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• Discussions on the authorities’ request for emergency assistance took place in 

Beirut March 8–20. The staff met with the governor of the central bank, the 
minister of finance, other senior officials, and World Bank staff. The staff team 
comprised Messrs. Gardner (head), Schimmelpfennig, Sdralevich, and 
Ms. Oner (all MCD), Mr. Le Borgne (FAD), and Mr. Tzanninis (PDR); it was 
assisted by Mrs. Weikert and Ms. Winkler (both MCD). Ms. Choueiri (OED) 
attended the policy meetings. 

• In the attached Letter of Intent (LOI), the Lebanese authorities request a 
purchase of 25 percent of quota (SDR 50.75 million) under Emergency 
Post-Conflict Assistance (EPCA). In the view of the staff, the authorities’ 
medium-term reform program presented at the international donors’ conference 
of January 25, 2007, in Paris (“Paris III”), constitutes an adequate basis for an 
EPCA request, and is presented as an attachment to the LOI as their 
Memorandum of Economic and Financial Policies.  

• Fund support through EPCA is a key part of a concerted international effort to 
provide financial assistance to Lebanon. A large number of bilateral donors and 
multilateral agencies are supporting the reconstruction and reform of the 
Lebanese economy. 
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EXECUTIVE SUMMARY 

The authorities have requested Emergency Post-Conflict Assistance (EPCA) in support of 
their 2007 economic program, with access of 25 percent of quota (SDR 51 million). EPCA is 
a key part of a concerted international effort to provide financial assistance to Lebanon.  
 
Background and recent developments 

The five-week conflict with Israel in 2006 and the month-long blockade that followed 
inflicted a heavy human and economic toll on Lebanon. Donor conferences in Stockholm on 
August 31, 2006 and Paris on January 25, 2007 (Paris III) generated significant donor 
support that has mitigated the conflict’s impact on public finances. Financial markets 
weathered the conflict surprisingly well, reflecting the authorities’ skillful management of 
exchange rate pressures, the banking system’s strong liquidity position, and deposits by 
Saudi Arabia and Kuwait with the central bank shortly after the conflict erupted. 

Outlook and policy discussions 

• The authorities expect 2007 to be a very difficult year. Political tensions could 
intensify ahead of the presidential election in the fall and adversely affect economic 
activity and private capital flows.  

• The fiscal program for 2007 aims at containing the primary deficit while 
accommodating reconstruction and relief spending. Financing of the deficit is subject 
to uncertainties relating to the availability of donor support and volatile market 
conditions. The authorities will take steps toward the introduction of a global income 
tax, social and energy sector reforms, and privatization of the telecom sector.  

• The authorities consider the current level of international reserves sufficient in case of 
renewed financial markets pressures.  

Staff appraisal 

• The program for 2007 strikes a careful balance between post-conflict needs and the 
challenges posed by the large public debt overhang. Implementation of the Paris III 
reform agenda combined with pledged donor support would significantly lower the 
debt-to-GDP ratio over the next five years in the absence of adverse macroeconomic 
shocks. Still, risks in both the short and the medium term are substantial, and every 
opportunity should be seized to advance the reform and adjustment process. Donor 
support needs to be closely aligned with the authorities’ macroeconomic objectives 
and policy priorities.  
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I.   INTRODUCTION 

1.      The authorities’ economic program for 2007 derives from the broader 
medium-term reform strategy presented at the donor conference on January 25, 2007, 
in Paris (“Paris III”). The medium-term reform program was developed prior to the conflict 
with Israel. At the Board meeting on the 2006 Article IV consultation, on May 8, 2006, 
Executive Directors had expressed their support for an earlier version of the debt reduction 
strategy, although a number of Directors considered that the size of the imbalances called for 
a more rapid pace of fiscal adjustment. In the wake of the July-August 2006 conflict and its 
economic and political fallout, the sequencing of reforms and the timing of fiscal adjustment 
were changed. The specific objectives of the program for 2007 to be supported by EPCA are 
to protect financial stability, contain the budget deficit during this transition year, and initiate 
structural reforms that are critical to the success of the medium-term reform program.  

2.      EPCA would provide an appropriate transition to 2008, when fiscal adjustment 
is envisaged to commence. Staff’s judgment is that Lebanon meets the criteria for Fund 
support under EPCA (Box 1). The authorities have indicated that they intend to seek Fund 
support through a Stand-By Arrangement (SBA), following satisfactory implementation of 
the EPCA program, and after the immediate impact of the conflict has been addressed, and 
the current political stalemate resolved.  

3.      The political situation remains difficult, with a risk that legislative activity could 
be paralyzed in the period leading up to the presidential election, which is expected to 
be held by the Fall of 2007. Efforts to end the political crisis have so far not met with 
success, with the government and the opposition remaining firmly entrenched in their 
positions, putting parliamentary activity on hold. The security situation has become calmer 
since the street violence and the bomb attacks of January and February 2007. Despite the 
political stalemate, the government is determined to move ahead with its reform agenda, and 
is counting on reassurances provided by the Speaker of Parliament, who is aligned with the 
opposition, that he would, on an exceptional 
basis, convene parliament to consider legislation 
related to the implementation of the Paris III 
program. 

II.   BACKGROUND 

4.      The five-week conflict with Israel in 
2006 and the month-long blockade that 
followed inflicted a heavy human and 
economic toll on Lebanon. The damage to 
infrastructure is estimated by the government at 
$2 billion (9 percent of GDP), just over half of 
which is housing (Text Table 1). Immediately 

Total cost of the conflict 1/ 2.0
Housing 1.1
Immediate assistance and relief spending 0.2
Infrastructure 0.7

Costs met from the budget 2/ 1.5
Housing 0.6
Immediate assistance/relief 0.2
Infrastructure 0.7

Costs met outside the budget by donors 0.5
Of which:  housing 0.5

Sources: National authorities; and Fund staff estimates.

1/ Estimate.

Text Table 1. Lebanon: Conflict-Related Spending 2006–08
(In billions of U.S. dollars)

2/ The estimate of the cost of the conflict financed through the 
budget is based on the Lebanese authorities' "Donor Monitoring 
Sheet" (dated 5/11/2006).
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after the conflict, donors committed $1.7 billion for relief and recovery.1 Most of the pledges 
are expected to be disbursed by end-2007, but due to implementation capacity constraints, 
actual conflict-related spending will spill over into 2008. 

 
 

Box 1. Lebanon: Eligibility for Access Under EPCA 
 

Urgent balance of payments need. While the central bank was able to protect its reserves 
position through the conflict, further balance-of-payments support will be needed in 2007 to 
maintain confidence in the face of continued political instability, potential market volatility, 
foreign currency debt service of about $3 billion, negative deposit growth since the beginning of 
the year, and the roll-over of short-term deposits of over $60 billion. The projected conflict-
related widening of the current account deficit will increase these vulnerabilities further. The 
timely deposits for US$1.5 billion by Saudi Arabia and Kuwait also indicated the urgency of the 
balance of payments need. 
 
Disruption of institutional and administrative capacity. The war and its direct aftermath led 
to a significant weakening of institutional capacity (evidenced by vacancies in key ministries 
and the impossibility of convening parliament) and stretched the capacity of the administration 
(due to the added tasks of planning for recovery, reconstruction and donor coordination) to the 
point where the authorities are not yet able to implement a comprehensive economic program 
that could be supported by an upper credit tranche Fund arrangement. 
 
Sufficient capacity for policy planning and implementation and demonstrated 
commitment. Capacity and commitment are adequate, as demonstrated by the authorities’ 
management of financial market tensions and the medium-term economic and reform program, 
which was finalized after the conflict.  
 
Fund support as part of a concerted international effort. Access under EPCA is small 
relative to the country’s financing needs, but constitutes an integral and catalytic part of the 
overall financial assistance package of Paris III. 
 

 

 
 
5.      The conflict and the ensuing domestic political tensions dashed hopes for a 
strong recovery in 2006 (Table 1). The latest indicators suggest that real GDP was flat in 
2006, compared with a pre-war projected growth of around 6 percent, translating into a loss 
of national income of about $1.3 billion. At the same time, inflation accelerated due to supply 
shortages triggered by the conflict, reaching 7 percent year-on-year in December 2006. 

                                                 
1 This includes the amounts pledged at the Stockholm donor conference of August 31, 2006, as well as 
separately by Arab donors. 
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Sources: Lebanese authorities.
1/ Coincident indicator is a composite indicator of economic activity monitored by the 
central bank.

Figure 1. Lebanon: Real GDP and Coincident Indicator, 1994–2006
(Annual change in percent)
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Figure 2. Lebanon: Inflation, January 2005–December 2006
(Change in percent)
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6.      The conflict also pushed the primary fiscal balance (excluding grants) into a 
deficit of 1.2 percent of GDP in 2006 (Tables 2 and 3). Disbursed grants (2.9 percent of 
GDP) more than covered the direct budgetary impact of the conflict in 2006 (estimated at 
1 percent of GDP), but a marked increase in interest expenditure (reflecting in part the 
expiration of some of the Paris II interest relief) caused the overall deficit to widen to 
11.2 percent of GDP, from 8.5 percent in 2005. Gross public debt rose to $40 billion 
(179 percent of GDP) by end-2006 (Tables 4 and 5). 

