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Chapter I

INTRODUCTION

A. Statement of the Problem: (The weakness of the Lebanese

Currency.)

Until 1974, the Lebanese currency was considered as a strong

nius appréciation of the Lebanese currency in the exchange market

with réspect to other currencies, mainly the US dollar.;

Since 197&, the Lebanese pound began to lose its value vis
3 vis the US dollar. Its exchange rate against the US dollar
moved from LL 2,30 at the ehd of 197%, to LL 5,49 at the end of
1983, to LL 8.89 at the end of 1984, and reached finally LL 18,10

at the end of 1985.2

It is true that the depreciation of the pound has witnessed
in the last iwo years large fluctuations vis & vis the US dollar,
which has been essentially conditionned by the uncertainty of the

prevailing conditions and climate in the country.

In fact, the Lebanese pound lost 62% of its value in terms

of the US dollar between 1983-1984 and 103.6% between 1984-1985,

- 1'F.an, M.Sader, and N.Khairallah, Ecochiffres 1985
(Beirut:Tamam, S.A.L,, 1985), p. 247.

 2*Ibid, p.247; AS=Safir Newspaper, issue 5.1,1986(Beirut:
Arabia, S.,A.L, 1986), p.6.
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Yet, the reasons of the free devaluastion of the pound is not res-
tricted any more to the evolution of the political crisis; however,

this time the economic crisis have joined the game.

Since the beginning of 1984,7the increase of the "monetary
base"3 of the country became more and more abnormal, The balance
‘0f payment witnessed for the second time a worrying deficit, the
budget deficit to the gross national product reached unacceptable

percentage, 35%, one of the pefcentages which is the higheat in

the world. Begidea, the public debt reached at the end of 1985

around 53,1 billion Lebanese pounds,

Within this double context of poligical and economic crisis,
there is no doubt that the capacity of the Lebanese citizens to
adapt to their problems.has considerably declined., In addition,
thé obscurity of the political climate, the psychologicallfactor
over the exchange market, and the uncerteinty of the future have
led to & phenomenon of generaliéed escape them the Lebanese pound. _;5
As a result, the Lebanese pound has weakened risking ite total

collapse.

Facing this situation, the Central Bank of Lebanon (Banque
du Liban) has intervened and bas imposed a set of exchange regu~
lations in order to fight the depreciation of the Lebanese pound,
which are relatively severe enough within the context to limit

the conversion of the Lebanese pound into other currencies.

S'Moﬁétary Base= currency in circulation outside Banque du
Liban plus demand deposits of commercial banks.

Yeps-Safir Newspaper, issue 23,1,86{Beirut Arabia,S.A.L,

1986}, p.6,




- B. Statement of the purpose: -

The purpose of the research is to analyze the factors
affecting the value of the Lebanese currency from 1974 until
1985, The analysis wiil be based upon the following factors,
whi?h are considered as relevant variables for the Lebanese

economy:

1) Gress National Product (GNP)

2) Balance of Payments

3.

4) Money Supply

Above variables will be analyzed in terms of their struc-
ture, composition, end evolution over the period under study,

their determinantis, and the elements impacting their trends,

Finally, the study will offer some strategic solutions as
preventive messures in order to limit the wide fluctuations of
the Lebanese currency, and to stabilize its exchange rate vis a

vis the US dollar and other foreign currencies.,

C., Performance Objective and Methodology:

The objective of the study is to estimate step by step a

broad multivariahle funciion for the value of the Lebanese pound,




Me{hodology

The methodology of the research consists of seven steps:

l- Formulation of a broasd multivariate regression
eqnation5, where the valué ef tﬁe Lebanese cur-
rency is a function of the economic variables
under gnalysis, The value of the Lebanese
currency will be {reated as the dependent

variasble, whereas the economic variables are

treated as the independent variablesx,

2- Screen those independent variables by including
in the eguation onl} those that have published
data and those that yield high correlation co-
efficieﬁt between the dependent variable aend

each independent variable separstely.

3~ Construct the multivariate equaticn by including
those independent variables having high correla-

tion.

k- Estimate the regression equatior whether it is

a linear form, or power form, or both,

5'Donald R, Plane, and Edward B, Oppermann, Statistics for

Management Decisions (Dallas, Texas: Business Publications Inec,

1977}, p. 281,
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5~ Apply the least =quare method6 to compute the constants

of the equation,

6- Compute the coefficient of determination R2.7 Such

coefficient shows the predictive power of the equa-

tion.

7~ Compute the "T"8 values in order to show whether

the relationship between each independent variable

and the dependent variable is significant or not,
This step provides an explanatory power of the

equation,

6¢1bid., p. 282.

7*Ibid., p. 287.
8.

Ibid., p. 288,




Chapter 1II

Presentation and Analysis of Results,
A, Gross National Preoduct
Despite the difficult situation, the Lebanese economy
remained active until the beginning of the year 1980, This
activity has slowed significantly since then, Actually, the

indications concerning the economy can only be fragmentary.

"Lebanon has not recovered yet from its worse economic
conditions, This generel observation can be made even though
adequate statistics on the level of economic activity are lac~
king and national accounts do not exist., The latest official
figures for Groas Domestic product (GDP) date back to 1973.

Since then, only estimates have been eveilable for some years,
Structural changes developing over tﬁe last few years have in

any case mapde estimates based on old series of statistics increa~
singly haphazard and of doubtful utility. Various cross-checks
suggest, however, that GDP in constant prices iz much lower now
than in 1975. This fall in GDP was partly offset in recent years
by net inflows of funds which helped widen the gap between GDP

and GNP and sustain per capita income.“?

g'ﬁahque du Liban, Annua]l Heport 1983, p. 8.
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Léhanonfs GNP in constant prices continued to decline affer
1981, It is difficult to prove such decline or guantify it due
to the current state of statistics, The decline in the GNP stem-
med in varying degrees from the fall in real GDP and the decrease

in the revenues generated abroad.

. This section will examine the GDP in real terms of the coun-
try in terms of the developments of different economic sectors

within Lebanon. These sectors will be assumed as fair measure-

ments for the uebaneSE‘EUUHUmy4in4generai4and4par%ie&larly4$o—theg———44444

GDP of the country, because of the lack of official statistical
estimates concerning the exteni and magnitude of the decline in
the aggregate cutput of Lebanon, The main economic sectors of
Lebanon are:

1- Agriculture,
O~ Industrial sector,

F~ Services.

