance 

weakness96. Both countries have suffered a budget and trade balance deficit, unemployment, 

deposit outflows, among others. However, Greece, being affiliated to the European union, has 

been backed by a troika (The IMF, the European Central Bank (ECB), and the European 

Commission), after great fears of the country exiting the eurozone which will weaken the Euro 

and destabilize the European project.  Lebanon does not enjoy such a privilege and thus must 

ask the support of the IMF as lender of last resort. Lebanon’s privilege resides in that the two-

thirds of the public debt is internal rather than external, like Greece, and that the BDL owns 

40% of it. Greece's external debt reaches 87% of its total public debt, while Lebanon's external 

debt does not exceed 13% of its total public debt97. It is considered relatively easy to deal with 

internal debt since it is being held by commercial banks and the BDL. Most of the country's 

debt is held by local banks, the country's sovereignty is protected from external influences and 

outer tensions because repayment is less directly related to other countries98.  

          Lebanon’s conditions are very similar to those of Tunisia, with the same conditions 

needing to be adopted in order to receive IMF loans. Tunisia's public debts have hit 100% of 
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GDP99. The country has suffered a currency depreciation, a twin deficit, an external public 

debt, a depletion of foreign exchange reserves, a high public sector wage bill….100. Tunisia has 

been under the IMF’s programs for more than 36 years with two financial loans and dozens of 

reports and recommendations, now (2022) looking for the third loan101. All along the way, the 

IMF has been asking Tunisia things in the line of reducing the public wages and restructuring 

its subsidies system. Tunisia has received two previous IMF loans of $1.7bn in 2013 and $2.8bn 

in 2016 respectively, but both loans were unable to relieve the economy of its crisis102. Tunisia 

was not able to comply with all IMF conditions (public sector salary freezing for example) 

fearing social unrest103. Furthermore, Tunisia is suffering of a political paralysis and power 

struggle between politicians, which may obstruct a new IMF loan104. 

          Lebanon may also have some similarities with Jordan, Egypt or any other borrowing 

country. The IMF Lending conditions are usually the same, whether they be lifting subsidies, 

cutting spending, reducing public wages or freezing public employment. However, each 

country has its own reactions to the loans’ conditions and the capacity or power of their citizens 

to cope with such conditions. 
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5. Conclusion  

This has been a presentation of some examples of countries with financial crises and their 

experience in dealing with the IMF, showing that some of them were able to obtain loans that 

contributed to solving their financial crises and established a kind of stability in their economic 

reality. However, what is interesting in this field is the experience of both Tunisia and Jordan; 

as Tunisia obtained a first assistance loan from the IMF while the second loan was canceled 

due to the lack of any progress in the field of deficit reduction. This also applies to Jordan 

which received IMF assistance and was unable to reduce the deficit but is still receiving 

assistance from the Fund, thus requiring a follow-up on its communication with the IMF to 

find out how did Jordan overcome this issue of being unable to reduce the deficit and still 

receiving IMF lending. The research also conclude from these studies that the countries that 

committed themselves to transparency and sound reform were able to obtain the support and 

backing of the International Monetary Fund. They were also able to overcome their crises by 

focusing on rationalizing spending, reforming the public sector, reducing salaries, raising 

subsidies, and other measures. So, the International Monetary Fund does not set impossible 

conditions, but rather whoever commits to them obtain its assistance. The Fund showed its 

credibility with the countries that showed seriousness with it, and the models mentioned in the 

study prove that. As long as countries adhere to the required conditions and as long as the 

countries are committed to helping themself, they can benefit from the fund's bids. The 

successful experiences of some countries with the IMF confirms that the problem is internal 

and not external, represented by the inability of the Lebanese government to take any positive 

step towards the International Monetary Fund. The Lebanese interior has not made any effort 

to implement the reforms recommended by the Fund. This matter also prompts us to say that 

the Lebanese government should be guided by these steps similar to the rest of the countries 

that benefited from the fund’s bids, and that they did the required effort to obtain assistance. In 
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the Lebanese reality, the Hassan Diab government was unable to benefit from the fund because 

it did not do what it had to do. The countries that adhered to the required conditions benefited. 

As for the countries that failed, Its situation is similar to that of Lebanon, as it is still suffering 

and floundering with its crises, and the countries that relied on themselves relied on their own 

strength and structures and possessed the ability to carry out a more comprehensive policy. 

Self-fulfillment was the result of the country’s economic, political and historical structure, 

which differ from the composition of Lebanon. While Lebanon's economy is based on rent and 

does not have a sound economy. It is based on services and tourism and therefore cannot 

imitated the experiences of countries that relied on themeselves. Through the foregoing and 

based on our study's objectives, the issue of presenting Lebanon's economic and financial 

reality gives a clearer picture of the nature of the negotiations that will take place with the IMF 

and the subsequent related difficulties. 
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Chapter Three 
The International Monetary Fund and the Financial Crisis 

in Lebanon  
(The era of the Hassan Diab government)   

 
 A. The causes and consequences of the financial crisis in Lebanon  
1. Introduction  

After reviewing the IMF's experiences and relations with a group of countries 

experiencing financial crises, and in order to understand the mechanism of the IMF’s 

work with the Lebanese political regime, we will review and examine the Lebanese 

economic reality and the crises the country suffers from, especially the public debt 

crisis, finding out its causes through figures and statistics that will address the period 

extending from 1992 until the formation of the Diab government accompanying the 

October 17 protests. 

2. The Financial and Economic Indicators 

          The macroeconomic indicators suggest the fact that the Lebanese economy was in a state 

of “paralysis”. These indicators are as follows: First, a continuous decline in economic growth 

until it turned negative by 1.9% in 2018 and by 6.5% in 2019105. This indicator reflects the 

economic situation’s fragility and decline. Second, a significant decline in net foreign currency 
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transfers106. Such a detail should not be happening in a country like Lebanon whose economy 

is based mainly on remittances from abroad and is highly dollarized. Third, the rise in 

dollarization to record levels from 65% to 79.8% between 2016 and 2020107. As confidence is 

the basis of any economy, this rise indicates a decline in confidence in the Lebanese economy 

and national currency. Forth come the successive deficits in the balance of payments which 

amounted to 1.99 billion dollars in 2011, reaching 4.8 billion dollars in 2018 and 5.85 billion 

dollars in 2019108, accompanied by a depletion of the banking sector’s external assets. Fifth, a 

worsening deficit in the public budget, which amounted to 11.4% of the GDP109. Sixth, the 

public debt exceeding 170 percent of the GDP110. Seventh, unemployment rates increasing 

from 11.3% in 2018 to 18.5% in 2019, then to 36.9% in 2020111, an unprecedented rise in light 

of a severe economic recession. Finally, the accumulated dues on the state treasury for the 

National Social Security Fund, hospitals and contractors. 

 

3. Diagnosing the crisis in Lebanon 

          If we were to describe the current economic situation, we would start by stating that 

Lebanon is experiencing a multi-level crisis: a financial, monetary and banking crisis to say 

the least. In other words, it is a crisis simultaneously affecting all fields including public 
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finance, exchange rate and banking, accompanied by economic and socio-political crises. More 

precisely, it is a crisis of public debt involving the public finance, a market crisis involving the 

exchange rate, and a banking crisis starting in 2019 followed by a decline in economic 

indicators. The financial and external deficits financed by decades of borrowing has led to a 

series of disastrous results. First of all, they weakened the budgets of the state, the BDL and 

the commercial banks. Second, they caused a sudden halt of capital inflows. Finally, they 

resulted in a decline in Lebanon's credit rating, all the way to bankruptcy after the Hassan Diab 

government officially defaulted on its foreign debt payment. The three episodes of this crisis 

are all linked together. Lebanon is one of the few countries in the world that has gone through 

the three crises together; but it doesn’t stop there. It rather extends to the economic and social 

crises.  

          The first crisis is a financial one, namely a public debt crisis resulting from the 

accumulation of fiscal deficits throughout the Lebanese post-civil war years. The figure that 

summarizes the public debt crisis is the public debt to GDP ratio. Indeed, the Lebanese public 

debt exceeded 170% of the country’s GDP in 2019112. Lebanon ranked third, after Japan and 

Greece, among countries with the highest national debt levels in the world. However, the matter 

does not stop here. If we count the actual debt accumulated by the Lebanese state including the 

BDL’s recently declared debts, the public debt to GDP ratio will exceed 250%, one of the 

highest (if not the highest) numbers in the world. 