7.      Financial markets weathered the conflict surprisingly well. Financial stability and 
confidence in the peg were maintained throughout the conflict owing to deft management of 
the situation by the central bank, in particular in limiting capital outflows, the banking 
system’s strong liquidity position, and the timely deposits of $1 billion by Saudi Arabia and 
$500 million by Kuwait with the central bank. Cumulative deposit outflows of about 
$3 billion during the conflict (5 percent of the deposit base) were recouped by year-end 
(Tables 6–8). However, deposit growth since the beginning of 2007 remains negative, 
deposit dollarization has not come down, and Eurobond and Credit Default Swap spreads 
have declined only slightly since the end of the conflict and the Paris III conference. Faced 
with tighter and volatile market conditions, the government had to rely on central bank 
financing in the second half of 2006. 
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Sources: Lebanese authorities.

Figure 3. Lebanon: Broad Money and Deposit Dollarization
(January 2005–February 2007)
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1/ Defined as gross international reserves minus principal and interest due over the next 
12 months on all foreign currency liabilities of the central bank to entities other than the 
government of Lebanon. Excludes long-term foreign exchange liabilities of the central 
bank.

Figure 4. Lebanon: International Reserves and Liquidity
(January 2005–February 2007; in billions of U.S. dollars)
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Figure 5. Lebanon: Interest Rates
(January 2005–January 2007; in percent)
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Figure 6. Lebanon: Eurobond and Credit Default Swaps (CDS) Spreads
(January 2005–March 2007; in basis points)
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8.      The overall balance of payments (including the $1.5 billion special deposits from 
Saudi Arabia and Kuwait) posted a surplus of $1.7 billion in 2006, with gross 
international reserves (excluding gold) increasing to $11.4 billion (Table 9). Trade slowed 
down considerably during the war and the blockade. As a result, imports were almost flat for 
the year as a whole, while exports still showed strong growth owing to a good first half and a 
recovery during the last quarter, with jewelry exports displaying particular buoyancy. 
Significant foreign direct investment in the first half of 2006 also helped the balance of 
payments. The depreciation of the U.S. dollar (to which the Lebanese pound is pegged) 
against major currencies more than offset the impact of domestic inflation on the real 
effective exchange rate, which by end-2006 depreciated modestly over December 2005. 
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Figure 7. Lebanon: Exports and Imports
(January 2005–December 2006; in millions of U.S. dollars)
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Figure 8. Lebanon: Effective Exchange Rates
(January 2005–December 2006; 1995=100)
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9.      Based on the staff’s assessment, the grant element of the $7.6 billion pledged at 
Paris III that can be applied to debt reduction is estimated at around $1.4 billion; this 
amount could be increased substantially depending on the flexibility shown by donors 
in terms of concessionality and use of funds.2 Unlike the case of Paris II, most of the 
support pledged at Paris III is in the form of project financing, which may be difficult to fit 
within the government’s existing expenditure plans. To the extent that donors pursue project 

                                                 
2 Out of total pledges of $7.6 billion, $5.1 billion was earmarked for the government. The rest includes money 
already disbursed, funds pledged to the private sector, UN agencies and NGOS, and funds previously 
committed. 
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financing independently of the government’s own expenditure objectives, this would add to 
debt. The timing of disbursement remains uncertain, although donors generally indicated that 
support will be phased in line with progress in the reform agenda. 

III.   POLICY DISCUSSIONS 

10.      Discussions on EPCA were based on the program presented by the authorities at 
Paris III donors’ conference (Attachment III to the LOI). The program is broad in its 
objectives and range of actions (Box 2). The fiscal reform program spans five years, but 
owing to institutional and political constraints, as well as concerns about the state of the 
economy, most adjustment measures would only start in 2008. The agenda for 2007 includes 
a commitment to contain the deficit and initiate important structural reforms, including steps 
toward privatization of the two mobile phone operators, the launching of the reform plan of 
power utility Electricité du Liban (EdL), preparations for tax policy reforms in 2008, budget 
management measures, and an increase in gasoline excise revenues. 

11.       The authorities recognized that the volatile political climate could affect the 
timing of policy implementation. Some delays in reforms have occurred on account of the 
political stalemate, but work is under way on a number of fronts with a view to advancing the 
reform program as much as possible. However, given the political situation, the authorities 
would need to retain flexibility in choosing among structural measures to implement in case 
of rising tensions. For these reasons, the authorities considered it essential that the calendar 
of measures monitored under EPCA should focus on a limited set of clearly deliverable 
actions. 

12.      Notwithstanding the outcome of the Paris III conference, the authorities expect 
2007 to be a very difficult year. Apart from the adverse impact of the protracted political 
stalemate, political tensions and uncertainty ahead of the presidential election are expected to 
affect adversely economic activity and private capital inflows. Based on these considerations, 
as well as recent economic and financial developments, the authorities and staff agreed to 
revise the macroeconomic assumptions for 2007 as follows:  

• The projected rebound of GDP growth in 2007 has been lowered from 4 to 
1 percent, owing to the uncertain political situation as well as the 
better-than-anticipated outcome for 2006. Over the medium term, growth is 
projected to accelerate gradually to 5 percent a year, with confidence effects and the 
benefits of structural reforms outweighing any dampening impact of fiscal tightening. 
Moreover, Lebanon is expected to benefit from continued strong regional demand for 
services. With the exchange rate peg, inflation is projected to return to the low single 
digits by end-2007, with some possible temporary up-ticks over the reform period 
reflecting planned increases in indirect taxes. 
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Box 2. Lebanon: The Authorities’ Five-Year Reform Program 

 
The authorities’ reform program covering the period 2007–11 follows closely the reform 
agenda developed prior to the conflict. 
  
Fiscal adjustment and related structural reforms aim to increase the primary surplus and 
reduce public debt. Revenue measures include increasing the VAT rate and the tax on interest 
income; returning gasoline excises to their 2004 levels; introducing a global income tax to 
replace the current schedular system; and reforming tax administration. Expenditure measures 
center on containing the wage bill and other current expenditures, eliminating extrabudgetary 
funds, and reducing transfers by reforming the power utility and the pension system. Capital 
expenditures will be temporarily increased for reconstruction. The government also intends to 
improve the budget process and debt management. 
 
Privatization plans include the two mobile phone operators and the fixed line telephone 
company. Moreover, the central bank is expected to divest ownership of Middle East Airlines 
and Intra (a holding company which owns Casino du Liban). Privatizations would reduce the 
debt, but the associated saving on debt service would be offset by the foregone profit transfers.
 
Monetary and exchange rate policies will focus on maintaining price stability through the 
exchange rate peg, relying on short-term instruments for sterilization purposes. The 
government will reduce its reliance on central bank financing to strengthen the independence of 
the Banque du Liban. 
 
Growth-enhancing structural reforms are geared to improving the business climate and 
competitiveness. They will address governance problems in the public sector; streamline 
regulations; facilitate access to credit; enhance the enforcement of the rule of law; and deepen 
capital markets.  
 
Social sector reforms seek to alleviate poverty, reduce regional income disparities, and 
improve education and health indicators. Specific actions will include rationalizing social 
spending across ministries; reforming the existing social safety net; introducing new pilot 
programs targeting the poor, including through cash transfers; and raising the effectiveness and 
coverage of health and education facilities. 
 

 

 
• The slower than expected improvement in confidence has been reflected in 

higher interest rate and lower money growth projections for 2007 than 
envisaged at the time of Paris III. Interest rates are not projected to decline until the 
end of 2007, implying a possible widening of interest rate spreads vis-à-vis 
international dollar rates. Interest rate spreads would narrow starting in the last 
quarter of 2007, reflecting improved confidence and declining external financing 
needs. Monetary growth is projected to turn positive (but only modestly) in the 
second quarter, and to reach 3.5 percent by year-end. This would imply very tight 
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domestic financial market conditions in 2007. Over the medium term, monetary 
growth is projected conservatively at an average of 5 percent a year. 

A.   The 2007 Fiscal Program  

13.      The 2007 fiscal program aims at containing the primary budget deficit 
(excluding grants) at 3.7 percent of GDP (indicative target), compared with 1.2 percent in 
2006. The draft budget for 2007, which has not yet been submitted to parliament 
(monitorable action), builds in significant reconstruction and relief spending. Excluding 
one-off and conflict-related spending, the primary deficit is targeted to remain roughly 
unchanged relative to 2006. Grant disbursements (from both Stockholm and Paris III 
pledges) are projected at 3.7 percent of GDP in 2007, but there is considerable uncertainty 
about their timing, reflecting ongoing discussions of the authorities with donors. The overall 
deficit (including grants) would increase from 11.2 percent of GDP in 2006 to 12.4 percent in 
2007.  