1- Agriculiure:

The agricultural sector in Lebanon is considered to be the
weakest in termes of contribution to the economy of the country.
For several years, this sector has faced a large number of tempo-
rary and structural difficulties, During 1983 and 1984, and due
to the different causes which led to a territorial occupations,
it became impossible to quantify the aggregate cutput for this
particular sector. In addition, emigration, the state of secu;‘
rity, the'd%fficplties of transports gnd marketing in particular,

and finslly the rise in labour costs, were all responsible for

the decrease in the investmgnts in this sector.
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"In several cases, agricultural culiivation became less pro~

ductive and consequentily several products became less and less
competitive on domestic and overseas marketis,
harvests due to periods of political instability, plus competi-

tion from foreign products certainly contributed to lower profi-

Moreover, had

tability, "0
Table =l-
Fruit Exports
{ in Thousand of Tons)

Fruit/Year 1974 1977 1979 1980 1981 1982
Apples 121 - 92 79 87 69 66
Citrus. fruits 188 180 179 183 173 124
Grapes 10 12 24 24 25 19
Others 29 26 51 40 38 48
TOTAL 348 310 333 334 305 257

L,

Source: Banque du Liban, Annual Report 1982, p, 13,

}O'Banque du Liban, Apnnual Report 1982, p.8.
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Taktlew2-
Tobacco Production & Exports,

(in Metric tons)

1970 1971 1979 1980 1981
Production 7000 8500 4349 2700 3120
Exports 4490 3776 - 5500 1084

Source: F, Baz, M,Sadr, and N,Khairallah, Ecochiffres 1985
(Beirut: Tamam, S.A.L, 1985}, p. 16,

Mainly, fruit producis and tobacco represent a major bulk of
the agricultural products to Lebanon, Concerning the vegetiable
production and exports, figures are not available due to the
previously stated reasons, But what we can say that Lebanon is

4

- self sufficient with respect to these products.

The decline in the agriculture output can be explained by

the following:

a. The concentrated way in which lebanon's

marketis are structured,

b. Unfavoured position of the Lebanese

goods in foreign markete.

¢c. Obstacles which have arisen with regard

to Arab markeis.
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j- Restrictions on Lebanese agricultural
products destinated to some Arab

countriesn.

ii~ Foreign compgfign/in the Aredb markets,

d, Agricultural regions of the Western Bequaa
and the South are the main victims of the
Israeli occupation.

'y RS A sector

L]
& ¥

Developments on the internal scene in Lebanon have cer-
tainly had a substantial negative impact on the country's pro-

ductive capacities,

Since 1975, the industrial sector has been facing serious
problems, These problems has been aggravated to pertain the need
to repair the serious material damage caused by the previous
decade, which was plenty of troubles, in the various regions of
Lebanon, The situation worsened when there was inadequate capi-
tal investement, which led to the obsolescence of equipment,
consequently a fall in productivity and in the ability of Leba-
nese products to compete on the domestic and foreign markets,
Besides, the migration of skilled manpower, deficiencies in the
infras@ructure, and the growing difficulties of accessz to tra-

ditional markets have adde& their burden on this mector.

There is mo index available of the level of the industrial

production;h Therefofe, the research has to rely on the snalysis

of certain indicators thaet Bangue du Liban uses, Such indicators
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are: the production and consumption of the eleciric powexr; the value
of industrial exports; and the merchandise exports, At least these
indicators would be conasidered as the representative indications fer

this sector.

Table <3~
Production and Consumption of Electric Fower
On EDL Network

(in Millions of KWH)

Year Production Consumption Purchases
1974 979 1679 700
1975 . 877 1554 677
1976 265 858 593
1977 677 1525 848
1978 7hl 1644 900
1979 1303 1884 581
1980 1334 . 2325 991
1981 1498 2596 1098
1982 1792 2493 - 701
1983 1812 : 2825 1013
198% 1686 2714 1028

Source: Banque du Liban, Annual Report 1982 snd 1984,

pp. 13 and 8,

All through the twelve years, consumption has surpassed
the production., The mein reasons for this problem are due to
the following:

&= The security.problema have prevented the supply of

éiéctriéitf to the reéionu and hamﬁered the movement

of the techmical teams to the electric power stations

located in some insecured area=.




b- The electricity thefts which has burdened the deficit

of the Electricity Company of Lebanon {Electricité du

Liban) (EDL). These thefts were estimated around the

800 million Lebanese pounds per year.l

c- The slow and inefficient maintenance of the plants and

equipements.

12,

Table =k-

Indusirial gnd Merchandise Exports

(in Millions of Lebanese Pounds)

Merchandise
Exporis

Year. Industrial Percentage
Exports, Change

1974 836.5 -
1975 623.9 =25
1976 -~ -
1977 836.1 +25
1978 77244 -8
1979 1263 +64
1980 1819.,1 +44
1981 2265.5 +25
1982 1924 -15
1983 1296, 4 =33
1984 9513 -27
Source:

1740

2365
2162
3024
4098

544k

5256
2694
2461

Percentage

Change

+36
-8.5
+39.8
+35.5
+32,.8
~3.4
-48,7
~8,6

Banque du Liban, Annual Report 1979 & 1980, 1982, and

1984, pp 11, 1%, and 8,

11

(Beirut:{?aman, S,A,L,,1985), p.173,

*F,Baz, M,Sader, and N,Khairalleh, Ecochiffres 1985
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As shown in the previousrtable, it is noticed that the indus-
triel sector has weakened due to the difficulties which has faced
concerning productivity and marketing., The usé¢ of often outdated
methods of production are lesding to & decline in productivity and
~in the capacity of Lebanese products to compete on different markets, .
In addition, the difficulties of exporting to the countries which
were once considered as traditional markefs to Lebanon, are due to
foreign cowpetition and the efforts of these countries to indus-

trialise themselves,

3. Service Sector

Finally, with this respect, the service sector which is con-

eidered the most important smector to lLebanon, has witneegsed deves-
tating results for the last few years, The service sector contri-

2 In this regard, the study will

butes for about 75% of the GNP.I
evaluate the contribution of the =mervice sector relative to other
industries based on rélevant indicators used by Banque du Liban.

Thesze indicators will be exhibited in the following tables.

I%fF.Baz, M, Sader, and N,Khairallah, Ecochiffres 1985
(Beirut: Tamem, S.A,L, 1985), p..289,
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T

Banks

able =5

& Insurance

(in millions of Lebanese Pounds)

Banks 'Credits Documentary Net Premiums

to % Credits for % Subscribed 4
Year Private Sector Change Imports Change (Life excluded) Change
1974 5733 - 5200 - 74,67 -
1975 6855 + 19,5 3850 - 8.3 - -
1976 7247 + 5.7 1800 ~50.3 - ~
1977 80317 . 10.8 4500 +150 44,46 ~40, k%
1978 10009. + 24,6 5100 +13.3 - 57.73 +29,8
1979 13031 + 30.2 7500 +47 95.72 +65,8
1980 16166 + 24,05 10000 +33.3 107.81 +12.,6
1981 21292 + 31.7 - - 141,33 +31.1
1982 25497 .+ 19,7 - - 168,36 +19,1
1983 33400 + 31 8245 -17.5 215.73 +28,13
1984 43268 + 29.5 10376 +25,8 243,21 +12,7

Source: F.Baz, M,Sader, and N, Khairallah,

Ecochiffre

s 1985(Beirut: Tamanm,

S.A.L, 198

Libvan, Annual Report 1979 & 1980,

5), p.2l; Banque du -

1982, esnd 1984, pp. 10-20, 14-21,

ﬂﬂd 8.
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Table -6-
Touristic Activity
1974 1977 1978 1979 1980 1981 1982
Nember of hotels - 100 55 62 62 62 61 37
(Beirut) /
Number of Rooms 6434 3973 5197 4298 L4208 4275 2521
Lodging ﬁapa- 2331345 1408288 1528805 1568770 1573068 1560375 730039
city(Guest- -
Rooms ) 7
Number of ; 1618264 314688 310877 257934 426655 348050 1891k0
uest— :
rented )
Rate of occu-, 69,4 22,3 20,3 22.8 27.1 22,1 25.0
pancy per -
room
Number of beda 10512 6494 6758 6685 6685 6641 4007
Lodging capa—; . :
city(Bed/day)) 378784 2281282 2461338 2440025 2LL6710 2423965 1161949

Source:

Ecochiffres 1985 (Beirut: Tamam,

S.4.L, 1985), p. 215.