          It is not enough to study the debt’s size besides its cost. The debt may be high, but its 

service could be at a low level. In Lebanon, however, said service is very high. The public debt 

service was around $5 billion (2018), 6 billion $ (2019), or more than 9% (2018) and 12% 
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(2019) of the output level respectively113. This means there is a deduction of more than 10% 

from the output, as a tenth of GDP went into financing debt servicing at the time, a high figure 

even by the standards of oil-producing countries. Comparing the debt service amount to the 

amount figuring in the budget of productive ministries (such as the Industry and Agriculture 

ministries) shows the extent of this figure’s strong negative impact and how severe such debt 

servicing can be on the Lebanese government which is paying it. The debt service amount is 

equal to more than 50 times the productive ministries’ budgets; but it does not stop there. At 

the beginning of 2019, the debt service went to the state’s creditors, who are a minority, while 

the majority of the state’s debt went to a few hundred people and institutions. This part is equal 

to two-thirds of the taxes that are collected114, as if taxes are collected from the entire Lebanese 

population and then distributed to this small minority, thus making public debt a financial and 

social burden that leads at the same time to further income imbalance and unfair wealth and 

economic capabilities distribution among the Lebanese people. 

          The second among Lebanon’s many crises is the exchange rate crisis. Lebanon has been 

facing such a crisis for several reasons. The country has adopted a policy of pegging the 

exchange rate against the dollar that dates back to the late 1990s and continues to this very day. 

Since then, Lebanon has been facing stability at the nominal exchange rate; but the real 

exchange rate, which takes into account the variation in the inflation rate, is not stable. As the 

price increase rate from the late 1990s until now was higher than that of other countries, 

Lebanon has deliberately stabilized its currency against the dollar.  In other words, the inflation 

rate in Lebanon is higher than that of any other country. This fact leads the dollar’s purchasing 
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power in Lebanon to decline115. Consequently, any commodity bought in Lebanon in dollars 

used to be bought cheaper from another country, which means that the cost of living in Lebanon 

is higher compared to other countries. This issue leads the Lebanese economy’s 

competitiveness to recede and calls into question the appropriateness of the pegged exchange 

rate policy. More precisely, the talk should not be about fixing the exchange rate, but rather 

about stabilizing it with some flexibility. The use of such a policy of stabilizing the exchange 

rate can be considered appropriate in this case.  However, it costed the Lebanese economy 

dearly due to mismanagement116. The current situation resulted in adopting the monetary 

stabilization of the exchange rate as a policy rather than stabilizing the economy. Monetary 

stabilization means using monetary instruments to defend the exchange rate, whereas economic 

stabilization means using economic tools to stabilize the exchange rate. The primary objective 

was to fix the exchange rate based on a mechanism called the interest rate. Lebanon used to 

attract foreign currency deposits based on almost one essential element, that is, interest rate117. 

This policy used to bring in dollars and foreign currencies from abroad based on the interest 

rate increase to support the pound. There was then a huge difference between the interest in the 

Lebanese market on the Lebanese pound and that of the dollar compared to those granted in 

foreign markets. Interest rates reached 20% in the 1990s. In the recent period, the interest rate 

had an additional 4-5 points from what the interest should really be, a fact based on Lebanon’s 

current situation and risks as well as the interests in global markets. Raising interest rates in 

this way had as main goal to attract money from abroad to maintain exchange rate stability118. 

         Starting from 2011, more money left Lebanon than what entered. Lebanon has 

accumulated more money outflows than inflows, which is roughly equal to $ 20 billion. This 
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amount was nothing but the depositors' funds available in the financial sector, especially with 

the Central Bank. Because of its foreign currency shortage, which increased in 2019 and 2020, 

Lebanon no longer has the necessary foreign currencies to defend the Lebanese pound’s 

exchange rate119. 

          Not only did the money go out because there was no longer any confidence in the 

Lebanese economy or in the financial and banking sector, but also because there was money 

that left Lebanon itself and moved abroad. At least $ 15 billion has fled the country since the 

beginning of 2019 until now.  Perhaps a part of this money (6 or 7 billion dollars) is needed to 

settle transactions with the outside world, but the larger part cannot be justified. These outflows 

of funds were partly the result of personnal interest reasons; in other words, it had to do with 

the narrow personal interests of a group of people, including politicians120. 

 4. The public debt crisis in Lebanon: causes and consequences 

4.1- Terms and definitions 

          The Lebanese public debt is defined as the sum of the state's debts to lenders, whether 

inside or outside Lebanon. The lenders can be individuals, companies, institutions and 

sometimes governments121. It is also defined as the accrual of annual budget deficits. It happens 

when, over the years, the government accumulates expenses more than it allocates tax 

revenues122. The state's public debt consists of two parts: an internal debt and a supplementary 

external debt. Internal debt is defined as the sum of money borrowed by the government from 

lenders within the country. Banks and financial institutions are among the main sources of 

                                                           
119 Ibid 
120 Ibid 
121 Allawati, H. What is public debt? LUSAIL. Retrieved from: 
https://lusailnews net/knowledgegate/opinion/17/07/2019/%D9%85%D8%A7-%D9%87%D9%88-
%D8%A7%D9%84%D8%AF%D9%8A%D9%86-%D8%A7%D9%84%D8%B9%D8%A7%D9%85   

122 Amadeo, k.(2021, December 31) What Is the Public Debt, and When Is It Too High?. Retrieved from: 
https://www.thebalance.com/what-is-the-public-debt-3306294  



44 
 

financing internal debts123. External debt is the sum of all the country's debts to foreign 

entities124. Borrowing parties include governments, commercial banks or even international 

financial institutions125 like the World Bank, the IMF and the ADB126. 

          The public budget consists of two components: revenues and expenditures. Revenues 

consist of tax and non-tax revenues. Tax revenues are formed of direct taxes (such as the 

income tax), indirect taxes (such as the value-added tax) and other fees imposed by the state 

(such as customs duties on imports and exports). As for non-tax revenues, they include things 

like profits of state-owned companies127. Expenditures consist of current and investment 

expenditures. The most prominent components of current expenditures include the salaries of 

public employees, as well as supplies and equipment for public administrations. As for the 

investment expenditures, they are usually expenditures spent on infrastructure from airports to 

roads and so on128. When revenues exceed expenditure, the government will have a budget 

surplus. However, when the opposite happens, the government is said to face a budget deficit. 

In such a case, the government resorts to borrowing to cover the deficit129. The primary budget deficit 

is the difference between the government revenues and expenditures, excluding the interest payment on 
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government debt. This deficit happens when a country has a greater level of spending relative to income 

or when expenditures are greater than revenues130. 

          The balance of payments is a statement of a country’s international monetary 

transactions that happens between residents and the rest of the world at a specified period131. 

It involves the current account and the financial account. The current account shows the list 

of payments for the trade of goods and services (balance of trade) in addition to income flow, 

while the financial account records all the transactions for financial investments. The financial 

account contains mainly foreign direct investments and portfolio investments132. 

4.2 Reasons for the accumulation of Lebanese public debt 

          Public debt has been gradually increasing from 1992 to 2020, growing due to the 

accumulation of annual public finance deficits. Current public expenditures, with their three 

main components (interests, “salaries and wages”, electricity), contributed to the 

unsustainability of public debt, leading to the government's default on paying the Eurobonds. 

The analysis presented in this thesis will showcase the role played by the debt service and the 

public sector employment, especially wages, as well as the accumulation of electricity deficits 

and treasury advances, in increasing the Lebanese public debt. 

The public debt amounted to 2.4 billion dollars at the end of 1992, of which 327 million dollars 

were in foreign currency and the rest in Lebanese pounds. It rose to 6.4 billion dollars at the 

end of 1994. The public debt denominated in dollars at the official 1507.5 LBP per dollar 

exchange rate reached 95 billion dollars in 2020. This high ratio of public debt makes it 
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necessary to show its most important components, which are debt service, salaries and wages, 

and electricity and the factors leading to the public debt increase, especially the high debt 

service that makes Lebanon borrow new loans to pay the old ones' service. 

Billion 
dollars 

Total 
public 

debt 
1992 2.4 

1993 3.7 

1994 6.4 

1995 8.9 

1996 13 

1997 15.6 

1998 18.6 

1999 22.4 

2000 25.2 

2001 28.3 

2002 32.3 

2003 32.4 

2004 35.9 

2005 38.5 

2006 40.4 

2007 42 

2008 47.1 

2009 51.2 

2010 52.6 

2011 53.7 

2012 57.7 

2013 63.5 

2014 66.6 

2015 70.3 

2016 74.9 

2017 79.5 

2018 85.1 

2019 91.6 

2020 95.6 
   

Table 01: Evolution of total public debt (1992-2020) 
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Figure 01: Evolution of total public debt (1992-2020) 

 

Excessive public expenditure 

 

Figure 02: Evolution of total public expenditure 

 

          As the above figure shows, the realized expenditures have taken in most years the same 

upward trend that has dominated implemented budgets since 1992. As the table below shows, 

the realized expenditures exceeded their allocated appropriations with the exception of 1993, 

2001 and 2010-2017, where actual expenditures were below the level of appropriations in the 

budget. 
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utmost miserable state with Lebanon lacking the ability to provide 24/7 electricity across its 

territory. Lebanon's never-ending electricity crisis has led to long hours of electricity rationing, 

forcing the majority of Lebanese people to pay two separate bills, one for the EDL and the 

other for private generator owners. This ineffective sector has been exposed to corruption and 

mismanagement and has cost the Lebanese government 40 billion dollars since 1990. Between 

1992 and 2018 in particular, the total deficit amounted to $36 billion, which was divided into 

two parts. The first consisted of $20.6 billion in transfers to the EDL, while the remaining $15.4 

billion went to interests accumulated on the aforementioned debt. Accordingly, this sector has 

played a decisive role in the economic collapse, with demand exceeding supply and a loss of 

energy in power transmission and distribution. Many are the main causes behind the electricity 

deficit. They include tariffs that are lower than production cost, as well as old and obsolete 

power plants and technical and non-technical losses by 37%, in addition to the impact of the 

Syrian crisis, with Syrian refugees consuming about 500 megawatts of energy. 