14.      Government revenue is projected to rise by 1.1 percent of GDP in 2007, mostly 
on account of an increase (0.7 percent of GDP) in gasoline excises. This increase will be 
realized by setting a floor on the gasoline excise (monitorable action), which is akin to 
asymmetric indexation of domestic prices to international prices. Acknowledging that their 
revenue projections may be on the conservative side, the authorities indicated that they intend 
to use any revenue over performance for debt reduction instead of increased spending. 
Preparations are also ongoing for the introduction of a Global Income Tax (GIT) in 2008 
(with effect on 2009 tax revenues), to replace the current schedular system. The law to 
implement the GIT would need to be passed before end-2007.  

15.      Total expenditure is projected to increase by 3.1 percent of GDP relative to 2006 
(3.5 percent, excluding interest). Most of the increase relative to 2006 (2.8 percent of GDP) 
comes from extraordinary outlays related to recovery and reconstruction. Military spending is 
also projected to increase due to the expansion of the army and one-off bonus payments to 
military personnel carried over from 2006. Additional pressures on expenditures arise from 
rising transfers to the public power company, EdL, the National Social Security Fund 
(NSSF), the Council of the South, and the Fund for the Displaced, in all, adding 1.2 percent 
of GDP relative to 2006. These increases are offset in part by a reduction in other spending 
and the postponement of infrastructure spending for the reform of EdL.  

16.      Reforms intended to address the large and growing transfers to the rest of the 
public sector are expected to begin in 2007. The gradual elimination of these transfers is at 
the core of the authorities’ medium-term fiscal adjustment strategy. To that end, the 
authorities will develop an audit plan for the NSSF (monitorable action) in order to assess the 
contingent liabilities for the government, and put in place appropriate reforms. Power sector 
reform developed by the government in consultation with the World Bank is also set to begin 
in 2007. The reform will address a mix of governance and infrastructural issues, starting with 



 12  

 

 
 

 
 

an audit of EdL (monitorable action); however, the planned installation of remote meters to 
improve revenue collection has been delayed. Moreover, public expenditure reform 
envisages the closure in 2009 of two extrabudgetary funds—the Council for the South and 
the Fund for the Displaced.  

17.      The authorities’ program includes implementation of a public financial 
management reform plan developed with technical assistance from the Fund. Weak 
controls and accountability have prevented effective budgetary control, making it difficult to 
adjust line ministries’ spending in line with the government’s priorities. One key concern for 
the ministry of finance has been the ability of line ministries to roll over expenditures from 
one budget year to the next. The authorities committed to eliminating, in the 2007 budget, the 
rollover of any spending that has not already been contracted (monitorable action), and to 
prepare the necessary measures to prevent the unchecked carry over of expenditures starting 
with the 2008 budget. They noted that they had already reduced the outstanding stock of 
committed carryovers from around 5.7 percent of GDP in early 2005 to around 1.5 percent at 
the end of 2006. The authorities have also completed the automation of payments, which is a 
prerequisite for the planned move to a Treasury Single Account. 

18.      Despite the large overall deficit, gross government debt is projected to decline in 
2007 by three percentage points of GDP to 176 percent of GDP, reflecting a $1.6 billion 
(6.7 percent of GDP) transfer to the government from the (unrealized) valuation gains 
of gold held by the central bank. Lebanese law provides for the annual transfer of 
80 percent of gold revaluation, although an informal agreement between the ministry of 
finance and the central bank had suspended such transfers for three years. The authorities 
indicated that the transfer would be used to retire government debt held by the central bank, 
and would therefore have no direct monetary impact. The projected decline in gross debt 
matches that of net debt (indicative target).  

19.      The financing of the deficit is expected to take place largely through donor 
financing and borrowing from commercial banks. The program projects that official 
financing (Paris III and undisbursed Stockholm pledges) would cover $2.7 billion of the 
$3.8 billion deficit (before grants), and that commercial banks would provide another 
$900 million. The remaining $200 million would be covered by domestic public institutions 
and the central bank. In gross terms, the financing requirement of the government in 2007 is 
projected at $10 billion (43 percent of GDP), $3 billion of which is in foreign exchange. 
Most of the debt is held by domestic banks and their ability to refinance the government 
depends in large part on the strength of deposit growth. The authorities considered that, in the 
current uncertain market environment, there was little scope for increasing private financing 
by raising interest rates. Therefore, in the absence of a pick up in monetary growth, or in the 
event of a shortfall in donor financing, the authorities noted that they would have to resort to 
additional central bank financing of the government (indicative target), with a direct impact 
on international reserves. While committed to the quantitative indicative targets of the 
program, the authorities argued therefore that the target on central bank credit to the 
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government allow for a degree of flexibility should they face difficulties in borrowing from 
the market or shortfalls in donor financing. They agreed that they would consult with staff 
should it become necessary to exercise such flexibility.  

B.   Monetary and Exchange Rate Policy 

20.      To protect the exchange rate peg and financial stability in the face of large 
liquidity shocks, the banking sector (central bank and commercial banks) has 
maintained a high level of liquid foreign assets. The program aims at maintaining an 
average level of gross international reserves (indicative target3) equivalent to roughly 
20 percent of total deposits, which has proven adequate in the face of the large financial 
shocks of 2005 and 2006.4 Nevertheless, given the difficult financial outlook expected in 
2007, and the low projected rate of monetary growth, the authorities considered that some 
temporary decline in gross reserves target was justified to enable them to address possible 
intra-annual pressures, with the objective of returning by end-year to the level of 
international reserves projected for end-March 2007. Consistent with the international 
reserves objective, the authorities will also seek to contain the growth of central bank claims 
on the government (indicative target), with the understanding that temporary shortfalls in 
market or donor financing would have to be accommodated through additional central bank 
financing.5  

21.      The central bank will continue to monitor closely liquidity conditions in the 
domestic markets because of its impact on international reserves. In managing liquidity, 
the authorities confirmed their objective of moving to a more conventional system of 
short-term monetary instruments, but indicated that it would be too risky to reform monetary 
policy instruments in the current unstable market environment. They were of the view that, in 
times of high uncertainty, the effectiveness of interventions in the money market in 
countering pressures on the exchange rate was limited, and that they would have to continue 
to rely on longer-term monetary instruments in order to prevent banks from liquidating at 
short notice their claims on the central bank. 

22.      The costs of past central bank operation constrain liquidity management. As a 
result of such operations (including the cost of defending the peg and maintaining 
international reserves), the central bank’s balance sheet generates large cash losses. Given the 

                                                 
3 For the purpose of the program, gross reserves are defined to include Lebanon Republic Eurobonds in order to 
align the headline number to the national definition. However, the floor on gross reserves is adjusted for any 
change in the holdings of Eurobonds.  

4 Table 12 shows financial and external vulnerability indicators. 

5 The target ceiling includes the redemption of LL2,380 billion in Treasury bills held by the central bank to be 
paid through the transfer of the gold revaluation gains. 
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expected slow recovery of money demand growth in 2007, the liquidity injection stemming 
from these losses is likely to have a direct impact on international reserves. The monetary 
authorities assured staff that they would monitor the situation closely, with a view to 
avoiding a structural imbalance between their liquidity injections and money demand.  

C.   Structural Reforms 

23.      EPCA discussions on structural reforms focused on the following macrocritical 
areas: 

• Privatization of the telecom sector. The authorities confirmed that the board of the 
Telecom Regulatory Authority (TRA) was now in place. Another precondition for the 
privatization of the sector is passage of a law enabling the sale of the assets of the 
mobile phone operators and relevant operating licenses. The authorities plan to 
submit such legislation to parliament by end-June 2007 (monitorable action). Because 
of the political calendar, the authorities expect to launch the privatization process by 
sending invitations for expression of interest in the purchase of the two operators 
toward the end of the year (monitorable action). The two companies are currently 
privately managed under a contract that expires in April 2008, which would therefore 
permit completing the transfer of the assets and licenses to the new owners by mid-
2008. The privatization would be for the full value of the assets and the licenses, 
compared with the assumption of a partial privatization in the Paris III program.6 The 
privatization of the fixed line, along with a third mobile license, is projected to begin 
in 2008, with a first partial sale to a strategic investor. 

• Power sector. The reform of EdL includes actions on both governance and 
infrastructure. On the governance front, there is a need to both clarify the financial 
situation of the company (the last audited financial accounts date to 2001) and 
corporatize it so that it can operate more independently and according to commercial 
principles. On the infrastructure front, investment is needed to install remote meters 
to reduce the problem of non-technical losses, and to upgrade production facilities 
(possibly through Build Operate and Transfer or other financing arrangements). The 
World Bank will take the lead in this area and has begun discussions on a power 
sector lending operation. Preparation of an audit plan by end–June (monitorable 
action) will serve as an input to this reform.  