F,Baz, M. Sader, and N.Khairallah,
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Table ~7-

Port of Beirut & Airport Activities

Port Activity
(Merchandise in 000 of tons)

Airport Activity
(Passengers in thousande)

Year Loaded Unlosded In transii|Departures Arrivals =~ Transit
1974 668 3412 932 1095 1115 534
1975 395 2434 914 - - -
1976 - - - - - -
1977 140 2047 267 670 682 66
1978 133 Ha? 175 60k 685 117
1979 226 2374 153 709 742 120
1980 248 2732 210 746 785 107
1981 287 2194 189 685 643 66
1082 97 1789 85 409 532 42
1983 106 2546 88 523 504 60
1984 158 2158 79 297 2090 7
Source: Bgnque du Liban, Annual lieport 1982 and 1984,

pp. 15 and 8,

Jt is noticed that the banking and Insurgnce sectors have

nlways grown while the touristic activity and transporté activi-

ties have not,

attributed to the following!

The interpretation of the drastic resulis can be

a- The multiple destructions of hotels during 1975, 1976,

and 1982,

b= The unstable military and political conditions which

discouraged visitors, foreigners, and Lebanese emigrants,

to come and spend their vacation in Lebanon.
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¢=- The exodus of many servicing agencies and firms such as:

airlines, shipping, marketing, financial etc.,..

d~ The cloeure of the airport and ports for long periods,
which paralysised the communications between Lebanon
and the rest of the worid, coneeguently affected the

operations of transport,

e~ The classification of the Beirut Airport reputation.

due to the multiple high-jack operations.

f- The multiplication of the illegal ports along the
coastal way, which encouraged the smuggling and hence
have had their impact om the operations of the port

of Beirut,

The first variable for the equation would be the real
Gross Domestic Product at constant prices, The figures for
the GNP in Lebanon are not available due to the inadequate
statistics on economic activity, and national accounts are
not well developped or sophisticated, Therefofe, the =tudy

will rely on thé GDP, which can be used as-the best approxi-

mation for the GNP,
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Table -8-

Gross Domestic Product (GDP)

(in millions of Lebanese Pounds)

" Consumer Price Index Real GDP at Constant Prices

Yeer  Nominal GDP
. oPY- -P- —Y-
1974 8137 100 8137
1975 8211,05 109,91 7471
1576 - 6051.31 141,64 4272
1977 10181.57 168,93 6027
1978 11410,5 186.09 6132
1979 14581,97 230.33 6331
1980 - 18979.46 284,99 6660
1981 $22577.52 340,16 6637
- 1982 24286,05 403.55 6018
1983 26500 464 5711
1984 31700 585 5419
1985 48300 1083 4460
Source: Bangque du Liban, Quarterly Bulletin 1984,

21-22, second & third quarters, p,6;

AS.Safir newspaper, issue 9-4-86(Beirut:

Arabia, S.A.L,71986), p.6.
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Real GDP for the pericd under siudy is calculated by deféL-
[

ting the nominal GDP in column 2 by the consumer price index,
column 3, giving the values reported in column 4, The resulting
series capiures well the qualitative features of the economic
activity over the whole period, There are remarkable declines
in the economic activity for the war years 1975-76, and the period
of 1981 till 1985. 1In 1976, GDP declined by about 43%, There is

a sharp upturn in 1977 with the semblance of a return to normality,

However, this rapid recovery was not sustained, With the conti-

nicus fighting and uncertainty, the level of real GIP remained
around the depressed level of 1977, Finally, the GDP started to

decline again after 1980, particularly a decline of 5.11% and 18%

vas reporied for 1984 and 1985 respectively.
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" B- Balance of Paymentis:

1. A Critical Instrument for the Economic Analy=is:

It is only in relation with the global structure of the
Lebanese econcmy, mainly based on the service sector, and lar-
ggly opened to the foreign markets, regional and international,
. that the study can interpret the remarkable commercial deficit

resulting from the movement of merchendise beiween Lebanon and

13

the rest of the world (20.65 billion Lebanese pounds in 1984);

and

H bl ﬁ"—r f 1] e DX 7 %
unilateral transfers (s, 62 killion Lebanese pounds in 1984),1k
large enough, which until 1982 permitted to compensate for the
deficit incurred in the merchandise balesnce and increased the

15of the country.

pet foreign assets
The deficit in the merchandise balnncé, and the surplus
of the invisihl? operations (smuggling, etc...) have substitued
the decrease of the internal activity in the country for an in-
crease in the external activity. However, this extroversion on
- the {ofeign markets, and the weakness of the central authority
of the country have led since 1983 a deficit in the external
payment reaching billiona of Lebanese pounds, threatening for

the firet time the =trength of the local currency.

13'F Baz, M,Sader, and N.,Khairallah, Ecochlffres 1985
(Beirut:Temam, S.A.L, 1985), p. 47. .

YWernia, p. 47.

15 Net Foreign Assets=(Foreign Assets Commercial Banks-
Foreign Ligbilities Commercial Banks)+(Foreign Asseis Banque
du Liban-Foreign Liabilities Banque du. L1ban§
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2, Evolution and Structure of the Balance of Paymentis

The Lebanesé balance of payments consistis of two parts:

a. The QQmmercial balance,

b, The Capitial Account balance.

Until 1982, the balance of payments had shown surplus
balances, In 1983, this balance showed a deficit belance, This
was due to the deterioration of the commercial balance (Exports

less Imports) resuliing from extensive imports for the public

sector, DBesides, the capital outflows had their impact on such
deficit, ax a result of decreased confidence of the Lebanese.
citizens £owards the future conditions in Lebanon. Moreo?er,
the unilateral tramsfers were reduced due to the inberent fear
and worry of the Lebanese work force and investors in the Gulf
region about the obscure future of the country., The deficit
contipued during 1984 with a decrease in capital inflowz and an
increase in capital outflows, The weskness of the balance of
payments implied & decrease inm the volume of fhe net foreign
assets of the country. This decline occured in the assets of
Banque du Liban, which was entitled to secure the needs for the
public sector in form of foreign currencies, These needs have

represented 768 million of US dollars in 198!1.16

. 164% Baz, M. Sader, and N, Khairallah, Ecochiffres 1985
(Beirut:, Tamam, S.A.L, 1985), p. 323.




22,

For a long period of time, the current account balance of the
country was positive, During 1983, and for the first fime, the
current account balance turned to be negative, The deficit was
equal to 5.121 billion of Lebanese pounds; consequently, there
was a decrease in the net foreign assets of the country equal to
933 millién of US dollara; This is explained by the shrinkage
of the service and unilateral transfer accounts and as shown in

the following table.