 

 

Figure 08: Production and electrical demand 2016-2018 

 

Transfers to EDL $ billion 
1992-2009 2010 2011 2012 2013 2014 2015 Total  
6.40 1.19 1.74 2.26 2.03 2.09 1.13 16.85 

Source: MOF, EDL, Credit Libanais Economic Research Unit 

Table 06: Government transfers to the EDL (1992-2015) 
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Lebanon's fixed exchange rate along with governments' consistent negative trade balance 
and negative balance of payments (as of 2011) and their impact on public debt 

 

 

 

 

Table 10: Trade balance, financial flows and balance of payments in billion dollars. Based 
on the BDL and Lebanese customs’ statistics133.  
 

          As shown in the table above, 2011 has been a negative turning point in the Lebanese 

economic indicators, especially at the level of the balance of payments which moved from a 

surplus of 3.3 billion dollars in 2010 to a deficit of 2 billion dollars in 2011. The accumulation 

of deficits continued throughout the following years, with the exception of 2016 which 

recorded an artificial surplus of $1.2 billion resulting from the BDL's financial engineering. In 

the absence of economic, financial and monetary reforms, the BDL, through these engineering, 

attracted foreign currency capital from abroad and succeeded in employing it inside Lebanon 

as Eurobonds as shown in its foreign currency deposit certificates. The internal political 

instability on the one hand and the Syrian war that erupted in 2011 on the other hand also 

contributed to drying up Lebanon's main external sources of fresh dollars. The situation that 

Lebanon has experienced as of 2011 has affected the investment climate and multiplied the risk 

factors in the country. The risk factor in turn affected the interests which Lebanon had to 

                                                           
133 Economic Report 2020. Chamber of Commerce Industry and Agriculture. 
https://ccib.org.lb/uploads/Economic%20Report%202020_1.pdf 

 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Trade 
balance 

-13.7 -16 -17.6 -18.1 -18.1 -15.6 -16.1 -16.7 -17 -15.5 -7.8 

Financial 
flows 

17 14 16.1 17 16.7 12.2 17.3 16.5 12.2 11.2 -2.8 

Balance of 
Payments 

3.3 -2 -1.5 -1.1 -1.4 -3.4 1.2 -0.2 -4.8 -4.3 -10.6 
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multiply, leading in turn to the absence of investments and the weakening of Lebanon's 

sovereign rating. The banking system moved from playing its natural role, I.E. granting loans 

and stimulating the economy, to financing the state's deficit, the latter's expenditures exceeding 

its revenues. But what is remarkable is that despite all these challenges, the state kept pegging 

the pound's exchange rate against the dollar at 1507.5 LBP/dollar in spite of the multiple 

exchange rates on the black market. Such a pegging for the dollar has had a high economic 

cost: in order to keep the pound at such a pegged exchange rate, the BDL was forced to use up 

all its hard currency reserves to defend the pound in markets where its exchange rate was 

fluctuating rather than pumping said reserves into the economy itself. This in turn has 

drastically increased unemployment and immigration and weakened investment. 

          The table above also shows the trade balance's fragility and deficit over the years. This 

deficit means that the balance has absorbed a lot of foreign capital flows that have reached the 

Lebanese economy without the real economy benefiting from them. These flows were mostly 

used to cover the trade balance deficit, AKA the import bill, instead of having a positive impact 

on the actual economy. These flows were attracted by the high interest rates policy and were 

not invested in the productive sectors and thus did not contribute to rebooting the economy. 

          The Lebanese economy is consequently facing a set of challenges demonstrated by both 

the Syrian war (that led to the displacement of millions of Syrians to Lebanon and the decline 

in economic growth to less than 1% in 2019) and the balance of payments (as capitals are no 

longer coming to Lebanon). The result was the exposure of the Lebanese economy to an 

increase in unemployment, immigration and risks, prompting an increase in the cost of debt as 

a result of the increase in interest, as well as a drop in Lebanon's credit rating. It can also be 

concluded that the chronic deficit in the trade balance, which was accompanied by a decline in 

capital flows to Lebanon, has accumulated deficits in the balance of payments since 2011. This 
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financing problem was carried out through borrowing, meaning an increase in the Lebanese 

public debt. 

With the constant deterioration of the economic and living situation, protests and 

demonstrations showed up in the streets (some economically-motivated and some politically-

motivated), most notably the October 17 protests. 

 4. 3 October 17 protests: causes and political and economic consequences 

          The October 17 revolution consisted of massive protests and demonstrations. It marked 

the beginning of a new episode in Lebanon’s history. As much as these protests were the result 

of the economic and monetary crises and their direct impact on the Lebanese people, they were 

also the fruit of structurally failed economic and political systems and corruption involved in 

the work of consecutive governments134. 

          In October 2019, the Saad Hariri government approved an austerity budget with new 

taxes and public expenditure cuts that was aiming at saving the Lebanese economy of abysmal 

debt, increasing the state revenue and tackling the huge deficit135. These new taxes, imposed 

on October 17th, 2019, included taxes on petrol, tobacco and on WhatsApp calls (which 

themselves are provided for free by WhatsApp) amounting to 20 cents per day. The new range 

of taxes contributed to the outbreak of protests in Beirut and many Lebanese regions with angry 

protesters declaring an open strike until the government resigns. Despite these crises, the 

government has shown almost no response, and the Central Bank rather kept on protecting the 

interests of banks and political elites alike136. Although the government quickly gave up its 
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decision to impose the WhatsApp tax, protests have taken to the streets, and mass 

demonstrations on October 20, considered among the largest in Lebanon, called the Saad Hariri 

government to step down137. The protestors’ short-term demands were namely the Hariri 

government’s resignation and the appointment of a new government of independent experts138. 

The protests have evolved into a much wider uprising against the political class, and protesters 

called for "the fall of the regime"139. The Hariri government resignation was followed in 

January 2020 by the appointment of a new cabinet headed by Prime Minister Hassan Diab. 

This, however, did not achieve protestors’ demands, mainly of forming a purely technocratic 

government140.  Protesters have thus called, among other demands, to overthrow the ruling 

elites, get rid of the ruling political class and reject the sectarian power sharing system. 

          These protests have shown the incompetence and indifference of the country’s ruling 

elite, but did not accomplish their envisioned change to reform the country’s political 

system141. The protests did not succeed in overthrowing said elites and parties, but rather 

shook them up142. Nowadays, the economic and social situation has only worsened. Lebanon is 

bankrupt, its currency continues to depreciate, and the unemployment rate has increased 

catastrophically143. 
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          In addition to the range of taxes imposed by the Hariri government, the massive protests 

were fueled by Lebanon’s severe economic and monetary crises which have severely affected 

the Lebanese people’s living conditions144. As of early October 2019, the Lebanese pound has 

started to lose its value against the dollar and the lack of dollars in circulation has affected all 

imported goods. The government and the central bank did not take any measures or steps to 

solve the problem or address its multiple negative consequences on the Lebanese citizens’ 

living conditions145. Socioeconomic and sociocultural demands were key features for the 

protests that took place in Lebanon146. The government’s failure to implement quick reforms 

directed protestors’ anger to politicians and banks alike. This meant that protestors were also 

rising up against the Lebanese neoliberalism that divides them to maintain control over their 

life147. As such, the Lebanese uprisings have been a historical moment that has brought 

together many desperate Lebanese citizens and given them a voice to express their anger 

against the deterioration of their conditions and the corruption of political elites. Protestors 

demanded their rights and called for economic and political change. Echoing the 2011 Arab 

spring, the Lebanese people have called for the political regime’s downfall not only by bringing 

down leaders and dictators, but by ousting the sectarian neoliberal regime that co-opts and 

represses progressive political movements148. 
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          The October revolution brought together people of different social classes149. However, 

the politicization prevented trade unions from participating in the revolution and pushed youth 

and feminist organizations to fill this void. This, in turn, led popular organizations to demand 

that politics be separated from the work undertaken by said trade unions, thus calling for the 

creation of new organizations that would replace the existing politicized ones150. In light of 

these developments, the ministers of the Lebanese Forces party resigned from the government. 