• Social security, pension reform and health care reform. Two of the three funds of 
the NSSF (the family allowance fund and the health insurance fund) run structural 
deficits which give rise to large liabilities for the government, which has a legal 
obligation to cover some of the costs of NSSF. Inadequate contribution rates, 

                                                 
6 The larger upfront reduction in the debt to GDP ratio is offset by a lower primary surplus over the 
medium-term due to the foregone profit transfers from the telecom operators.  
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excessive and unchecked benefit payments, and other possible leakages may be at the 
origin of these losses. However, in the absence of a clear financial picture, reforms 
have been delayed and the government has been reluctant to meet all of the financial 
requests of NSSF.7 The private pension system (the third fund in NSSF) has been 
running surpluses, but a reform of the system from an end-of-service lump sum 
payment scheme to a fully-funded pension system may entail large transitional costs 
for the government. The World Bank is directly involved in these areas. The 
preparation of an audit plan by end-June (monitorable action) will facilitate the 
reform process. 

D.   The Medium-Term Fiscal Program and Debt Sustainability Analysis 

24.      Based on the revisions to the 2007 fiscal projections and the macroeconomic 
framework, the staff’s medium-term scenario projects that the implementation of 
the authorities’ program would raise the primary surplus to 5½ percent of GDP by 
2011–12. Relative to the authorities’ Paris III projections, the staff’s scenario takes a more 
conservative view on the fiscal dividend from the reforms of the electricity company and the 
pension system and factors in a larger loss in nontax revenue due to the full rather than 
partial privatization of the mobile phone operators. The current scenario also embodies more 
recent (and higher) oil price assumptions over the medium term, which translates into higher 
projected losses of EdL and related budgetary transfers. However, the assumed rate of real 
GDP growth is considerably higher than the historical average. 

25.      The medium-term fiscal adjustment is about equally divided between revenue 
and expenditure measures (see table below). The first step of the VAT rate increase, an 
increase in the interest income withholding tax, and the introduction of the GIT are all 
planned for 2008. In the event of delays in the implementation of any of these measures, the 
authorities intend to take compensatory actions to match the original adjustment path of 
Paris III. 

26.      Under the scenario, the government debt ratio would decline to 128 percent 
of GDP by 2012. Of the 51 percentage point net reduction in the debt ratio over the period 
2007–12, 31 points would come from privatization, 10 points from fiscal adjustment, 7 points 
from the 2007 transfer of gold revaluation gains, 6 points from Paris III contributions, and 
3 points from post war recovery grants, with the automatic debt dynamics partly offsetting 
these gains. Fiscal adjustment would progressively become the main driving factor behind 
debt reduction and, by 2012, the projected primary surplus would exceed the debt-stabilizing 
primary surplus by 6 percent of GDP. The debt ratio would thus remain on a downward path 
even with some relaxation of the fiscal stance after 2012. This is illustrated in the Debt 

                                                 
7 NSSF has covered the residual financing needs of the two funds from its reserves, and by running arrears. 
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Sustainability Analysis (DSA), which is carried out over a 20-year horizon and assumes that 
the primary surplus returns to 3 percent of GDP by 2015 (Figure 9 and Table 10). 

2007 2008 2009 2010 2011 2012 Cumulative 1/

0.1 2.1 3.4 3.1 1.0 0.1 9.7

0.9 2.0 0.2 1.8 0.5 -0.1 5.3
0.0 1.2 0.0 1.3 0.0 0.0 2.5
0.0 0.0 0.4 0.3 0.3 0.0 1.0
0.7 0.1 0.2 0.1 0.1 -0.1 1.1
0.2 0.7 -0.3 0.0 0.1 0.0 0.7

-0.8 0.1 3.1 1.3 0.5 0.2 4.4
-0.2 0.4 0.3 0.3 0.3 0.1 1.1
-0.7 -0.2 2.4 0.1 0.1 0.1 1.9
0.1 -0.1 0.4 0.8 0.1 0.0 1.4

-1.8 -1.0 -1.7 -0.6 -0.8 0.0 -5.9
0.0 -1.4 -1.9 0.0 0.0 0.0 -3.4
0.8 -1.5 -1.1 -0.6 -0.4 0.0 -3.0
-2.8 2.3 1.5 0.0 0.0 0.0 1.0
0.2 -0.3 -0.2 0.0 -0.3 0.0 -0.6

Change in primary surplus -1.7 1.1 1.7 2.5 0.2 0.1 3.8

1/ The cumulative adjustment starts from 2006.

3/ Includes (i) containment of other current expenditures; and (ii) increased capital spending (as advocated by the World Bank's Public Expenditure 
Review).

Grants (Stockholm and Paris III)

4/ Includes the fiscal impact of exogenous factors and one-off effects.

Total primary fiscal effort

Revenue
Increase in the VAT rate (from 10 to 12, and then to 15 percent)

2/ Includes (i) increasing the tax rate on interest income from 5 to 7 percent; (ii) improving non-tax revenue from government properties; (iii) taxing 
illegal seashore properties and improving property tax administration; and (iv) improved buoyancy of "Other Treasury revenue" to return to pre-
conflict levels.

Conflict-related expenditure

Source: Fund staff projections. Figures may not add due to rounding.

Text Table 2. Lebanon: Fiscal Effort, 2007–12
 (Net gain over the preceding year in percent of GDP)

Adjustments

Increase in gasoline excises to their pre-capping level

Wages (reforms leading to a nominal freeze of the wage bill)
Reduction in EdL losses

Other /2

Other 3/

Revenue loss due to privatization

Expenditure

Other 4/

Global income tax

 

27.      The DSA reveals that under a number of macroeconomic shocks, the 
debt-to-GDP ratio would revert to an unsustainable path. Box 3 describes the shocks in 
detail. The implication is that additional grant financing and/or stronger fiscal adjustment 
would be needed over the medium term to place the debt ratio on a firmer path toward 
sustainability. 
 

E.   The Paris III Package and Commercial Banks’ Contribution 

28.      Discussions are under way with all Paris III donors to finalize the terms of the 
package of financial assistance and the conditions for its disbursement. The 
medium-term scenario builds in the assumption that official budgetary assistance (Stockholm 
and Paris III) over 2007–12 will come to $1.9 billion in grants, and $2.6 billion in loans.8 The 
authorities indicated that, in view of the debt reduction objective, they would seek flexibility 
from donors to convert Paris III project assistance pledges into budgetary support on highly 
concessional terms, so as to increase the overall contribution of Paris III to debt reduction. 

                                                 
8 The Paris III package is assumed to contain $822 million in grants and $2.4 billion in soft loans for budget 
support, with an average grant element of 23 percent. 
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Figure 9. Lebanon: Public Debt Sustainability
(Public debt in percent of GDP) 

Sources: International Monetary Fund, Country desk data, and staff estimates.
1/ Growth shock based on average 2002-2006 values. Interest rate shock is permanent one-half standard 
deviation shock. Historical path is defined in Table 14, Footnote 8. Figures in the boxes represent average 
projections for the respective variables in the program scenario and shock scenario; historical refers to 10 year 
averages. 
From 2012, the primary fiscal surplus reverts slowly to a long term level of 3 percent of GDP. 
2/ Through 2012, the planned revenue and expenditures reforms generate half of their estimated yield in the 
scenario; after 2012, the primary surplus slowly declines to 1 percent of GDP.
3/ Combined real interest rate and growth rate (50 percent intensity), and primary balance shock
(100 percent intensity).
4/ No privatization in the projected period. 
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Box 3. Lebanon: Shock Scenarios for the Debt Sustainability Analysis 

 
Panel 1:  the program scenario. 

Panel 2: a permanent increase in the real interest rate by 150 basis points (i.e., one-half 
standard deviation from its past distribution) relative to the program scenario.  

Panel 3: a drop in average GDP growth from 4.1 percent in the program scenario to 
3.1 percent, i.e., the average rate of 2002–06.  

Panel 4: a shortfall in the yield from fiscal reforms, i.e., halving of the yield of the fiscal 
reform package while meeting in full reconstruction spending (this reduces the 
average primary surplus to 1.6 percent of GDP in 2007–12, compared with 
4.4 percent under the program), and convergence of the primary surplus to 1 percent 
of GDP in the long run (compared with 3 percent in the program scenario).  

Panel 5: a combination of the fiscal shock with 50 percent of the growth and interest rate 
shocks.  

Panel 6: no privatization—since privatization essentially brings forward the income stream 
from the privatized companies, the scenarios with and without privatization converge 
to the same point in the long run. 

 

 

 
29.      The authorities are also discussing a possible contribution from the local 
commercial banks. The proposal envisages a voluntary subscription to zero (or low) interest 
Treasury bills to the tune of 5–10 percent of the commercial banks’ deposit base. The 
contribution would be staggered over five years and conditioned on the government’s 
observance of its deficit target—the EPCA target would be the trigger for this year. This 
would ensure that the contribution is matched by a reduction in the sovereign risk which 
banks carry on their balance sheets. 