Table =0=
Service/unilateral transfers and Net Foreign Assets

{in millions of US Dollars)

Service & Unilateral Net Foreign
Year Transfers, : %chenge - Assets, %Zchange
1981 3388.5 - 4631 -
1982 2860,7 -15.5 4884 5,46
1983 1958.4 =31.5 3951 ‘ ~19.1
1984 969.2 -50 2598 ~34,2

Source: F,Baz, M, Sader, and N,Khairallah, Ecochiffres

1985 (Beirut: Tamam, S.A.L, 1985), pp 50-51.

In other words during 1983, lLebanon attempted to draw on
its reserves in foreign currencies from the International Mone-
tary Fund (IMP) in order to finence the current deficit for that
year, which was equal to 933 million of US dollars. -During 198%,
the current account balance deepened and reached 1,353 billion of
Us d011a¥s, the equivalent of 12,028 billion of Lebanese Pounds,

All these results explain in general the depreciation of the

Lebanese currency.
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Table ~10-

Evolution and Structure of the Balance of Payments

(in millions of Lebanese Pounds)

Services & Current

Commercial Unilateral Account

Year Exportis Imports deficit transfers, Balance
1974 3462 5585 -2123 3616 1493
1975 2589 4817 -2228 2578 350
1976  1kil 1811 =370 878 508
1977 2289 - 5020 -2732 4976 2244
1978 2518 6025 -3507 4048 541
1979 2961 9489 -6528 7798 1270
1980 3765 13882 -10117 11834 1717
1981 4560 17479 -12919 15621 2702
1982 3325 13260 -9935 10899 964
1983 4213 20086 ~15873 10752 -5121

1984 6022 26666 ~2064k 8616 ~12028

1985 - - - - ¥506

Source: . F.Baz, M, Sader, and N, Ehairallah,
Ecochiffres 1985 (Beirut: Tamem, S.A,L,1985),
p.50; Banque du Liban, Annual Report 1979 &

1980, p. 32; As-Safir newspaper, issue 12,5,86
(Beirut: Arabia, S,A,L, 1986), p.6.

3. An Approach to determine the impact of Balance of

Paymenis on exchange rates;

“"To use the balance of payments as a barometer of the

forces ¢f demand and supply of foreign exchange in the

market, it is necessary to isolate those entries which

respond to relative economic conditions from those

transactions which are made &clely to fill the gap

between the initial supply and demand for foreign
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exchange, The current account balance is often considered

wl?

to be a measure of these forces.

A surplus in the current account balance indicates that
the supply of foreign currency exceéﬂq the demand for foreign
currency used to trade goods and services between Lebanon and

.the reat of the world.

In absence of any other transaction in the balance of pay-

ments, the surplus in the current account balance will tend to

put downward pressure on the price of foreign currencies, parti-
cularly the US dollar, against the Lebanese pound. In other
words, there will be pressure for a devaluation of the foreign

currencies relative to the Lebanese currency.

After having seen ihe importance of the balance of payments
relative to the rates of exchange and a®s a source of financing,
-the current account balance is assigned as a second variable
for thelanalysis because it summarizes the resulis of all the

accounts under the balance of payments.

1?°Heinz Reihl, and Rita M, Rodriguez, ¥Yoreign Exchange
and Money Markets (New York: Mac. Graw-Hill, Inc, 1983), p.13l.
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€ - Budget Deficit

1. An Overview

fhe decrease in the state revenues and the increase in the
state expenditures since 1976 has led to & huge deficiis in the
budget, Until 1985, the state continuéd.to run deficit, causing
a substantial increase in the public debt. At a time when the
economic activity of the private sector was shrinking and the
- state revenues were declining, the state kept spending at high

levels., In the last few yeare, the financiel and monetary au=-

thorities have worked together to minimize the harmful conse-
guenses of the accumulated deficits, The budget deficit affec-
ted in its turn the internsl public debt, which reacheﬂ 53.1
billion Lebanese poundx in 1985, against 30,7 and 21,1 billion
Lebanese pounds . for 1984 and 1983 rgspectively.la The state did
not pay any attention to the accumulated internal public debt in
the past, because it was an internal debi; in other words, &
debt in Lebabnese currency. DBesides, this debil was ;hought to be
renewed perménently through the commercial banks until the oppor-
tunity comes to the state enabling it ito enhance control over

its various resources and revenues generated from its invest-

ments.

The budgets of 1983 and 1984 were characterized by an
enhanced state control over its revenues=s, The year 1083 wit-
nessed the closing of the illegal ports and the activation of

of the tax collection procedures, This process continued during

“18.

AS-Safir Newspaper,translation, issue 23-1-86 (Beirut:

Arabia, S.A.L, 1986), p.6.
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1984 through =everal calls mad; by @he siate in order to induce
the tax contributors to pay their taxes, The state went far
beyond this process and made arrangements with some financial
institutions so that these inatitufions would provide & tax
collection service in order to ease the tax settlements on con-
tributors., Despite these measures, the deficit increased.fo

‘reach effectively 21 billion Lebanese pounds in 1985.19

2, Heascns for Budget Deficit

The main reazons for the budget deficit can be atiributed
to the following: |
g. The government efforis to increase the sizé
of the lebanese Army and e#hance its capa-
bilities and moderpize its arms! The mili-
tary egquipments and arms purchases have burde-
ned the budget and have absorbed a great

~portien of the state revenues,

lg'As—Safir Newspaper, translation, issue 23-1-86
(Beiru?: Arabia, S,A,L, 19865, '

p.6.
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Table -11-
Defence Allocations under the State Budget

(ir millions of Lebanese Pounds)

() ? (B)

Year Defence Allocation Total Allocations A/B
1981 1383.46 5076.93 27.24%
1982 1245 7 . 6300 20%
1983 1465 8610 C17%
1984 2030 10897 18,6%
1985% 2350 ' 10892 21.5%

Source: Danque du Liban, Annual Report 1983 and

* exstimated

1984, pp 22, 23; F, Baz, M, Sader, and

N. Khairallah, Ecochiffres 1985(Beirut:

Tamam, S,A.L, 1985), p. 149,

b- The interraption of {he Arab mrid% It should be

stressed that since 1983, Lebanon have not
received any sum of the Arab aid pledged at
the 1979 Tunis summit, This meeting had
decided to provide Lebenon with 2 billion US
dollars over five years, a Settlement of 400
million US dollars per year. 1In 1982, Lebanon

received 46 million US dollars out of the 400

- million, Sofar, Lebanon has oﬁly'received




817 millién US dollars out of the 2 billion

US dollars it should have received for the

five years period, The following table

shows clearly the contribution per country

of the Arab aid pledged to Lebanon.
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Table -12-
Arab Aid per Country

(in millionsof US dollars)

Country

UAE

ALGERIA

IRAQ

SAUDI ARABIA
KOWEIT
QUATAR

LIBYA

TOTAL

Source:

Contribution Total
" in % Contribution
11,43 228,6
7.14. 142,8
14,86 297.2
28,58 - 571.6
i5.?1 314.2
6.57 131,4
15.71 314,2
100% g2000-

Banque du Liban, Annual Report 1983, p.21;

F. Baz, M, Sader, and N, Khairallah,
Behochiffres 1985(Beirut: Tamam, S.A.L,

1985), p. 25.

settlements
. 1980 1981 -~ 1982
45,72 91.44 NA
28,56 - -
59.44 59,44 NA
114,32 114,32 NA
62,84 92,84 NA
26.28 13,14 NA
62,84 - -
gL00 $371.18 gu6




The main reasons for such interruption, were because of

zome Arab countries were either affected by the Gulf war, or

‘faced difficult financial situations. For example, during 1981,

Algeria allocated reserves due to its very bad financial situa-

tion, In its turn, Libya did not disburse itz contribution to

Lebanon due to political reasons, During 1982, Koweit witnessed

~the collapse of its financial market "Souk Al Manakh".