On October 21th, 2019, the then PM Saad Hariri declared a new reform paper that included a 

series of provisions, mainly a cut of the state budget by 3.4 billion dollars. However, the 

demonstrators rejected the reform paper and insisted again on the resignation of the Hariri 

government. In light of the demonstrators continuing their sit-in in Lebanon’s main squares 

and the ongoing general strike that included schools, public institutions and banks alike, Hariri 

resigned on October 29, 2019151.  

          His government continued as a caretaker government; and the protestors have thus 

achieved their short-term demand. For long-term demands, protesters asked the state to provide 

better public services and living conditions such as job opportunities, social security and 

healthcare152. Additionally, the protesting social movements’ aspirations go beyond the 

government's resignation and the economic-social demands to address the sectarianism 
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dilemma enshrined in both the Lebanese political system and the state institutions153. Many are 

the surveys that showed the high degree of isolation felt by the Lebanese people toward their 

political institution. Citizens also expressed their anger at the spread of corruption and the 

absence of basic public services such as water, electricity, communications, roads, traffic 

systems, drinking water networks and sewage networks154. The demonstrators expressed their 

rejection of the post-civil war reconstruction process in Lebanon, including changing Beirut's 

role by involving the country in neoliberal politics. In cutting off Lebanon’s main roads and 

protesting in its most notable public squares and symbolic places (especially within Beirut), 

protestors sought the country’s restoration and cleansing from the authority of the sectarian 

state155. The revolution deeply condemned the politicized economy ruled by sectarianism, 

considering it a source of political class greed, as well as condemning its exemption from 

accountability156. The political system uses several strategies to protect itself from any probable 

collapse, such as reinforcing political divisions, thwarting any attempt to establish a civil state, 

and attracting foreign states' interference157. Despite its success in balancing the post-civil war 

power distribution, the Lebanese political system also created an imbalance in the public 

sector’s work. This system allowed the political elite to use this sector to serve the sectarian 

politicized economy; resulting in a “clientelistic” system for the ruling elite in exchange for the 
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sector's loss of administrative independence and of its ability to adopt national objectives158. 

The structure of both public and private institutions serves the politicized sectarian economy.      

This coalition explains the secret behind the strength and resilience of the Lebanese sectarian 

system. The recent popular movements, with their economic demands, constitute a scene for 

political action outside the sectarian system. The people rebelled against their poor social and 

economic conditions and condemned the sectarian system. Moreover, the demonstrators looked 

forward to a better future through the lenses of an inclusive identity outside the sectarian 

framework159.  

          On the political level, and despite its inability to bring down the sectarian system, the 

uprising succeeded in creating many symbolic and societal transformations to highlight the 

upcoming change process160. The creation of new people-centered, politicization-free 

organizations is one of those symbolic transformations. Since the formation of the state of 

Greater Lebanon, its power-sharing has been based on sectarianism. However, changes in 

lifestyles and political values that were reinforced by the uprising would lead to potential 

changes in power-sharing within the political system to be based on citizenship rather than on 

sectarianism161. The impact of these uprisings remains a matter of debate. The first victory was 

the resignation of Prime Minister Saad Hariri on October 29, 13 days after the start of the 

October 17 leaderless decentralized revolution162, bringing down the national unity 
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government that included almost all the political forces the protesters were denouncing. Some 

smaller but noticeable achievements came along the way, including Hariri’s 5-point reform 

plan prior to his resignation163. Hariri’s resignation was followed by Hassan Diab’s 

appointment to form a new government164. The main task given to the new government was to 

get Lebanon out of its economic and financial crisis. Protestors, nevertheless, continued their 

demonstrations against the country’s ruling elite165. Hassan Diab claimed he met protestors’ 

demand by forming a technocratic government and insisted on meeting other demands such as 

having an independent judiciary, fighting illicit gains, etc. However, protestors considered 

Diab’s government a political government backed by the already ruling political parties166.  

          At the economic level, the economic policies that have been poorly managed by the 

ruling class have led to the destruction of both the Lebanese economy and society. In October 

2019, a series of economic crises followed, including the public default and the banks and 

national currency crises. The economic situation has continued its decline with the spread of 

the Corona virus and the Beirut Port blast. The economy was exposed to a 25% contraction in 

2020, as well as to inflation at a large rate, leading to a decrease in real incomes and the loss 

of job opportunities167. As such, the country is living an economic recession caused by 

Lebanon’s adoption of liberal economic policies and of a rentier economy since the 1990s. 
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Other consequences include hyperinflation and the increase in poverty rates168. Demonstrations 

continued against the BDL’s policies and the pound’s collapsing exchange rate against the 

dollar, which started when commercial Lebanese banks allowed the withdrawal of pounds at 

their own imposed rate169. As such, Lebanon continues to face compound challenges and a 

speedily worsening economic and political situation170. 

5. Conclusion 

It is clear from the presentation and analysis of the figures and statistics related to the state’s 

public finances that the deficit in the public budget is a successive accumulation of declining 

revenues and increasing spending, especially to service public debt, salaries and wages and 

largely due to financing the still failing EDL considered as one of the most dilemmas that 

previous governments failed to solve although it could be given the right circumstances. These 

figures and statistics also show that the deteriorating economic reality faced by the Diab 

government is not something recent nor is it the result of a small period of time, but rather 

extends from 1990 while its peak intersected with internal discordant political situations. 

Lebanon has a deep structural defect in all its economic structures, the most prominent of which 

is the electricity and balance of payments deficit, as a result of the absence of a correct 

economic vision. This statistical and analytical presentation gives a clear picture of the complex 

and thorny task that the Diab government tried to confront based on rounds of preliminary talks 
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with the IMF to explore the possibility of reaching a starting point that would allow the Fund 

to unlock its assistance getting Lebanon out of its financial crisis. 

 
B. The IMF and the Hassan Diab government's relationship to the crisis 

 
1. Introduction 

This section aims to provide multiple explanations for the Diab government's failure to 

formulate a reform plan that responds to the IMF's lending terms. The chapter begins 

by elaborating on how, why and when the Diab government was founded. It stresses 

that the failure to formulate the reform plan should be attributed to the interaction of 

multiple factors operating at the local, regional and international levels. 

2. The Hassan Diab government formation 

          On October 29th, 2019, the Hariri government announced its resignation in response to 

anti-government protests171. Lebanon was then trapped in a political deadlock of three months 

that ended by nominating Hassan Diab as Prime Minister172. After a few failed attempt at 

nominating a candidate for the post of prime minister173, and in an attempt to deal with the 

nationwide protests, Hassan Diab, the academic, former education minister and vice president 

of the American University of Beirut, was chosen to form a new government, which was 

announced on January 21st, 2020. Diab's name was proposed at the last minute after Hariri 

announced that he would not be a candidate once more to fill the vacant post174. At the heart 
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of this decision was the dispute over the government’s form and Hariri’s failure to obtain the 

support of the two largest Christian blocs in parliament, the Free patriotic movement and the 

Lebanese forces, in a country whose regime is based on consensus among all sects175. Diab’s 

appointment was rejected not only by protestors but also by some political parties. Protestors 

considered him a reflection of the old political class responsible for the crisis176. They have 

always rejected calls to choose their representatives for dialogue as urged by Lebanese 

President Michel Aoun177 and Hezbollah Leader Sayyed Hassan Nasrallah178. As for Diab, he 

tried to expand consultations beyond the parliamentary blocs to include representatives of the 

“October 17th revolution”, but only a few protestors responded to his call and met him amidst 

a massive rejection by the influential revolutionary groups179. His political supporters 

considered him able to sustain the political system and prevent the collapse of the 

consociational model of governance180. However, his political opponents refuted him for not 

being an independent figure and for not receiving enough Sunni votes181. Protesters had 

rejected him because they thought he did not have the required qualifications for this position 

at such sensitive times182.  
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          Diab was not endorsed by all parliamentary factions. He received 69 votes (out of 128 

parliament members), all of which belonging to political groups of the same affiliations 

represented by the March 8 group with a weak Sunni cover183. The major Sunni leaders had 

decided not to endorse his nomination184 and, as such, he was not backed by his own sect, thus 

violating the established rule of Lebanon’s sectarian system choosing the strongest in his sect 

to represent it in power185. Only six Sunni deputies nominated him outside the major Sunni 

blocs, while the most prominent representatives of the Sunni sect to which he belongs abstained 

from voting for him, most notably former Prime Minister Saad Hariri and his Future Movement 

deputies. Diab received the votes of  Hezbollah, the Amal Movement, the Free Patriotic 

Movement and their allies including the Marada Movement, a group of 5 Sunni MPs known as 

the “Consultative Gathering”, the Syrian Socialist Nationalist Party, Deputy Parliament 

Speaker Elie Ferzli and MP Jamil Sayyed186. As Hassan Diab did not receive the endorsement 

of all political parties, his government did not consequently include all Lebanese major political 

parties such as the Sunni Future Movement headed by Hariri, the Christian Lebanese Forces 

party led by Samir Geagea and the Progressive Socialist Party led by Walid Jumblatt187.   