F.   Access, Program Monitoring, and Capacity to Repay the Fund  

• Staff considers that access of 25 percent of quota would be justified in light of 
Lebanon’s large external financing needs in relation to its quota. 

• Staff will update the Executive Board (and donors) regularly, through informal 
country matters sessions, on progress under EPCA, including on performance relative 
to the quarterly indicative targets and monitorable actions set out in the LOI.  

• A safeguard assessment of the Banque du Liban has been initiated.  

• Lebanon is expected to meet its financial obligations to the Fund in a timely manner. 
The authorities note that, to date, Lebanon has maintained a perfect record of meeting 
external debt payments, even during its civil war and recent episodes of financial 
pressures. Fund credit would be low relative to quota and in absolute terms, and debt 
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service to the Fund would remain below 0.2 percent of exports of goods and 
non-factor services (Table 11).  

• The provision of Fund financing to Lebanon under the existing circumstances poses 
risks to the Fund, owing to Lebanon's very high debt ratio. Financing committed by 
certain donors that could help to reduce Lebanon's external financing requirements, 
while a very welcome indication of support, would not be sufficient to significantly 
alter the debt situation. Against this background, staff and management have 
consulted with the authorities and, through the relevant Executive Directors, with the 
bulk of Lebanon's official bilateral donors and creditors to address the risks that are 
posed by the provision of Fund financing. Based on these consultations, Management 
has understood that these members confirm the Fund's preferred creditor status in 
respect of drawing by Lebanon under the EPCA and, similarly, that they acknowledge 
the importance of timely repayment to the Fund of the amounts provided under the 
EPCA, in accordance with the Fund's preferred creditor status. 

• The main risk to program implementation stems from the ongoing domestic and 
regional political tensions. The government is committed to its economic program 
and determined to move ahead with reforms swiftly. However, the continuation of the 
political stalemate and a possible further escalation in the run-up to the presidential 
elections in the Fall of 2007 could delay or derail implementation of specific 
measures. 

IV.   STAFF APPRAISAL 

30.      Seven months after the end of the conflict with Israel, economic and financial 
conditions in Lebanon remain very difficult. Market confidence is hostage to the domestic 
political situation, and structural imbalances and vulnerabilities (chief among them the 
unsustainable debt burden) have been magnified by the economic and financial situation. 
Against this environment, the authorities face the difficult simultaneous challenges of 
economic recovery, reform, and fiscal adjustment. 

31.      The deferment of adjustment measures until 2008 and beyond, although 
motivated by the economic fallout from the conflict and the need to support economic 
recovery and reconstruction, has increased significantly the government’s financing 
needs at a time when market access has become more difficult. Although 2007 should be 
viewed as a transition year, every opportunity should therefore be seized to advance the 
reform and adjustment process, particularly since tensions related to the financing of the 
fiscal program will remain a key risk factor in 2007. The program is build on conservative 
budget revenue projections, and staff welcomes the authorities’ commitment to use any over 
performance on revenue to reduce the deficit and not to increase spending.  

32.      The success of the program rests crucially on donors matching the authorities’ 
own efforts with timely disbursement of their pledges. Moreover, there is a need for donor 
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support to be aligned with the authorities’ macroeconomic objectives and policy priorities. In 
this regard, much of the project financing pledges at Paris III will have limited benefits if not 
channeled flexibly to the government in the form of outright budget support or by financing 
specific line items of the budget. An enhancement of the concessionality element of the 
overall package is also needed to address the debt sustainability problem.  

33.      Although post-conflict conditions preclude much fiscal adjustment in 2007, it is 
essential to set up the stage for meaningful and sizable fiscal adjustment in 2008, while 
improving the quality of spending. The 2007 program envisages yet another increase in 
transfers to the power sector offset by a compression of more productive infrastructure 
spending. Structural reforms need to be initiated urgently to address deep-seated spending 
rigidities, eliminate the burden of large inefficient transfers, and reduce the risks from 
contingent liabilities. In particular, setting in motion the reform of EdL, the private pension 
system and the health sector—all in cooperation with the World Bank—should be key 
objectives for 2007. The planned audit of the social security fund will also be critical to 
clarify the financial obligations of the state vis-à-vis the fund and address the build up of 
contingent liabilities. The unsustainable pension liabilities of the government to civil servants 
and military personnel also deserve urgent attention, as they constitute a major risk for the 
budget which could wipe out any gains made in reducing power sector and social security 
transfers. On the revenue front, the planned introduction of the GIT in 2008 remains an 
important objective, not only because of its positive budgetary implications, but also as a way 
to distribute more equitably the burden of adjustment. To that end, the authorities need to 
move swiftly to pass the relevant legislation before the beginning of 2008. 

34.      Improvements in public financial management are equally important to the 
achievement of the Paris III objectives. Insufficient budgetary controls make it very 
difficult to align government spending to the government’s policy priorities. This is evident 
in the social sector, where the fiscal space required for the government’s reform agenda can 
only be generated by clawing back from low priority and less efficient spending. The public 
financial management reform agenda developed with the assistance of Fund staff offers a 
useful road map, and it would be important that its recommendations be reflected in the 2008 
budget.  

35.      The projected reduction of the debt ratio in 2007 is the direct result of the gold 
revaluation transfer from the central bank to the government. The monetary impact is 
neutralized by the government’s decision to use the proceeds to retire debt held by the central 
bank, rather than reduce its market financing. However, while this operation reduces the 
headline debt figure, it does not alter the underlying net worth of the state. Moreover, the 
central bank will suffer a loss of income owing to the foregone interest earnings on T-bills.  

36.      In the event of renewed pressures, defending the peg and maintaining market 
confidence in this transition year will again require a mix of foreign exchange 
intervention and interest rate increases. In particular, the instruments deployed in 2005 
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and 2006 to contain pressures on reserves could be reactivated in case of need (i.e., 
discounting of domestic currency paper against long-term central bank dollar paper). At the 
same time, as noted in the Paris III document, the monetary authorities should prepare the 
institutional ground for introducing more traditional short-term monetary instruments. This 
will also help strengthen the balance sheet of the central bank and reduce its cash losses. 

37.      There is considerable scope for enhancing coordination between the central 
bank and the government. Procedures are not in place for the regular exchange of 
information and policy planning, and the problems for policymakers are complicated by the 
absence of clear market signals due to the absence of efficient primary and secondary 
financial markets. Progress on a number of plans, including the establishment of a primary 
dealer market for T-bills and of the Higher Debt Council to coordinate debt management 
issues, would be important in filling these institutional gaps. 

38.      In the current domestic and regional political environment, Lebanon remains 
highly vulnerable to swings in confidence. The international reserve buffer and expected 
donor inflows should mitigate the risks to financial stability, but the increase in the 
government’s financial imbalance in 2007, even if temporary, poses additional strains on the 
system. Faced with tight market conditions and a possible shortfalls in donor financing, the 
authorities may have to resort to additional central bank financing of the government and 
accept the related loss of international reserves. Staff welcomes the authorities’ intention to 
consult with staff in such circumstances, and agrees with the authorities that the target on 
central bank financing of the government should be viewed with flexibility. Additional 
recourse to central bank financing would be a move in the wrong direction. Therefore, the 
staff emphasize the importance of donor financing being disbursed as scheduled. However, 
the authorities should also be ready to accept higher interest rates in response to a worsening 
of market conditions. Persistent market pressures may also need to be met by accelerating the 
pace of fiscal adjustment.  

39.      In all, the program is built on the expectation that 2007 will be a difficult year, 
and that the authorities’ medium-term objectives remain subject to significant risks. As 
illustrated by the DSA, the large debt overhang will remain a threat to financial stability well 
into the medium term, and any delay in the implementation of the structural reform agenda in 
2007 will have consequences for the pace and the quality of fiscal adjustment in 2008 and 
beyond. In this context, EPCA provides support for the transitional challenges of moving 
from a post-conflict situation to a program of ambitious fiscal adjustment starting in 2008. 
Timely disbursement of donor support is key, particularly in a situation where market 
financing may be adversely affected by the political stalemate. However, market sentiment as 
well as donor support are themselves dependent on the authorities’ ability to deliver on their 
reform commitments. The staff considers that the criteria for Fund support under EPCA have 
been met and therefore recommends that the Board approve the authorities’ request. 
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2003 2004 2005 2006 2008 2009 2010 2011 2012
Act. Act. Act. Prel. Act. Proj. Proj. Proj. Proj. Proj. Proj.