¢- Another factor which contributed to the widening

of the budget deficit ie the huge deficit of the
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Petroleum Products Fund (PPF)}. The PPF was set
up by the government in order to finance the im-
ports of fuel for local consumption. Before 1976,
Lebanon obtained the crude oil from Iraq at pre-
ferential prices, In 1976, when Iraq stopped to
pump crude oil, Lebanon resorted to import crude
0il from Sauﬁi Arabia and refined products from
other sources at official prices, with be diffe-

rence made up by the PPF,

"According to 1986 budget submitted to the council
of ministers, the fuel subsidies constitued the
heaviest burden for the treasury after a cumulative

deficit of 12 billion Lebanese ponnds.“20

Between 1955 and 1980, the PPF recorded profits

for 19 years and losses for 7 yeara.21

20

. "M,Itani, and J.Sabra, Desuhbsidizing the Petroleum Products.

(Beirut:Unpublished data, Feb, 14, 1986), p. 2.
. o1 o

'Miﬁiatry of Industry and Petrcleum, Petrcleum Directorate

General, Petroleum Statistics 1980, p. 97.
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Since 1980, the prices of crude oil have steadily in-
creased., Yeti, it was not possible, in conformity with
the social policylof the Lebanese government, to raise
the prices qf 0il derivatives., This led to additional
deficit. As a matter of fact, the cumulative defieit
of the PPF for 1980 was estimated at 1.3 billion Leba-
nese pounds, and 2 billion Lebanese pounds for 1981,
The situstion worsened with the prevalence of smuggling

of fuel to neighboring countries, The gap between

domestic sand internaiional price of fuel producis encou-
raged the smuggling, As a result, smuggling inflated
the fuel bill and aggraverted the deficit of the FFF,

which reached 2 billion Lebanese pounds per year for

- the Iast few years.

Decreasg in the customs receipﬁs; Such receipts are
vitel to the Lebanese economy, and are considered as
a source of revenue to the country. The evolution of
the effective customs receipts from 1974 till 1985,

strips the camouflage of the state budget deficit,

. There are several reasons for the decrease in the

customs receipts:
i~ Increased sctivity of illegal poris.
ii=~ Underbilling.

iii~ Prevalence of smuggling.

iv— Inactivity of the legal ports and Beirut
airport for long perioda during 1975, 1980
and 1982 due to the severe clashes, and
military operations. '
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Table 13~

Evolution of the Effective and Expected Custom Receipts

(in millions of lebanese Pounds)

*estimated

Ecochiffrese 1985 (Beirut: Taman,

S.A.L, 1985), p.165.

Yenr Expected Receipts Effective BReceipts Variance
1974 141,7 476.9 +335.2
1875 335.1 . 294,1 - 41
1976 B 64.5 _ 64,5 -
1977 582,2 4822 -
1978 706 508.4 -191.,6
19f9 700 682,1 - 17.9
iQBO 700 682,8 - 17,2
1981 900 . | 435.1 ~464 .9
1982 500 400,3 - 99.7
1983 2OQQ 1272,8 =-727.2
1984 3000 L62,4 -2537.6
1985% 4000 - 500 -3600
Source: F. Baz, M, Sader, and N, Khairallah,




e~ Increase in the pubiic expenditures, Public werks

had their priority under warious budget allocations,
Therefore, the ministry of public works benefited
from the second share of allocations between 1982
and 198%.°% These allocations were in line with the

government intentions on completing the couniry's

overall highway network plan.

p

"The overall highway network plan was expected to

cost an estimated LL 5.376 billion in 1980, The

plen includes the building of a coastal highway from
Zahrani in the South to Tripﬂli in the North, as
weil a=x ring-road around the capital, and an;ther
highway linking Beirut with the Syrian capital,
Damascus.“zj' Besides, the article 24 of the budget
law provides the disbursement of LL 235 million_
from 1982 tp 1984 for additional work and to the
side-road conneclions on some sections of the coastal
highway.zu However, the estimated costs are defla-
ted and do not correspond with cost increments
resulting from inflation and"the deprecigtion of the

currency.

2'Banque du Liban, Anpual Heport 1984, p., 23.

Marwan Iskandar and Elias Baroudi, The Lebanese Economy
-1981-82 (Beigut:dedle East Economic Consultants, S.A.R.L,1982),

‘Ibid, p. 165,




The increase in the state gpending is related to credita

extended fy the treasury to public institutions to enable them
to continue the ir operations. In addition, exceptional aid
granted by the state to institutions end individuals during
the I=zraeli invasion, Furthermore, the state had granted aid
to feéiona that were zubject to car bomb explosions, and mili-
~tary clashes, Furtheremore, the state established the Council
of the South,‘a governﬁentéi agency, whose main purpose is to

pay indemnities to the Southerner martyra' families, and to

compensate for those who suffer from the Israeli occupation.

Finally,ua major factor affecting the public expenditures
in related to wages and salarie; that the government pays to
its employees, At the level ofrthe general budget, these wages
and salaries continue to have a big share out of the total ex-

penditures,

Table ~l4-
_ Wages and Salaries
(in millions of Lebanese Pounds)
Year Wapes & Sglaries Total Expenditures A/B
(4) B)
1974 521,73 7 1218,.8 452,7%
1975 - 567.% 1021, 4 55.55%
1976 516.3 642,2 80,39%
1977 : 682,2 2006,9 3%
1978 841,2 2660 37,224
1979 1091.3 2805.9 39%
1980 1192,6 4700 25,37%
1981 1469,1 5076.8 28.94%
1982 1884, 1 6300 29.91%
1983 2574,8 8610 28, 74%
1984 3089 7293 L2,35%
Source: Banque du Liban, Annual Revort 1984, p.22;
F,Baz, M, Sader, and N,Khairallah, Ecochiffres
1985(Beirut: Temam, S,A,L, 1985), p,l47




of the difference between the revenues generated and expendi~
tures incurred by the state, If revenues exceed expenditures,
we have budget surplus; and if expenditures are greater than

revenues, we then have budget deficit,

budget deficit is taken as g third variable affecting tihe value

3, Evolution of the Budget Deficit:

of the local currency.

The net balence of the general budget is definmed in terme

For the analysis,
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Year

197k
1975
1976
1977
1978
1979
1980
1981

1982

1983
1984
1985

Table -15-

Evolution of Budget Deficit

{(in millions of Lebanese

Budget deficit
Budget surplus

+'51.5:

-222 .7
~490,2
~567.8
~624.9
-1214
-2008
-2533
6187
-6497
-9957
~18586

Source: Banque du Liban, Anpual Hepori 1979&1980

p. 27;
(Beirut:Arabia, S.A.L,1986),p.6; F.Baz,

pounds)

% change

=532

-120
~-15.8
-10
-gL
-65.4
~26
~1kk
=5
-53.4
~86.0

As=Safir Newspéper, issue 12,5,86

M.Sader, and N.Khairallah, Ecochiffres 1985

(Beirut:Tamam,5.A.L, 1985), p.149.