          The government’s birth was not easy in a country that sometimes needs several months 

to agree on sharing quotas among its components. Disagreement had emerged between the 

political forces over the government’s shape and their respective governmental shares. 

Demonstrators in the streets were demanding the formation of a technocratic independent 
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government of specialists from outside the political class188. Diab aimed at forming a 

technocratic government of about 20 ministers representing all the parliamentary factions and 

the popular movement in a period of four to six weeks189. However, he faced many obstacles190 

related to the dispute between the political parties over the number of ministers appointed by 

each of them in the new government, the distribution of ministerial portfolios and the blocking 

third191. He first struggled to form a mini-government of 18 ministers, the political parties 

objecting to his proposal to ensure greater representation192. Furthermore, the forming of an 

independent government was considered an unrealistic proposal as political parties insisted on 

naming their representatives193. Diab finally agreed to form a government of 20 ministers to 

satisfy all the political parties194. This government was the third under President Michel Aoun 

after two governments headed by Saad Hariri. The new government was formed by Diab 

himself as being a nonpartisan technocratic government in the sense that its members were not 

affiliated with any political party195. Its members were not well known in politics and were for 

the most part academics or specialists in fields not necessarily aligned with their ministries. 

They were chosen with the express purpose of avoiding names that protesters might consider 

provocative and/or affiliated to the existing political class196. However, political parties that 
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supported Diab seemed to have named their own specialist representatives within the 

government197.  

 

          Diab’s government lineup was composed of 20 ministers with 22 ministerial portfolios, 

including six women. For the first time, not all major political parties were represented in the 

government198. Regardless of whether ministers were considered technocrats, each minister 

was appointed by one of the main pro-Syrian political parties199. The Prime Minister’s share 

of the government was of four seats. Hezbollah, the Amal Movement, the Marada Movement 

and the Lebanese Democratic Party were given two seats each.  The “consultative gathering” 

and the Tashnaq party were given one seat each. The Free Patriotic Movement bloc nominated 

six ministers200, thus having one third of the ministerial seats (I.E. the blocking third) if 

counting the Tashnaq and Lebanese Democratic Party’s seats, both being members of the FPM-

led bloc, giving the FPM the ability to block any cabinet decision201. The Future Movement, 

the Progressive Socialist Party and the Lebanese Forces refused to participate in the 

government, making it a one-color government202. 

 

          The Diab government was seen as dominated by Hezbollah203, thus failing to acquire a 

broader political base than the one it had upon formation. Its weakness lay in its lack of support 
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from the Sunni community, protestors and gulf countries for being the product of Hezbollah 

and its allies204. It was seen as a representation of the old sectarian system with no trust in its 

ability to make any tangible reforms205. Throughout its short term of eight months, the path of 

the Diab government was shaped by local, regional and international factors. 

 

 

3. Reasons for negotiation failure  

3.1 Local factors 

Cabinet’s internal divisions and reliance on the support of the established but divided 

political class 

          After gaining parliament confidence, the government initiated administrative measures, 

namely trying to replace a few people at the head of some public administrations and financial 

institutions among other decisions, perhaps in an attempt to give an image to the international 

community that it is seeking reform in parallel with seeking communication with the IMF by 

elaborating a reform plan. We can summarize what the government faced in the issues it tried 

to approach as follows: 

          The Hassan Diab government has never been fully united or operated in full cooperation 

amongst its members since each minister had his/her own political agenda. During its life of 

eight months, the government faced a multitude of challenges that reflected its internal 

divisions and reliance on the support of a divided political class. The government was internally 
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divided on multiple files, especially on the administrative and financial appointments, capital 

control206, the electricity plan207 and resorting to the IMF208. 

 

a- The administrative and financial appointments 

          In its session held on June 10th, 2020, the Council of Ministers approved a package of 

financial and administrative appointments after reaching a political consensus among its 

components. On the April session, the financial and banking sector appointments item was 

moved out of the discussion due to disagreements over the political quotas’ distribution, so 

much so that the leader of the Marada Movement Sleiman Frangieh threatened to withdraw the 

Movement’s ministers from the government, accusing the Free Patriotic Movement of 

monopolizing the Maronite shares in public jobs209. It was clear that the government was still 

following the approach that was followed by all previous governments by placing sects and 

parties’ interests above the national interest and competencies210. Party leaders had threatened 

either not to attend the session or to withdraw their ministers from the government if not given 

their due share in the appointments. Diab stated that “the appointments should be based on 

competency, not on political quotas”211. On June 2020, The Lebanese Cabinet approved the 

financial appointments amidst a boycott by the two Marada Movement ministers. Frangieh said 
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he disagreed with “shameless appointments based on sectarian interests and quotas rather than 

merit”212. The session was held at an untimely date to appoint Muhammad Abu Haidar 

(affiliated with the Parliament Speaker Nabih Berri) as director general for the Ministry of 

Economy one day before he turned 39, allowing him to serve in his post the State’s required 

25 years of service in a public office before reaching the legal retirement age of 64213. In turn, 

the Amal movement denied its involvement in bringing the cabinet session date closer, noting 

that this matter is exclusively in the hands of the Prime Minister and the President of the 

Republic214. Political forces think they have a vested right to appoint whomever they wish, not 

only to discuss the proposed nominations. The nominees’ sectarian and political affiliations 

were more important than their competencies, qualifications or achievements215.  

          The same political conflict happened for judicial formations and turned into a major 

political division. The President of the Republic, General Michel Aoun, did not sign the draft 

decree of judicial formations and transfers, referred them to the Presidency of the Government 

with a series of remarks about them, pointing out that “Reconsidering the transfers is possible 

and is left to the discretion of the Higher Judicial Council”.216 
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b- The electricity plan  

          In 2010, Gebran Bassil declared an electricity plan stipulating the establishment of three 

plants in Zahrani, Deir Ammar and Selaata. The plan was disrupted several times under various 

political pressures. On April 8, 2019, The Council of Ministers approved the amended 

electricity plan submitted by the Ministerial Committee. The 10-year plan aimed to increase 

the electricity supply, largely through the construction of six new power plants in Deir Ammar, 

Zahrani, Selaata, Jiyyeh, Zouk and Hreisheh217. The Selaata plant, among others, had been an 

important factor in the electricity conflict. Deir Ammar is considered a Sunni plant, Zahrani a 

Shiite plant and Selaata a Christian plant. The head of the Free Patriotic Movement, MP Gebran 

Bassil, urged the construction of the Selaata plant, thinking a number of locations is needed to 

secure electricity; others believe Bassil wanted a power plant in a Christian area218. The 

Parliament Speaker Nabih Berri wanted to amend the previous government’s plan in line with 

the current financial situation through rehabilitating the existing plants instead of constructing 

new ones219. On May 14th, 2020, the cabinet excluded the Selaata plant from the first phase of 

the plants’ construction220. On May 29th, 2020, President Aoun asked the Council of Ministers 

to reconsider the decision taken with regard to the electricity plan in a previous session and to 

proceed with the plan as it was conceived in 2019, given the fact that the electricity project is 

of great importance for negotiations with international institutions221. Aoun and Bassil were 
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then able to push the Diab government to retract its previous decision to postpone building the 

Selaata electricity plant222.         

 

c- Capital control  

          The capital control law drafted by the Minister of Finance Ghazi Wazni was another 

reason for dispute and division amongst cabinet members. This draft law was subject to many 

amendments after long discussions with the representatives of the central bank, the Association 

of Banks as well as advisors, thus changing its initial content accordingly223. After submitting 

the draft to the cabinet to be discussed and approved, the Finance Minister Ghazi Wazni 

withdrew himself from the cabinet’s discussion table224. There first was a veto set by 

Parliament Speaker Nabih Berri and Hezbollah, as the proposed formula aimed at protecting 

banks, not depositors225. Opinions within the cabinet were conflicted, leading to shelve the law 

draft, being withdrawn by Wazni from the agenda stating that it was subject to many comments. 

Minister of Agriculture Abbas Mortada stated that this subject falls within the prerogative of 

the BDL Governor and that we should not bear this bill’s consequences and legitimize 

violations made by banks. Minister of Justice Marie-Claude Najm said: "The bill includes both 

positive and negative points. It is true that it does not fall under our jurisdiction, but we can 

pass it." Minister of Economy Raoul Nehme supported the Minister of Justice and defended 
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the bill226. After a stalled period of about a month, the capital control issue returned to the 

forefront due to the “honeymoon period” between Berri and Gebran Bassil which was 

manifested by an agreement to submit a joint proposal for Capital Control. On May 20th, 2020, 

Alain Aoun, Simon Abi Ramia and Yassin Jaber submitted a capital control proposal; however, 

after receiving comments from the IMF and the BDL, it was transferred by Berri to the finance 

committee, thus rejecting the bill for the third time227. This item on the government’s agenda, 

like most other discussed subjects, had caused a great political and economic division within 

the cabinet and parliament. However, despite its importance in managing liquidity and being a 

priority required by the IMF and the international community, “the Hassan Diab government 

has failed even to finalize a bill”228. 