Output and prices
Real GDP (market price) 4.1 7.0 1.0 0.0 1.0 3.5 4.5 5.0 5.0 5.0
Consumer prices (end of period) 2.2 2.0 0.5 7.2 2.0 3.0 2.0 3.5 2.0 2.0
Consumer prices (period average) 1.3 1.7 -0.7 5.6 3.5 2.5 2.5 2.8 2.8 2.0

Investment and saving
Gross capital formation 19.3 22.1 17.0 12.2 16.6 19.9 21.6 21.2 20.8 20.7

Government 3.1 3.3 2.2 2.5 5.0 3.0 2.7 2.8 2.9 2.9
Non-government 16.2 18.9 14.9 9.7 11.7 16.9 18.9 18.4 17.9 17.8

Gross national savings 6.0 6.3 5.3 5.3 5.6 9.9 12.2 14.6 15.1 15.3
Government -10.2 -5.4 -6.3 -8.6 -7.4 -7.7 -4.2 -0.9 -0.3 0.2
Non-government 16.3 11.7 11.6 14.0 13.1 17.5 16.4 15.5 15.4 15.1

Public finances
Revenue (including grants) 22.1 23.2 22.9 24.9 26.7 25.6 22.6 23.8 23.5 23.4
Expenditure 35.4 31.9 31.4 36.0 39.1 36.2 29.6 27.6 26.7 26.1
Budget balance (including grants) -13.3 -8.7 -8.5 -11.2 -12.4 -10.6 -6.9 -3.7 -3.2 -2.7
Primary balance (including grants) 3.3 3.5 2.1 1.7 0.0 1.1 2.8 5.2 5.4 5.5
Total government debt 169 168 180 179 176 147 145 140 134 128

Monetary sector
   Credit to the private sector 0.3 5.2 1.9 6.0 5.0 27.5 6.0 6.0 6.0 6.0

Base money 12.3 10.3 4.7 8.2 4.4 8.4 4.8 5.9 5.9 5.8
Broad money 1/ 15.5 12.3 3.5 6.4 3.5 7.0 4.0 5.0 5.0 5.0
Velocity of broad money (level) 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
Interest rates (period average, in percent)

Three-month treasury bill rate 6.7 5.2 5.2 5.2 ... ... ... ... ... ...
Two-year treasury bill rate 8.0 7.9 8.5 8.7 8.2 7.6 7.4 7.3 7.1 7.1

External sector 
Exports of goods (in US$, percentage change) 43.2 18.3 11.1 22.5 12.9 14.6 14.0 15.0 14.5 13.6
Imports of goods (in US$, percentage change) 10.4 30.3 -1.2 1.8 17.5 4.3 9.7 4.3 8.7 9.2
Merchandise trade balance -24.2 -30.2 -28.6 -25.4 -29.2 -27.5 -27.7 -25.5 -24.9 -24.7
Current account excluding official transfers -13.9 -16.3 -12.4 -11.6 -15.3 -10.6 -9.9 -7.1 -6.2 -5.8
Current account including official transfers -13.3 -15.8 -11.7 -6.8 -11.0 -10.0 -9.4 -6.6 -5.7 -5.4
Foreign direct investment 8.7 10.9 12.3 12.0 7.6 23.4 7.9 8.1 8.2 8.3
Total external debt 175 188 191 200 183 175 163 155 148 140
Gross reserves (in millions of U.S. dollars) 10,271 9,575 9,611 11,353 10,440 13,139 11,668 12,215 13,054 14,030

In months of next year imports of goods and services 8.1 7.7 7.3 7.6 6.7 7.7 6.5 6.3 6.2 6.7
In percent of short-term external debt 2/ 35.6 27.1 28.4 31.9 32.5 40.1 35.9 36.5 37.1 40.5
In percent of banking system foreign currency deposits 40.3 31.9 29.0 30.1 26.7 31.2 26.8 26.8 27.4 28.2
In percent of total banking system deposits 24.8 21.0 20.1 21.9 19.3 22.4 19.0 18.8 19.0 19.3

Memorandum items:
Nominal GDP (in billions of U.S. dollars) 19.8 21.4 21.4 22.6 23.6 25.0 26.6 28.5 30.5 32.7
Net imports of petroleum products (millions of U.S. dollars) -1,057 -1,833 -2,082 -2,172 -2,072 -2,286 -2,380 -2,489 -2,593 -2,702
Local currency per U.S. dollar (period average) 1,508 1,508 1,508 1,508 ... ... ... ... ... ...
Real effective exchange rate change)

(annual average, percent change) -10.7 -6.8 -4.1 2.2 ... ... ... ... ... ...
Stock market index 457 637 1,309 1,184 ... ... ... ... ... ...

Sources: Lebanese authorities; and Fund staff estimates.
1/ Defined as cash in circulation plus resident and non-resident deposits.
2/ Short-term debt on a remaining maturity basis.

(In percent of GDP)

(Annual percentage change, unless otherwise indicated)

Table 1. Lebanon: Selected Economic Indicators, 2003–12

(In percent of GDP, unless otherwise indicated)

2007

(Annual percentage change)

(In percent of GDP)
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Table 2. Lebanon: Central Government Primary Balance, 2003–08
(In billions of Lebanese pounds)

3/29/2007 20:28 2004 2008
Year Year Year Year Q1 Q2 Q3 Q4 Year
Act. Act. Act.Prel. Act. Prog. Prog. Prog. Prog. Prog. Proj.

Primary balance 975 1,128 680 578 -575 45 508 22 -1 413

Revenue and grants 6,597 7,484 7,405 8,486 1,763 2,360 2,846 2,565 9,534 9,626
 Revenue 6,597 7,484 7,405 7,490 1,763 2,042 2,181 2,231 8,218 8,813
   Tax revenue 4,527 5,169 4,867 4,922 1,175 1,428 1,376 1,415 5,394 6,309
      Taxes on income and profits 783 908 1,047 1,166 281 522 230 202 1,236 1,316
      Taxes on property 321 405 414 579 106 86 118 132 441 522
      Taxes on domestic goods and services 1,560 1,971 1,896 1,844 430 438 533 595 1,996 2,617
         of which: VAT revenues 1,386 1,763 1,693 1,659 389 396 480 537 1,802 2,387
      Taxes on international trade  1/ 1,645 1,617 1,268 1,074 300 314 414 422 1,450 1,567
         Tariffs 475 530 481 461 109 123 126 135 493 509
         Excises 1,170 1,087 787 613 191 191 287 287 957 1,058
       Other taxes 217 268 241 259 59 67 81 65 271 286
   Nontax revenue 2,070 2,316 2,538 2,568 588 614 806 816 2,824 2,504
         Entrepreneurial and property income 1,252 1,419 1,663 1,702 393 389 568 564 1,914 1,408
             Profit transfer from BdL 0 0 0 0 0 38 38 38 113 0
             Other 1,252 1,419 1,662 1,702 393 352 530 526 1,801 1,408
         Administrative fees and charges 383 365 365 426 90 93 99 111 393 415
         Other nontax revenue 81 93 89 91 23 24 23 22 92 231

         Fines and forfeits 6 5 4 4 1 1 2 1 4 4
         Other 75 88 85 87 22 23 22 22 88 227

 Other treasury revenue 354 439 421 349 82 108 115 119 425 450
 Grants 0 0 0 996 0 318 665 333 1,316 813

Primary expenditure 2/ 5,622 6,356 6,725 7,908 2,338 2,315 2,338 2,543 9,535 9,213
   Current primary expenditure 4,708 5,304 6,025 7,051 2,008 1,901 1,827 2,034 7,770 8,093
      Wages, salaries and pensions 3,078 3,094 3,193 3,307 856 901 834 938 3,529 3,605

    Wages and salaries 2,234 2,284 2,329 2,386 643 652 592 681 2,568 2,561
    Pensions 844 810 864 927 213 250 241 257 961 1,044

      Transfers to EDL 3/ 174 184 637 1,137 315 338 339 458 1,450 1,615
      Other current 1,456 2,026 2,195 2,607 837 662 655 637 2,790 2,872
          Materials and supplies 120 116 213 140 68 55 34 38 195 200
          External services 81 113 82 87 21 29 17 23 90 92
          Transfers 4/ 5/ 271 360 655 878 419 166 104 131 819 850

          o/w NSSF ... 89 290 200 230 0 0 0 230 182
          Other 440 452 377 507 176 171 239 228 814 836

          o/w "Housing compensations" 6/ ... ... ... 136 60 100 160 132 452 465
          Other treasury outflows 7/ 544 985 868 995 153 241 260 218 872 894
   Capital expenditure 914 1,052 700 857 331 414 511 509 1,765 1,120
      Domestically financed 713 817 534 446 116 139 86 149 490 579
      Foreign financed 201 235 166 411 215 275 425 360 1,275 541

          o/w conflict reconstruction 6/ ... ... ... 111 120 180 330 265 895 95

Memorandum items:
Underlying primary balance (excl. conflict impact) 975 1,128 680 -73 -395 7 333 85 30 161
Total conflict-related budgetary spending ... ... ... 345 180 280 490 397 1,347 560
Primary balance excluding grants 975 1,128 680 -418 -575 -273 -157 -312 -1,317 -400

   Sources: Ministry of Finance; and Fund staff estimates and projections.