D~ Money Supply:
I- Definition:

"The exact definition of M, the money aupplj, is partly a

-matter of taste rather than scientific necessity,

(Along with Ml and_Mz, economists have been able to define

more than a dozen differeni money supply concepts:

uj, MI%...!"25

For the most part eof this section, the study will follew
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the most common practice and define the total money supply thus:

"M is the sum of coin and currency im circulation outside

the banks, plus checkable demand deposits (after various
roufine adjustments have been made in this magnitude),
Along with this narrow definition of total M which we
nay cell Ml)’ it is sometimeg useful to work with a broa-
‘der definition (called M2)’ which includes itime and sa-
ving deposits in addition to éoin, currency, and demand

26

deposits,”

In Lebanon, the total money supply is defined in a broa-
. der terms, where Ml is the sum of currency in circulation plus
demand deposits, and M, is the sum of Ml and other deposits in

Lebanese and foreign currencies.

25'Paul A, Sammelson, Economics{(New York:Mec Graw-Hill,

Inc, 1980), p. 264,
26‘Ibid; p. 265.
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2- Evolution of the Money Supply

Tabhle =16-

Money Supply

(in millions of Lebanese pounds)

Year M,  Index %Change Dgﬁgﬁiﬁa %Change ﬁggg%ﬁgg %Change M, Index Chéng
1975 2998 100 - 4688 - 1892 - 9578 100 -
1975 3836 128 28 5729 .87 2088 10,3 10653 111 11
1976 4905 164 28,1 4520 b,k 1782 -14,6 11207 117 5.4

1977 5062 169 3 6716 48,6 2595 55.6 14373 150 28.2
1978 6148 205  21.3 8385 24,8 2696 3.9 17229 180 20

1979 6684 223 8.8 9578 14,2 5606 108 21868 228 26.6
1980 7666 256 14.8 12163 27 8997 60,4 28826 301 32

1981 9005 300  17.2 16605 36.5 14787 65,3 40397 422 40,9
1982 11070 369 23 26014 56.6 11473 ~22.h 48577 507 20.1
1983 12845 428 16 34375 32,14 14400 25.5 61620 643 26,¢
1985 13783 460 7.5 41193 19.8 21301 48 76277 796 23.f
1985 - - - - - 38293 79.8 119556 1248 56,7

Source: Bangue du Liban, Annual Report 198&,-p. 12;
Quarterly Bulletin, 2nd and 3rd guarters 1984,p,.11;
Ax-Safir newspaper, issue 19-7-1986(Beirut:Arabia,
S.A.L, 1986), p. 11.

From above table, it is noticed that. during the events of
1975-1976 and 1978, Ml increased due to the extensive withdrawals
from demand deposits and other deposit accounts. However, Ml

decreased as soon as the situation becamé normal during 1977,

1979 and 1980." This evolution is explained by the fact that

under uncertainty, the tendency of the public {o meintain bank-
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notes increases, It is evident that part of these banknoies is
spent while the remaining part is hoarded. The relative impor-~

tance of such hoarding has had its impacti on inflation.

After having changed with the same rythm of 21,3% and 20%

in 1978, M. and M2 have differed progressively afterwards. In

1
- 1979, Ml increased by 8.8% whereas M2 increased by 26,6%.

AN

During 1980, the corresponding growth reached 14,8% and 32%

respectively., The deviation between the growth rates of Mland

H2 came Irom the increase in foreign currency deposiis, lIn faci,
the deposits ig foreign currency reprezented an average of 18%
out of H2 during the periods of 1974, 1977, and 1978. ‘At the
end of 1979 and 1680, the foreign currency deposits accounted

for 26% and 31% out of M, respectively.

Ml grew by 23% during 1982, This growth rate was the
highest seen in the last four years, The growth of M; was due
primarily to the expansion of currency in circulation., This
growth may be attributéd to the public's preference to have cash

in hand during troubled periods. As a reminder, the period of

1982 witnessed the Israeli invasion.

Unlike M M2 grew much more slowly in 1982 than in the

1’
previous years, Vhereas in 1981 Ml accelerated more rapidly
than at any time in the previous years. The same aggregate,

My, grew more slowly in 1982 by 20,14% than at any time since

1978, Thus, at the end of 1982, M, had reached LL48,577 million,

against LL 40397 million a year earlier, The trend towards




faster growth in M2 witnessed during the laat few years was thus

reversed in 1982,

The itwo components of quasi-money did not grow in the same
way during 1982, The other deposits in local currency grew by

56.6% in 1982, The growth rate was 36.5% in 1981.

4
Resident's foreign currency deposits dropped by 22,4%.

It may be recalled that these deposits grew by 64,3% in 1981

.
60, 4% in 1080

cy deposita ﬁﬁy be attributed partily to maszive conversions
effected tp local currency, The year 1982 witnessed a remark-
able shift in the structure of deposit;, with a marked decrease
iq foreign currency depositis as a proportion of total deposits,
with a return £§ levels comparable with those of the period
before the evenis of 1975. Besides, "the fall in interest rates
for the dolla; and other foreign currencies encouraged the con-
version of foreign currency deposits into local cufrency deposits
when the difference between the nominal rates for the dollar and

the local currency shrank during the second half of 1982."2?

During 1983 and 1984, Ml was subject to a slow growth as
compared to the previous year, The guasi-money structure was
changed completely during the same period. As a matter of fact,
thé.other deposits in local currency reached the lowest growth
rate{gince 1979, This ix explained by the massive conversions

effected to foreipn currency., The causes of such conversions

27'Banque du Liban, Annual Report 1982, p, 18,
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" can be attributed to psychologicéi factors of the depositors

based on future expectations against the local currency. This

clearly shown in the table 16, where foreign currency deposits

grew more rapidly than other deposits and demand deposits in

local currency,

"3, Factors affecting the money supply:

There are three main factors that affect the money supply.

A

Net foreign assets (NFA)

b.

) ’c.

Credits to the private sector.

Net claims on the public sBector.