 

d- The IMF option 

          The disagreement began to emerge between the political parties as some of them 

supported the IMF’s intervention to implement reforms while others did not. Political parties 

had divergent views on crucial issues, including resorting to the IMF to get out of the crisis. 

For some of them, the IMF is a rescuer from the crisis, while for others it is a step to put 

Lebanon under American auspices. 

          Hezbollah was one of the Diab government’s main backers. The party’s position 

appeared extreme in a speech by Sheikh Naim Kassem, deputy leader: “We will not accept 

submitting to (imperialist) tools... meaning we will not accept submitting to the International 
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Monetary Fund to manage the crisis….”. “Yes, there is nothing to prevent consultations...and 

this is what the Lebanese government is doing”229. Hezbollah MP Hassan Fadlallah then 

declared that “Our current position is not towards the Fund as an international financial 

institution, but rather  towards the terms offered to Lebanon which will lead to a popular 

revolution”230. Finally, Sayyed Hassan Nasrallah announced “If the conditions do not breach 

Lebanese sovereignty, or at least do not contradict Lebanese law... then Any assistance within 

logical conditions is possible. There is no problem with this”231. The party is cautiously 

supporting IMF assistance according to the imposed conditions. Hezbollah’s main opposition 

relied on allowing the IMF to manage the financial crisis by imposing harsh economic 

conditions, not to mention it being a US tool aimed at controlling other countries232. Rejecting 

the IMF or conditionally accepting its assistance is related, but not limited, to the IMF’s 

loyalties, as well as its imposed conditions that would affect poor classes233 and would not 

bring a solution to the real causes of the economic crisis. 

          The Amal movement’s position with regard to IMF assistance was not different from 

Hezbollah’s. Lebanese Parliament Speaker Nabih Berri had the same opinion, according to a 

close source, about seeking technical support from the IMF without totally handing it the 

country’s reins due to its “inability to meet its conditions”234. 

          However, The Future Movement, the Lebanese Forces Party and the Progressive 

Socialist Party are all advocates for resorting to the IMF to get out of the crisis. Democratic 
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Gathering member Deputy Bilal Abdullah spoke about the Progressive Socialist Party’s 

position on the matter, “...Unfortunately we have no resort but the IMF, even if its measures 

are harsh, unless the government has other options”235. Walid Jumblatt, leader of the 

Progressive Socialist Party, said that “there is no escape from cooperating with the IMF to find 

a way out of the financial crisis that is afflicting Lebanon”236, considering the Lebanese 

government resorting to the IMF a “positive step”237. The IMF is important to secure the much-

needed international assistance. It is the only source allowing to secure money to solve the 

crisis through pumping billions of dollars and to save Lebanon from becoming a failed state. 

The progressive party is all for negotiating easing the severity of the required measures that 

will impact the poor and low-income people238.  

          Saad Hariri, the Future Movement Leader, considered that the IMF is the best way to 

address the economic crisis in Lebanon in order to pump money into the country. “We all know 

that any step we want to take economy-wise requires us to cooperate with the World Bank, the 

IMF and other international institutions”, he said239. The Lebanese forces have been urging the 

government to conclude a deal with the IMF as its Member MP Pierre Bou Assi considered 

that the IMF will set a road map and action plan to gradually and credibly improve the situation, 

as well as finding sources of funding; so the only way to solve this deepening crisis is to 

cooperate with IMF competencies240. Deputy and former minister Gibran Bassil, Leader of the 

free patriotic movement, supported negotiations with the IMF, hoping that it will lead the 

country to undertake much-needed reforms while stating that any foreign aid should not in any 
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way be at the expense of sovereignty241. He insisted that the government should not accept or 

follow IMF demands or desires unless these are in the country’s best interest.  The IMF 

program should have a political ceiling. Aid is not more important than Lebanon’s strength, 

entity and sovereignty242.  

          Most political parties see the IMF as the sole solution for Lebanon’s crisis. However, 

each party has its own conditions for aids and cooperation. The IMF option requires a major 

consensus among the political class to ensure its success. This consensus didn’t happen and 

thus generated an ill-backed decision of resorting to the IMF within the Diab government.  

 

The magnitude of the economic crisis 

          Since 2019, Lebanon has been suffering a depletion of foreign exchange (FX) reserves, 

a collapse of the Lebanese pound accompanied by inflation, poverty, unemployment, food 

insecurity among other problems. “Poverty rates are estimated at more than 55% for 2020: 25% 

of the population is extremely poor, 20% went below the poverty line with the contraction of 

the economy in 2020 and an additional 10% was expected in 2021”243. Despite all these 

interdependent crises that every country may suffer for many reasons, the two main crises, both 

sudden and unprecedented in nature, are the Covid-19 pandemic and the Beirut port blast, the 

latter hitting the entire city of Beirut amidst the former. Those two crises further increased and 

deepened the magnitude of the economic crisis244. 

          Since its formation, the Diab government was considered a reformist government and 

was busy putting forward an economic rescue plan which included reforming several sectors 
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(such as the electricity sector, the banking sector and the forensic audit of Lebanon’s central 

bank accounts). Based on this rescue plan, the Diab government initiated negotiations with the 

IMF; but these negotiations were suspended after 17 sessions due to the disagreement on the 

size of the financial losses245 on which the support program will be built. Furthermore, since 

the beginning of the negotiations, internal disagreement was an obstacle to any possible 

progress or reform246. During negotiations, the Diab government was plagued by many 

constraints that hindered its ability to seal a deal with the IMF. Those constraints have further 

exacerbated the economic situation and accelerated the crisis. The Lebanese negotiations with 

the IMF for a bailout program started in May 2020, stalling in July 2020247. Before the 

negotiations, the government had already started a series of measures to address the Covid-19 

crisis via imposing the lockdown of all educational institutions, announcing general 

mobilization, banning gatherings in various public and private places, closing all air, sea and 

land ports in addition to public institutions and suspending work in all kinds of private 

companies and shops. Those containment measures against the COVID-19 spread were very 

useful to prevent the health sector’s collapse, but also came at a high economic cost, driving 

poverty levels from 30% to a then expected 45% by the end of 2020248. The Covid outbreak 

accelerated the socio-economic situation’s deterioration in Lebanon as lockdown has cost the 

Lebanese economy billions and billions of dollars249 and cost many Lebanese people their 

jobs250. The government then sought ways to provide social and economic assistance to 
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Lebanese people and to look into their difficult social and living conditions by providing 

400000 LBP to the most needy families251. 

          The August 2020 Beirut Port blast only made matters worse. The Port of Beirut is one 

of the most important ports in the eastern basin of the Mediterranean. It is among the top 10 

seaports in the Mediterranean Sea and is considered the gateway to the Middle East252. It is the 

main corner of the Lebanese economy as it plays a key role in the import and export process, 

thus moving the Lebanese economy’s wheel.  This blast has had a severe impact on all sectors. 

It resulted in a significant increase in the daily number of positive COVID-19 cases253. 

According to the World Bank, the blast caused an estimated $3.8-$4.6 billion in material 

damage254. Following the catastrophic blast and amidst growing popular anger and cabin 

pressure, Hassan Diab declared the resignation of his government which would nevertheless 

continue as a caretaker government for over a year. The Diab government, especially after 

resigning and becoming a caretaker government, has failed to fulfill its pledges and to adopt a 

rescue policy that would extricate the country from its crises, deploying most of its efforts to 

combat the coronavirus and counter the repercussions of the Beirut port blast, the latter being 

one of the main reasons that affected IMF negotiations leading to the government’s resignation. 

Diab asserted that his government, becoming a caretaker government, will not resume 

negotiations with the IMF “…for this entails obligations on the next government that it may 

not endorse”255. The suspension of negotiations came from the Lebanese side as the caretaker 

government could have continued to follow the path of negotiation. Furthermore, one year after 
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his government’s resignation, Hassan Diab stated that “When our government resigned, 

negotiations with the IMF had gone a long way in coming to an understanding about the 

recovery plan that we had elaborated; however, the ominous Beirut port blast has led to the 

resignation of the government. This is why negotiations stopped…”256. 

 

Lack of public appetite for tough austerity measures, especially after the October 2019 

protests 

          The Diab government was formed on the ruins of the Hariri government after having 

tried to impose austerity measures and taxes on citizens. From the very day of his nomination, 

Diab declared that painful austerity measures are required to obtain the international donors’ 

promised 11 billion dollars257. The IMF’s set of conditions is considered very hard to 

implement due to its consequences on poor classes. However, implementing these conditions 

is considered the only way to receive IMF funds, although none of the political forces would 

accept to implement these harsh conditions, especially after the outbreak of the October 17 

revolution against an imposed tax package that is surely less severe than the IMF’s conditions. 