   1/ Domestic excises, which are collected at customs, are classified as taxes on international trade.
   2/ On checks issued basis.
   3/ Excludes principal and interest payments paid on behalf of EdL.
   4/ From 2005 onward includes additional transfers to the social security funds (NSSF) to clear the stock of arrears.

5/ Includes (i) from 2006 to 2008 transfers for telecom settlements of $97 million, $30 million, and $150 million; and (ii) transfers to the Council 
 of the South and the Displaced Fund (LL 750 billion split between 2007 to 2009).
   6/ The budgetary cost of the 2006 conflict is estimated to at $1.48 billion.
   7/ Includes transfers to municipalities.

20062003 2005
Year

2007
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2003 2004 2008
Year Year Year Year Q1 Q2 Q3 Q4 Year
Act. Act. Act. Prel. Act. Prog. Prog. Prog. Prog. Prog. Proj.

Primary balance 3.3 3.5 2.1 1.7 -1.6 0.1 1.4 0.1 0.0 1.1

Revenue and grants 22.1 23.2 22.9 24.9 4.9 6.6 8.0 7.2 26.7 25.6
 Revenue 22.1 23.2 22.9 22.0 4.9 5.7 6.1 6.3 23.1 23.4
   Tax revenue 15.2 16.0 15.1 14.4 3.3 4.0 3.9 4.0 15.1 16.8
      Taxes on income and profits 2.6 2.8 3.2 3.4 0.8 1.5 0.6 0.6 3.5 3.5
      Taxes on property 1.1 1.3 1.3 1.7 0.3 0.2 0.3 0.4 1.2 1.4
      Taxes on domestic goods and services 5.2 6.1 5.9 5.4 1.2 1.2 1.5 1.7 5.6 7.0
         of which: VAT revenues 4.6 5.5 5.2 4.9 1.1 1.1 1.3 1.5 5.1 6.3
      Taxes on international trade  1/ 5.5 5.0 3.9 3.1 0.8 0.9 1.2 1.2 4.1 4.2
         Tariffs 1.6 1.6 1.5 1.4 0.3 0.3 0.4 0.4 1.4 1.4
         Excises 3.9 3.4 2.4 1.8 0.5 0.5 0.8 0.8 2.7 2.8
       Other taxes 0.7 0.8 0.7 0.8 0.2 0.2 0.2 0.2 0.8 0.8
   Nontax revenue 6.9 7.2 7.9 7.5 1.6 1.7 2.3 2.3 7.9 6.7
         Entrepreneurial and property income 4.2 4.4 5.1 5.0 1.1 1.1 1.6 1.6 5.4 3.7
         Administrative fees and charges 1.3 1.1 1.1 1.2 0.3 0.3 0.3 0.3 1.1 1.1
         Other nontax revenue 0.3 0.3 0.3 0.3 0.1 0.1 0.1 0.1 0.3 0.6

 Other treasury revenue 1.2 1.4 1.3 1.0 0.2 0.3 0.3 0.3 1.2 1.2
 Grants 0.0 0.0 0.0 2.9 0.0 0.9 1.9 0.9 3.7 2.2

Primary expenditure 2/ 18.8 19.7 20.8 23.2 6.6 6.5 6.6 7.1 26.7 24.5
   Current primary expenditure 15.8 16.5 18.7 20.7 5.6 5.3 5.1 5.7 21.8 21.5
      Wages, salaries and pensions 10.3 9.6 9.9 9.7 2.4 2.5 2.3 2.6 9.9 9.6

    Wages and salaries 7.5 7.1 7.2 7.0 1.8 1.8 1.7 1.9 7.2 6.8
    Pensions 2.8 2.5 2.7 2.7 0.6 0.7 0.7 0.7 2.7 2.8

      Transfers to EDL 3/ 0.6 0.6 2.0 3.3 0.9 0.9 1.0 1.3 4.1 4.3
      Other current 4.9 6.3 6.8 7.6 2.3 1.9 1.8 1.8 7.8 7.6
          Materials and supplies 0.4 0.4 0.7 0.4 0.2 0.2 0.1 0.1 0.5 0.5
          External services 0.3 0.4 0.3 0.3 0.1 0.1 0.0 0.1 0.3 0.2
          Transfers 4/ 5/ 0.9 1.1 2.0 2.6 1.2 0.5 0.3 0.4 2.3 2.3

          o/w NSSF ... 0.3 0.9 0.6 0.6 0.0 0.0 0.0 0.6 0.5
          Other 1.5 1.4 1.2 1.5 0.5 0.5 0.7 0.6 2.3 2.2

          o/w "Housing compensations" 6/ ... ... ... 0.4 0.2 0.3 0.4 0.4 1.3 1.2
          Other treasury outflows 7/ 1.8 3.1 2.7 2.9 0.4 0.7 0.7 0.6 2.4 2.4
   Capital expenditure 3.1 3.3 2.2 2.5 0.9 1.2 1.4 1.4 5.0 3.0
      Domestically financed 2.4 2.5 1.7 1.3 0.3 0.4 0.2 0.4 1.4 1.5
      Foreign financed 0.7 0.7 0.5 1.2 0.6 0.8 1.2 1.0 3.6 1.4
          o/w conflict reconstruction 6/ ... ... ... 0.3 0.3 0.5 0.9 0.7 2.5 0.3

Memorandum items:
Underlying primary balance (excl. conflict impact) 3.3 3.5 2.1 -0.2 -1.1 0.0 0.9 0.2 0.1 0.4
Total conflict-related budgetary spending ... ... ... 1.0 0.5 0.8 1.4 1.1 3.8 1.5
Primary balance excluding grants 3.3 3.5 2.1 -1.2 -1.6 -0.8 -0.4 -0.9 -3.7 -1.1

   Sources: Ministry of Finance; and Fund staff estimates and projections.
   1/ Domestic excises, which are collected at customs, are classified as taxes on international trade.
   2/ On checks issued basis.
   3/ Excludes principal and interest payments paid on behalf of EdL.
   4/ From 2005 onward includes additional transfers to the social security funds (NSSF) to clear the stock of arrears.

5/ Includes (i) from 2006 to 2008 transfers for telecom settlements of $97 million, $30 million, and $150 million; and (ii) transfers to the
Council of the South and the Displaced Fund (LL 750 billion split between 2007 to 2009).
   6/ The budgetary cost of the 2006 conflict is estimated to at $1.48 billion.
   7/ Includes transfers to municipalities.

20062005 2007
Year

Table 3. Lebanon: Central Government Primary Balance, 2003–08
(In percent of GDP)
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2008
Year Year Year Q1 Q2 Q3 Q4 Year Year
Act. Act. Act. Act. Proj. Proj. Proj. Proj. Proj. Proj.

Primary balance 975 1,128 680 578 -575 45 508 22 -1 413
Interest bill 4,942 3,921 3,410 4,381 1,071 1,070 1,248 1,018 4,408 4,417
Overall balance (checks-issued basis) -3,968 -2,793 -2,730 -3,803 -1,646 -1,026 -740 -997 -4,409 -4,004
Float and statistical discrepancy 125 325 78 -29 ... ... ... ... ... ...
Overall balance (cash basis) -4,093 -3,119 -2,808 -3,774 -1,646 -1,026 -740 -997 -4,409 -4,004

Net financing 4,093 3,119 2,808 3,774 1,646 1,026 740 997 4,409 4,004
Banking system 3,555 4,269 3,188 1,904 1,481 -1,943 243 -573 -793 -8,287

Banque du Liban 1/ 8,779 655 601 -2,342 905 -1,460 -540 -1,066 -2,162 -5,388
Commercial banks 1/ -5,224 3,614 2,587 4,247 576 -484 783 493 1,369 -2,900

Government institutions -605 -352 245 835 61 500 -120 -93 348 367
Other creditors -1,375 -1,184 -472 1,186 105 -212 -295 188 -216 -761
Net change in arrears 0 0 -419 0 0 0 0 0 0 0
Exceptional financing 2,999 600 -132 39 0 2,682 913 1,475 5,070 12,686

Privatization -280 0 0 0 0 0 0 0 0 11,743
Bilateral and multilateral 3,279 83 -132 39 0 302 913 1,475 2,690 942
Other 2/ 0 517 0 0 0 2,380 0 0 2,380 0

Valuation adjustment -480 -215 399 -190 0 0 0 0 0 0

Primary balance 3.3 3.5 2.1 1.7 -1.6 0.1 1.4 0.1 0.0 1.1

Interest bill 16.6 12.2 10.6 12.8 3.0 3.0 3.5 2.9 12.4 11.7

Overall balance (checks-issued basis) -13.3 -8.7 -8.5 -11.2 -4.6 -2.9 -2.1 -2.8 -12.4 -10.6

Float and statistical discrepancy 0.4 1.0 0.2 -0.1 ... ... ... ... ... ...