Table ~17-
Counterparts of Money Supply

(in millions of Lebanese.Pounds)

' Credits Net claims
Year NFA NFA % to private % on the public %
usg L.L Change Sector Change Sector Chanrpe

1974 2464 5751 - 5771 - . =638 -
1975 2490 6101 6 6900 19.5 -748 -17.2
1976 2283 6609 8.3 7292 5.6 ~694 7.2
1977 300k 9012 36,3 8064 10.5 -565 18.5
1978 3184  .9567 6.1 10085 25 -139 754
1579 3574 11641 21,6 13141 30.3 279 300.7
1980 5045 14753 26,7 16295 24 1294 363.8
1981 4631 21347 Ly ,7 21441 31,6 2389 ' 84,6
1982 4884 18608 -12.8 25996 21,4 10844 353.9
1983 3651 21693 16.5 33927 30.5 14215 31

1984 2598 23094 6.4 L3784 29 19020 33,8

Spurce: Banque

du Liban, Annual lleport 1979 and 1980, 1984,
pps 23 & 34.
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as Net Foreign Assets:

Until 1981, the net foreign assets of the bLanking system
(commercial banks and Banque du Liban)of Lebanon continued to
grow., In 1982, the net foreign assets dropped to LL 18608
million, a growth of -12,.8%, and then-stood at LL 21693 million
at the end of 1983, to return roughly to the 1981 level. 1In
.198&, the net foreign ;ssets grew at 6.4%., In fect, this appa-
rent inc?eage for the last two years clearly disguiszes the true

growth of the netAforeign assets, because the Lebanese pound

had depreciated sharply against the major currencies throughout

1983% and 1984,

The decline of the Net Foreign Assets of the banking sys-

tem in Lebanon can be atiributed to the following:

i~ The intervention of Bangue du Liban in the
foreign exchange market in order to limit
the wide fluctuations of the exchange rates

of the Lebanese currency.

ii- The deterioration in the balance of payments,
vwhereby Banque du Liban was entitled to cover
the settlements due in foreign currencies.

VBefore 1975, Lebgnon was able 1o cover the
trade deficit and budget deficit from the
revénues generated by the service sector.
From 1975 and unti} 1982 the trade deficit

and budget deficit of the covutry were covered

from the capital inflows generated by the
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Lebanese workers abroad. Nowadays, Lebanon
has lost these priveleges which are of great
importance to back-up the net foreign assetis

of the country.

b, Credits to the private sector:

A

Total credit to the economy, grew at & rate of about
22,74% per annum over the last{ decade. This relatively high

growih rate does not contradict the view that after 1982, banks

were very cog}inua}about extending new credits to the private
sector, Th; substantial proportion of the growth represented
the accumulation of in£erests on rolled-over credits, conside-
ring that.most'of the baﬁks i; Lebaﬁon coﬁpute the interests on

over draft accounts each month.

This stagnation in credit extensions can be explained by
the alow-down of the economic activity inrthe country. Another
explanation can be related to the preventivé measures followed
by the banks in Lebanon during the last few years aiming at:
limiting expansions and reducing risks; enhancing their assets
in a way not to distribute profite, and backing-up their pre-

visions and reserves.

¢, Net claims on the public sector:

From 1976 and on, the net claims on the public sector

hegan"to;increg;e reaching the level of 11 billion of Lebanese

pounds at the end of 1982, The deterioration in the position
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of the public sector since 1932 has increased its borrowing,

which reached 19 billien Lebane=e pounds at the end of 1984,

Until 1982, the fommercial banks used to0 finance mosti
of the state needs due to the good position of the balance of
payments, which had shown surplus balances until 1982,
-During 1983, ihbe balance of payments weakened and witnessed a
deficit ior-the first time, The situation worsened during 1984

when the deficit in the balance of payments deepened, The year

1985 witnessed massive oulgoing transfers from the countiry due

to the political and economic conditions, As a result, the |
commercial bapnks became less and leas able to finance the deman-
ding needs of the state, Therefore, the commercial banka limi-
ted their subscriptions to Treasury bills. For example, the .
subscriptions increased by 477 million Lebanese pounds during
lgBklagainst73}58 million Lebanese pounds in 1983 and 6962
miilion Lebanese pounds in 1982, despite the increase in interest

rates on Treasury bills from 9.75% end of 1983, to 15.5% end of

1984, and 20% end of 1985.
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E~ Interpretation of Resultis:

After baving determined the causes of the weakness of the
local currency, the results are analyzed in interme of the multi-

variate regression analysis. .

The value of the local currency will bhe matched againsit the
U.S dollar exchange rate for ihe period under study. The value

cf the Lebanese pound ie then a function of four independent

variables and hax the following form:

'V=f(y,b,d;m2)

V= REate of exchange of ihe US doller against the local
currency at the end of each year,

The unity 6f exchange will be equal to US doller 1000-

ye= Real GDP ..

b= Current accountrof the balance of payment.

d= Budget deficit.

m2= Brosdly defined as: Ml plus other deposits in local

and foreign currencies,

As it is shown in the computer print-out, the analysis is
based on twelve observations; where observation one represents

the year 1974, and observation twelve represents the year 1985,

The multivariate regression equation is solved by the

computer and has .the following form:
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v= 2047,38 -,115y +.127b =-,884 =-.0175m,

t vaiﬁeg ( ~.252) (1.276) (-1.829) (.223)

r® = L9419

Adjusted R2 = ,9087.
F statistiec = 28,37

Degree of freedom= 7

Although the R2 and the adjusted R2 are very high, which

give the equation a very good predicitive power, thal is:! a 90%
change in the ;xchange rate is explained bylthe change in the
respective four'independent variable, IHowever, the t‘values
of the equation would lead to accept the nil hypothesis.
Therefore, the_apalysis should reject these independent vari-

ables as statistically insignificent variables.

Thé F statistic i# compared to a critical value obtained
from the F distribution, presented in the F distribution tables
in any etatistical book, A critical value of'2.92 at the 90%
contidence level is obtmrined, Since the F statistic of 28,37

exceeds the critical value, the correlation iz highly significant

between the dependent variable and the independent ones,
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However, under the firs% {inding, the analysis is facing
e statistical problem with multiple regressiom. It is the mul-
ticoliinearity problem, "This term applies to the situation
where there is a high degree of corruletion between two(or more)
inﬁgpendent variables, The reeult is that the regression model
is unable to separate their individual effects, because the two
' independent-variables behave in such similar fashion. This causes
the individual regression coefficients (and inferences from them)

to be relatively meaningless. A useful solution is to delete one

2
o

(or all but one) of the related variable.””

Uﬁder the first analysis, it is noticed that theié is a
high degree of correlstion between m2, the money supply, and d,
the budget deficit, these two independent variables hekave in a
gimilar fashion., Whenever the budget deficit increases, money
supply increases.‘ In order to eliminate the statistical problem,
the new multivariate equation is run with three variables by dele-
ting d,'the budgets deficit, Thus,rv becomesn: ‘

m2).

v=f(Y:b:
This new wmultivariate regression equation is solved by. the
computer and has the following form:
v= 2426,82 -.330y +.1860b +.123m2

t values -~ (-.66) {(1.72)  (7.h24)

28'Dona1d'R. Plane, and Edward B, Opperman, Statistics
for Manapement Decisjons (Dallas: Business Publications, Inc.

1977)y p. 295.
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2 "

R 9141

Adjusted R® = 8819

F giatistic

28.39

Degree of Freedom= 8

r

2
The R2 and the adjusted B provide the new equation with a
" very good predictive power, the BB% percent change in the exchange
rate or value of the loesal ecurrency is explained by ithe change in

the respective three independent variables, y, b, and g . The

respeciive t values for each regression coefficient would lead to
reject the nhluhypothesis, since the calculated t valueg are grea-
ter th#n the tabulated values‘found in any statistical book,.
Therefore, the analysis should accept the regression coefficients

as being statistically significant.