These conditions do not only affect citizens, but also Lebanese leaders, reducing their gains 

through the implementation of reforms. The Fund will only grant Lebanon loans under the 

following conditions: Unifying the multiple exchange rates, controlling and restricting the free 

movement of capital, determining losses in the framework of banking reforms, lifting subsidies 

on all commodities, approving a clear path for the electricity plan, liberalizing the sector’s tariff 

and completing a general budget that includes an update of expenditures and revenues258… 
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Lebanese politicians cannot go down their same old path, only promising reforms without any 

real action. Furthermore, the Lebanese people have no more strength to bear the ongoing 

situation with banks seizing their money and institutions closing their doors, leading to a high 

unemployment rate. 

  

A large amount of public debt denominated in foreign currencies 

          Lebanon’s foreign currency debt is about $31 billion259. Borrowing in a foreign currency 

of which Lebanon does not have a fixed income was a great risk. The rise of its value against 

the Lebanese pound has increased the size of the public debt and made the state unable to pay. 

The Diab government’s first major decision was to default on a foreign debt payment of $1.2 

billion in Eurobonds for the first time in Lebanon’s history260. A majority of the Lebanese 

population was opposing payment, given the scarcity of hard currency reserves to the point of 

requesting loans in order to finance basic needs. "The debt has become more than Lebanon can 

handle, even more than the Lebanese people’s ability to meet interest payments", stated 

Diab261. His government has thus suspended Eurobond payment after the hard currency 

reserves have reached a dangerous level in order to use these amounts to fulfill the Lebanese 

people’s basic needs. Accordingly, the “Fitch” rating agency downgraded the rating of 

Lebanon's foreign-currency sovereign debt bonds from "CC" to "C"262.  After postponing 

payments, the government decided to start debt restructuring negotiations with creditors. This 

step gave a positive impression to the October 17 protestors; however, the payment default had 
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damaged Lebanon's reputation with international donors263. Defaulting on external debt would 

destroy all the trust Lebanon has built for years with the international community and prevent 

Lebanon from receiving any new loans due to its bankruptcy. Furthermore, creditors may sue 

Lebanon and confiscate a part of its assets and properties264.    

 

3.2   Regional Factors 

The Arab dissatisfaction with Lebanon’s foreign policy 

          Lebanese-Arab relations, especially the Lebanese- Saudi relations, have been strongly 

rooted for decades, as Saudi Arabia has played a vital role in Lebanon’s affairs as being the 

Taif Agreement’s sponsor and the Sunni sect’s supporter throughout Late Prime Minister Rafic 

Hariri’s mandate. In fact, the majority of Arab states have extended a helping hand to Lebanon 

during its reconstruction periods following the civil war or each of the Israeli attacks on the 

country.  

          After Rafic Hariri’s assassination, Lebanese-Saudi relations went through tremendous 

changes, especially after 2016 with Hezbollah growing more powerful and assuming a greater 

regional role, the election of its ally Michel Aoun as President of the Republic, hence the 

dominance of Iran’s proxies over the Lebanese scene as was stated by Saudi Foreign Minister 

Prince Faisal bin Farhan Al Saud265. The pivotal involvement of both Iran and Hezbollah in 

the Syrian war leading to the survival of the Assad regime and their role in backing the Houthis 

in Yemen gave Hezbollah a regional advantage in addition to its national domestic one. 

Accordingly, the majority of Gulf States have changed their view of Lebanon because of this 
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Pro-Iranian group’s growing political influence both in Lebanon and abroad, not to mention 

Iran’s growing influence in the region. Hezbollah is thus considered as one of Iran’s many 

arms, extending itself in many Arab countries such as Syria, Iraq, Lebanon and Yemen266, 

always fighting against the Saudis and their allies. Bilateral relations took a turn for the worst 

after Saudi Arabia’s war against Houthis in Yemen where Hezbollah has verbally attacked 

Saudi Arabia over and over. Hezbollah has been accused of “training the Houthi rebels and 

fighting alongside them in attacks on Saudi Arabia’s border”267. Tensions reached a critical 

point after Michel Aoun, Hezbollah’s ally, became Lebanon’s president268. 

          The Gulf Arab states have long supported Lebanon's economy and offered their help. 

However, they are now abstaining from extending a helping hand to Lebanon in its worst 

financial crisis. As for Prime Minister Hassan Diab, whose government was considered backed 

by Hezbollah and its allies, he announced that his first foreign trip as Prime Minister will be to 

the Arab region, particularly to Gulf countries269. These countries in turn have distanced 

themselves from the new government without making any official comments or officially 

inviting Diab over to visit them270. According to reports, Riyadh has fed the Lebanese economy 

more than seventy billion dollars including investments, aid, grants, gifts, soft loans and 

deposits between 1990 and 2015271.  In 2016, Saudi Arabia suspended its $4 billion of aids that 

were aimed to arm the Lebanese army and the Lebanese Internal Security Forces due to 

Lebanon’s “non-condemnation of the blatant attacks against the Saudi Embassy in Tehran and 
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its Consulate-General in Mashhad”272. According to Saudi Arabia, there is a need for “a total 

evaluation of its relations with the Lebanese republic” as Lebanon is controlled by Hezbollah, 

thus contradicting the Kingdom’s position on Arab, regional and international levels despite it 

pumping investments in the Lebanese economy273. The low prices of oil and the decline in the 

Saudi fiscal space could also be behind the Saudi decision274. In fact, Saudi Arabia’s policy 

has been based on giving dollars in exchange for leverage. Saudi Arabia has aimed to 

consolidate its leadership role and power in the Muslim world; however, it now has no more 

influence over Lebanon or its allies regarding restricting the growing role of Pro-Iranian 

groups. Saudi Arabia is always giving without receiving anything in return.  According to 

Yasmine Farouk, an expert on Middle East affairs at the Carnegie Endowment for International 

Peace: “The dual economic impact of the Corona virus and oil low prices could push Saudi 

Arabia to restructure and rationalize its aid. The country is already seeking to end the concept 

of being an ATM"275. Saudi Arabia is not certain that any further investment in Lebanon will 

be for its best interest, mainly due to Hezbollah’s hegemony over Lebanon; it will therefore 

give no aid unless receiving something in return.   

  

Lack of confidence in the government 

          The lack of confidence in the Diab government has been the common factor among 

Lebanese and regional parties alike. This government did not gain the Lebanese consensus 

since the very beginning, facing many protests276. Until the government’s resignation, Lebanon 
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was dominated by mistrust and protests, the government being considered a continuation of the 

old approach277.  100 days following his government’s formation, Diab declared that the 

government has achieved 97% of its first 100-day commitments as set out in the ministerial 

statement278, namely “to undertake fiscal and administrative reforms; fight corruption, tax 

evasion and smuggling; and seek to establish the judiciary’s independence”279. However, Diab 

has failed to gain the minimum level of popular confidence he sought to gain280. He had already 

enumerated a long list of accomplishments with zero impact on the Lebanese people’s lives281. 

Neither the Lebanese people nor the Arab states had confidence in the Lebanese government. 

Lebanese politicians have been always receiving foreign assistance without fulfilling their 

promises to achieve reforms.  

          On the regional level, the majority of Gulf States (mainly Saudi Arabia) which were 

historically considered as Lebanon’s regular aid providers have abstained from assisting Diab's 

government on the basis of being associated with Hezbollah, Iran’s main ally in the country282, 

as assistance would not be provided to an Iranian-backed government. The cessation of Gulf 

countries assistance, mainly Saudi Arabia’s, was carried out in an effort to limit Hezbollah’s 

power283. Furthermore, Saudi Arabia has requested reforms to ascertain that money will be 

used properly with no corruption at play284.  
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3.3 International Factors 

Negative perceptions about the government 

          For international donors, the Diab government was not up to the task it was entrusted to 

carry and did not succeed in implementing the required reforms and in pulling Lebanon out of 

its economic crisis. Directly after winning the parliament’s confidence, the International 

Support Group’s first request to the Diab government has been “to undertake timely, tangible, 

credible and comprehensive”285 reforms in order to save Lebanon of its economic crisis, all 

while reaffirming its willingness to support Lebanon on the condition of deploying efforts and 

implementing reforms. As such, international donors have linked aids to tangible reforms286. 

As soon as donors detect changes and reforms, billions of dollars in aid will be unlocked and 

poured into the economy287. The October 17 revolution has succeeded in toppling Hariri’s 

government. However, the Lebanese political arena remains with no change whatsoever, with 

the very same system and political actors288 who may promise economic reforms but will break 

their promises as soon as they receive international aid in order not to undermine their political 

power289. They all resist reforms so as not to lose their power and privileges. According to a 

donor country diplomat, “all Lebanese politicians don’t want reform”290, which will in turn 

affect them badly. Previous experiences with reform commitments of Lebanese governments 

do not reassure international donors. Paris I, II and III were all examples of failed experiences. 

                                                           
285Joint Statement of the International Support Group for Lebanon (12 February 2020). Retrieved from 
https://reliefweb.int/report/lebanon/joint-statement-international-support-group-lebanon-12-february-2020-enar,  
286 Chadwic. L. (9/8/2020). International donors say aid to Lebanon should come with reform  
https://www.euronews.com/2020/08/09/international-donor-conference-kicks-off-to-support-lebanon-after-
beirut-blast 
287 EL DAHAN. M. (13/9/2021). Explainer-Lebanon's Mikati faces tricky path to safe economic ground 
https://www.swissinfo.ch/eng/explainer-lebanon-s-mikati-faces-tricky-path-to-safe-economic-ground/46944856 
288 Lebanon Marks First Anniversary of October 17 Uprising. (17/10/2020). 
https://www.naharnet.com/stories/en/275851-lebanon-marks-first-anniversary-of-october-17-uprising 
289 Haidar. J. Malik. A. (29/7/ 2020). Why do foreign donors face a tough choice in dealing with Lebanon’s 
economic crisis? https://www.belfercenter.org/publication/why-do-foreign-donors-face-tough-choice-dealing-
lebanons-economic-crisis 
290 Heller.S. (14/9/2021). Lebanon Is in Free Fall. Opposition Groups Have Radically Different Ideas about How 
to Save It https://tcf.org/content/report/lebanon-free-fall-opposition-groups-radically-different-ideas-save/#easy-
footnote-bottom-15 



96 
 

Additionally, Lebanese elites had submitted economic reform plans which still remained 

ineffective after financial aid was made available291. International donors, including the IMF, 

are hesitating to fund Lebanon without implementing serious reforms; for these funding will, 

according to some analysts, fall in the hand of Lebanese corrupt political elites without saving 

Lebanon from its economic crisis292. Diab’s government got into disagreement over many 

issues. The majority of its decisions was de facto. The capital control law, for example, was 

shelved; however, a de facto informal capital control has been implemented by banks293. 

Furthermore, on April 30th, 2020, Diab congratulated the Lebanese people for having a 

complete and integrated financial plan for the first time in Lebanon’s history294. This plan was 

unanimously approved and had a main purpose: to start negotiations with creditors abroad295. 

The government has submitted an official request asking for IMF financial assistance. Indeed, 

IMF Managing Director Kristalina Georgieva considers such a plan “an important step forward 

to address Lebanon’s economic challenges”296. However, the plan was dropped by bankers, 

shareholders and even politicians297 affiliated to the same parties that developed it in order to 

protect their financial interests298. The political forces have thus prevented the government 

from working299. Talks with IMF representatives have been suspended as well due to a 
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difference in figures between the BDL and the Ministry of Finance, while two members of 

Lebanon's negotiating team with the IMF had resigned300. The parliament did not pass the 

rescue plan and did not support the government figures. Negotiations have been put on hold 

until earning the support of the parliament which will enact the necessary resolutions to put the 

plan into action301. Confidence was hit hard while the rescue plan did not win the parliament’s 

confidence302. According to the IMF, Lebanese political forces are not ready to lose any of 

their power303.  The Diab government’s failure in reaching an agreement with the IMF was 

considered a step backward304. The government did not deploy the required efforts to 

implement reforms because it was a very weak government in front of its sponsors and 

opponents, while reforms would have affected corruption and clientelism within the Lebanese 

sectarian political system305. By default and not by government policy, many conditions 

required by the IMF have been implemented. The government would not have the courage to 

decide on exchange rate liberalization to end the pound’s peg to the dollar, to lift subsidies on 

hydrocarbons, among other things306. Diab’s government was stuck between fulfilling public 

interests or those of political factions; accordingly, it did not have a free hand to regain 

international confidence.      

The international community does not trust the Hassan Diab government: 

          Since the beginning, gaining trust was the main goal of the Diab government. While 

drafting the ministerial statement, PM Hassan Diab insisted it will definitely be implemented 
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and has put as target gaining internal and external trust307. On the International level, the 

decision was taken not to give Lebanon any financial aid unless implementing reforms. The 

International Support Group for Lebanon had stressed on the importance of acting to restore 

the Lebanese people and international community’s confidence and to unlock future 

international aid for Lebanon308. Pompeo, the then US Secretary of State, considered that real 

and tangible reforms are the only way to obtain international aid309. France has adopted the 

same position. In fact, French diplomats have linked assistance with actions and reforms310. As 

international financial aid is very important to tackle the serious economic crisis, President 

Michel Aoun stressed in the government’s first meeting that the Diab government’s main 

delicate mission is to win the international community’s confidence311. However, the first 

important decision that was taken by the government was to default on a payment of $1.2 

billion for the first time in Lebanon’s history312. This decision came in contrast to some 

expectations that the Diab government will not take this move so as not to blemish the country’s 

reputation, consequently winning back the international donors’ trust313. BDL Governor Riad 

Salameh had opposed this move, so much so that he recently stated “Lebanon would have 

begun recovering from its unprecedented socio-economic crisis had the government not 
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defaulted on paying its foreign dues”314. Prime Minister Hassan Diab attacked Salameh, 

considering him responsible for the economic decline315. Both parties should have been in 

full agreement to surpass the crisis. Their fight was negatively affecting the government’s 

effort to obtain international funding316. In fact, most decisions which were on the 

government’s agenda had been subject to disputes between the government’s components. 

Accordingly, the international community had no confidence whatsoever in this government 

which was unable to agree on simple internal decisions.  

          Hassan Diab has requested regional and international countries to save Lebanon and 

prevent its demise. However, these countries did not have confidence in Lebanese 

politicians317. The mistrust reached its peak after the Beirut port blast, most aids now 

bypassing the government and getting channeled directly to NGOs out of fear of corrupt 

politicians318. 

4. Conclusion: 

After presenting the local, regional and international political conditions that accompanied the 

work of the Diab government and which may have had a significant impact on its inability to 

issue a reform plan that would be the basis for negotiation with the IMF, it becomes clear to us 

that the main issue behind this failure remains in the internal factors that include political 

division, the lack of internal consensus, the almost complete lack of popular support that is 

necessary for the government to be able to include some harsh austerity measures in its plan 
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and the enormity of the economic crises. As for the regional and international surrounding, 

these form part of the problem and were not favorable in the sense that the Diab government 

was unable to obtain support from foreign funders as part of this package. As such, the external 

factor is represented in the Diab government's inability to include regional and international 

financial and economic support as part of its plan, which could have been used to reboot at 

least some sectors of the economy. 

IV- Conclusion  

After a detailed presentation of the establishment of the International Monetary Fund, its 

objectives, working mechanisms and relations with some countries with financial crises, in 

addition to an extensive presentation of the economic and financial reality in Lebanon from 

1990 and the political conditions that govern the work of institutions in the Lebanese state 

intertwined with the concepts of power and family that impede the concept of institutional work 

within the Lebanese society, the study was able to identify a number of factors that led to the 

failure of the Hassan Diab Government to draft a reform plan that meets the IMF's conditions, 

hence its failure in communicating with the Fund. 

The most prominent of these factors are: 

Economic factors: represented by the accumulation and the pursuit of inappropriate economic 

and financial policies, the overlap of the financial, political and religious interests and the 

association of the interests of sects with those of politicians who are at the same time in control 

of financial institutions. 

Internal factors: The Diab Government was formed under circumstances characterized by a 

lack of consensus among the political components of the authority which believed they needed 

a time out to regroup and guarantee their survival while the general regional and international 
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scene clears and each component finds its suitable conditions, hence the nomination of Hassan 

Diab. 

With these internal factors comes the size of the accumulated economic crisis due to the 

accumulation of public debt denominated in foreign currency and the high cost of its service in 

the absence of a real will to take strict austerity measures in light of the emergence of the 

October 17 protests. 

Regional factors: The Diab government came in a highly complex regional and international 

scene, casting a large shadow over the issue of the formation of the Lebanese authority which 

believes preserving the existing reality without change is in its interest at a given moment while 

waiting for matters to be cleared regionally. 

The inability of Diab's government to gain the confidence of the influential countries in the 

region led to its failure to obtain regional financial support as part of the reform package it 

sought to implement. This has weakened the government's position towards the international 

community. 

International factors: represented by the international community's lack of confidence in the 

ruling political elites and the need to bring about a radical change in its composition in order 

to restore confidence to start the reform assistance process. Consequently, the international 

surrounding did not help the government draft a reform plan, meaning that the Diab 

government was unable to obtain support from foreign funders as part of this package, 

especially since this external financial support is much needed from international donors and 

can be used to improve the economic situation and facilitate the implementation of the reform 

package. 

Finally, it appears clear that the Diab Government has failed to build bridges of communication 

with the IMF due to these factors combined, the most prominent of which being the internal 
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factor that will remain a stumbling block to any reform attempt in the event that the prevailing 

approach in the nature of the political system and its structure is not changed and there is no 

shift towards establishing a state of justice and equality, the state of the citizen and citizenship. 
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