The F statistic of 28,39 exceeds the critical value of
3.01 at the 90% confidence interval, Thus, the correlation is
highly significant between the dependent variable and the inde-

pendent ones,

After deleting the d, the budget deficit, the problem of

multicollinearity disappeared and the degree of corrolation

between the independent variables became aEceptable.
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Since the 88% change iﬁ the exchange rate or value of the
Lebanese pound can be explained by the change in the respective
three independent variables, y, b and By the remaining 12%
change in the exchange rate or value of the local currency can
be explained by outside factors representing the dummy variable,
These factors can be related to rumers prevailing in the market,
psychological factors, very tenze political and military =itua-
tions, financial and political declarations, ihe conflict between

the Lebanese Hanks sssociation and Bangque du Liban, and the con-

flict between the Ministry of Finance and Banque du Liban etc,.,




Chapter III

CONCLUSIONS, RECOMMENDATIONS AND SUMMARY,

A- Conclusions

The serious economic dislocation has recured in terms of
impairment into the preductive capacity of the Lebanese economyy

the abrupt and substantial decline in produectiviiy have been

caused to the Gross Domestic Product (GDP), in real terms, follo-
wed by deterioration in the balance of payments, huge budget

deficit , and inadequate growth in the money supply.

The decline in the Gross Domestic Produect is explained by
the damages which hurt the various gectors in Lebanon., These
sectors have faced serious problems related to the emigration of
the skilled manpower, weak marketing techniques, competition,
rise in the labor costs, state of security, politicgl instability,
shrinkage in capital investements, difficultiies of access to tra-
ditional markets, ample destructions, exodus of serviecing firms

and agencies, disrupted means of transport etc..,

The deterioration in the balance of payments which has been
affected mainly by increase in the capital outflows, shrinkage in

cepital inflows, and the ipcreased commercjal deficit,

52
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The huge budget deficit were incurred by the increase in
public expenditures, the decrease in the revenues generated by
the state, governments' subsidies, mainly the petroleum preducts,
the interruption of the Arab aid, and the huge allocations of

resources on armament.

The inadequate growth in the money supply were caused by
accumulation of interests on rolled-over credits, slowdown of

the economic activity in the country, and the increased borrowing

B~ Recommendations:

The actions that are recommended to be taken in order to
rectify the situation and impose a relative stable exchange rate

for the local currency, are the following:

1- To impose high taxes on non-commercial iransfer
funds to foreign countries.¥hy? Because such duty will
discourage and make speculative transfers unattrac-

tive.

2~ To impose fees and charges on the foreign
exchange transactions: the government can
implement suech recommendation on those vho
hold a long position in foreign currencies.
But, here one should differentiate belween

the individuals who demand foreign currencies

to import goods, and those who demand foreign




Sk

currencies for speculation purposes,
For the former case, the government
will exempt the importers from such
fees and chargee. Tor the latier case,
the government would relatively limit
the epeculation by applying the fees

and charges to relative transactions.

The Central Bank (Bangue du Liban) should

intervene more often in exclhange market

£o support the local currency, This inter-
vention should be exercised in favour of

local currency instead of US dollar or

other foreign currenciee, In fact, the
Central Bank interferes more often to buy

US dollar at low prices to meet government
needs rather than to support local currency,
Besides, the Central Bank is understood to
intervene to protect speculators from expected
losses rather than to prevent disturbances

in the exchange market., Therefore, it is
suggested that the intervention of the Central
Bank should be restricted only to enhance the
value of the local currency and not otherwise,

Such strategy would harm the speculators and

would leave them reluctant for any speculation,
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Temporary closure of the foreign exchange market

cehould be resorted to during severe perturbations,

and harmful peolitical events, 1t is recommended

that the Central bank should prohibit dealing

during those short crises when speculators imvent events

to benefit from such oppurtunities.

Decrease in public expenditures: this can be

reached through the suepension of all unnecessary

nub i FCTHKE BRI HE© i B, U EEE e DT Oe ig
abéolutely necessary, Another recommendatien is

to suspend any further recruitement in all public

and goverumentel agencies, Instead, under employed
bureaucrats should be deployed in vacant places 1o

be productive. Besides, the government should cut
dowp wages and salaries on those wh§ de not attend
during abnormai conditions, Iln addition, the govern-
ment should eliminate the compensation ﬁlan under
these cirecumstances, Moreever, the government should
reduce the armawent allocations, since they have been

responsible for big demand for foreign currencies.

Increase the revenues generated by the pgovernment:
this can be achieved by mdjusting the prices of the
petroleum products to match their effective costs,

The Electricité du Liban (EDL) and Electricité de

"Kadisha mey be required to settle their obligations

amounting to more than 2 billion Lebanese l'ounds




by the beginning of 1987. To improve the tax

receipts, incremse taxes on luxurious items may

be sought, Collection of past due taxes(income,
real egtate, traneport ...), which are equivelent
to 2 billion Lebanese pounds should be accelerated,
To provide incentives for collection of taxes, the
penalties on late settlements should be reduced.
The geverument should seek ways {o improve the

custom receipts and if poesible increasge them,.

The Arab countries should be apprcached to settle
their aid obligations to Lebanon which they pro-

mised at the Tunis Suvmmit in 1979,

The Central Bank should control the momey supply
and stabilize its growith relative to the apggregate
cutput of the ecomomy, It ie the duty of the
Central Bank to monitor the velume of the money
eupply. For example, the Central Benk can resert
to apply new monetery tools such as: increase the
reserve requirements; increase the level of inte-
rest rates, and limit the volume of loanable funds
for the purposes of controlling money supply. As
@ result, this would reduce the absorbtion of
excess liquidity restricting therefore the ability
of speculation to use the resources for speculative

purposes, The effect of increasing the level of

interest rates would inercase the demand of the
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Lebanese pound, ' Thus, beth operations would
have a positive impact on the exchange rate
from the peoint of view of supply and demand
of the local currency. A restrictive mone-
tary policy which iz supported by the Central
Bank does not harm the productive seetors end
the banking sector, because any fight to con-
tain iﬁflation is for the benefit of the both

Eectors.

0- Pinally, it is due to the preveiling stete of
insecurity which has reduced the influx of
capitals and investements to Lebanon, parti-
cularly from the Lebanese work force abroad,
Upon normalization of the countrys' conditions,

such mattier would be reversed.

C- Summary:

It should be stressed that both the government and the

Central Bank should impose reforms on their existing systems
and policies to match with the present situation of the couniry
in order to prevent any further depreciation of the local cur-

rency.

The government should improve its taxation system and

procedures g0 that it would be able to generate more revenues,

Taxes such as:
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1- Texes on saving deposits in foreign currencies,
2- Feeg and charges on speculative foreign exchange

transactions,

3= Taxes from importers once a letter of credit is

settled. .

Besides, the government should leck forward for better

allocation of expenditures by implementing the follewing:

1- Cutting down spending onm nom Hecessary

public works and services,.

2~ Heducing the armament bill and transferring

its allocations inte more productive sectors.

53~ Desubsidising the petroleum products,

The Central Bank should develop an e¢ffective monetary
policy that favours the local currency, Thue, it should inter-
fere to back-up the value of the Lebanese pound, It should
increase the legal reserves on the deposits held by the commer-

cial banks, increase the level of interest rates, and decrease

the ceiling of loanable funds to the private sector.
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