Overall balance (cash basis) -13.7 -9.7 -8.7 -11.1 -4.6 -2.9 -2.1 -2.8 -12.4 -10.6

Net financing 13.7 9.7 8.7 11.1 4.6 2.9 2.1 2.8 12.4 10.6
Banking system 11.9 13.3 9.9 5.6 4.2 -5.5 0.7 -1.6 -2.2 -22.0

Banque du Liban 1/ 29.4 2.0 1.9 -6.9 2.5 -4.1 -1.5 -3.0 -6.1 -14.3
Commercial banks 1/ -17.5 11.2 8.0 12.5 1.6 -1.4 2.2 1.4 3.8 -7.7

Government institutions -2.0 -1.1 0.8 2.4 0.2 1.4 -0.3 -0.3 1.0 1.0
Other creditors -4.6 -3.7 -1.5 3.5 0.3 -0.6 -0.8 0.5 -0.6 -2.0
Net change in arrears 0.0 0.0 -1.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Exceptional financing 10.0 1.9 -0.4 0.1 0.0 7.5 2.6 4.1 14.2 33.7

Privatization -0.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 31.2
Bilateral and multilateral 11.0 0.3 -0.4 0.1 0.0 0.8 2.6 4.1 7.5 2.5
Other 2/ 0.0 1.6 0.0 0.0 0.0 6.7 0.0 0.0 6.7 0.0

Valuation adjustment -1.6 -0.7 1.2 -0.6 0.0 0.0 0.0 0.0 0.0 0.0

Memorandum item:
Nominal GDP (annual) 29,851 32,214 32,303 34,102 35,647 35,647 35,647 35,647 35,647 37,633

Sources: Lebanese authorities; and Fund staff estimates and calculations.
1/ Figures in 2003 are affected by the role played by the Banque du Liban (BdL) in the debt exchange with banks

 that tends to increase BdL financing and decrease commercial bank financing of the government.
2/ Debt cancellation and Banque du Liban revaluation of gold and foreign exchange.

(In billions of Lebanese pounds)

2003 2004 2005 2006
Year

2007

Table 4. Lebanon: Overall Fiscal Deficit and Financing, 2003–08

(In billions of Lebanese pounds)

(In percent of GDP)
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Table 6. Lebanon: Monetary Survey, 2003–08

2003 2004 2005 2008
Year Year Year Year Mar. Jun. Sep. Dec. Year
Act. Act. Act. Act. Proj. Proj. Proj. Proj. Proj.

Net foreign assets 33,509 36,803 37,832 43,594 41,460 41,379 41,418 43,181 49,776
Banque du Liban 20,970 20,185 21,078 23,047 22,211 21,630 21,169 22,132 26,227
Commercial banks 12,539 16,618 16,754 20,547 19,249 19,749 20,249 21,049 23,549

Net domestic assets 42,848 48,930 50,888 50,784 52,446 53,466 54,376 54,529 54,773
Net claims on public sector 30,670 34,029 36,891 38,619 40,100 38,156 38,399 37,826 29,539

of which: Net claims on government 31,989 35,646 38,898 40,984 42,465 40,522 40,765 40,192 31,904
Banque du Liban  10,983 11,491 12,201 9,791 10,696 9,237 8,696 7,630 2,242

Lebanese pounds 8,278 9,415 9,537 8,935 9,576 8,161 7,665 6,640 1,773
Foreign currency  2,706 2,076 2,664 856 1,121 1,076 1,031 990 469

Commercial banks 21,006 24,155 26,697 31,193 31,769 31,285 32,068 32,562 29,662
Lebanese pounds 11,366 10,853 12,608 15,043 14,858 14,713 15,835 16,317 15,515
Foreign currency  9,640 13,302 14,089 16,150 16,911 16,572 16,234 16,245 14,147

Claims on private sector  23,233 24,375 24,774 26,209 26,345 26,657 27,053 27,508 35,013
Lebanese pounds 4,254 4,622 4,613 5,048 4,982 5,059 5,139 5,230 5,527
Foreign currency  18,980 19,752 20,161 21,162 21,362 21,598 21,914 22,278 29,486

Other items (net) -11,056 -9,474 -10,777 -14,044 -13,998 -11,347 -11,076 -10,805 -9,778

Broad money (M5) 1/ 76,357 85,733 88,720 94,378 93,906 94,845 95,794 97,710 104,549
In Lebanese pounds 27,458 27,427 25,503 24,159 24,138 24,379 24,620 25,580 27,863

Currency in circulation 1,531 1,586 1,535 1,809 1,667 1,685 1,706 1,742 1,864
Deposits in Lebanese pounds 25,927 25,840 23,968 22,350 22,471 22,695 22,914 23,838 26,000

Deposits in foreign currency 48,900 58,306 63,217 70,219 69,768 70,466 71,174 72,130 76,686

Net foreign assets 8,754 3,294 1,029 5,762 -2,134 -2,215 -2,176 -413 6,595

Net domestic assets 1,502 6,082 1,959 -104 1,662 2,682 3,592 3,744 245
Net claims on public sector 2,480 3,359 2,863 1,727 1,481 -462 -220 -793 -8,287

Net claims on government 2,912 3,658 3,251 2,086 1,481 -462 -220 -793 -8,287
Banque du Liban  8,484 508 710 -2,410 905 -555 -1,095 -2,162 -5,388
Commercial banks -5,572 3,150 2,541 4,496 576 92 876 1,369 -2,900

Broad money (M5) 1/ 10,256 9,375 2,987 5,658 -472 467 1,416 3,332 6,840
In Lebanese pounds 6,338 -31 -1,924 -1,344 -21 220 461 1,421 2,284
Deposits in foreign currency 3,918 9,406 4,911 7,002 -451 247 955 1,911 4,556

Broad money (M5) 1/ 15.5 12.3 3.5 6.4 -0.5 0.5 1.5 3.5 7.0
In Lebanese pounds 9.6 0.0 -2.2 -1.5 0.0 0.2 0.5 1.5 2.3
Deposits in foreign currency 5.9 12.3 5.7 7.9 -0.5 0.3 1.0 2.0 4.7

Memorandum items:

Net foreign assets (in millions of U.S. dollars) 22,228 24,413 25,096 28,918 27,503 27,449 27,475 28,644 33,019
Share of foreign currency deposits in total private sector deposits 66.2 70.1 73.2 76.2 76.0 76.0 76.0 75.5 75.0
Credit to private sector (in percent of GDP) 77.8 75.7 76.7 76.9 ... ... ... 77.2 93.0
Credit to private sector (in twelve month percent change) 0.3 5.2 1.9 6.0 5.0 3.3 4.6 5.0 27.5
M5 to GDP (in percent) 255.8 266.1 274.6 276.8 ... ... ... 274.1 277.8

Sources: Banque du Liban; and Fund staff estimates and projections.
1/ Broad money is taken to be M5 which is defined as M3 (currency + resident deposits) + non-resident deposits.

(Year-to-date change in percent of beginning of period broad money) 

(Stocks in billions of Lebanese pounds)

                     (Year-to-date change in billions of Lebanese pounds) 

2006 2007
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2003 2004 2005 2008
Year Year Year Year Mar. Jun. Sep. Dec. Year
Act. Act. Act. Act. Proj. Proj. Proj. Proj. Proj.

Net foreign exchange position 1/ 8,935 6,712 2,873 3,465 2,449 1,259 1,521 2,684 7,653
Foreign assets 21,263 20,473 22,081 26,321 25,485 25,019 24,607 25,570 29,639

of which:  gold 5,779 6,039 7,140 8,755 9,379 9,379 9,379 9,379 9,379
Foreign currency liabilities 12,328 13,762 19,208 22,856 23,036 23,760 23,086 22,886 21,986

of which: commercial bank deposits 2/ 11,776 13,213 17,901 19,189 19,382 19,990 19,268 19,067 18,194
of which:  other foreign liabilities 3/ 293 288 1,003 3,274 3,274 3,390 3,439 3,439 3,412

Net domestic assets -2,528 1,411 4,491 3,762 4,893 6,154 5,962 5,052 800
Claims on public sector (net) 10,990 11,354 11,900 9,005 9,910 8,450 7,910 6,843 1,456

Net claims on government  10,983 11,491 12,201 9,791 10,696 9,237 8,696 7,630 2,242
Credit 11,800 13,232 14,860 11,318 11,922 10,463 9,922 8,856 3,768

Treasury bills 8,772 10,238 11,310 9,170 9,813 8,398 7,902 6,877 2,068
Eurobonds 3,028 2,994 3,550 2,147 2,110 2,065 2,020 1,979 1,700

Deposits 817 1,741 2,659 1,526 1,226 1,226 1,226 1,226 1,526
Net claims on non financial public institutions 7 -138 -302 -787 -787 -787 -787 -787 -787

Claims on private sector in Lebanese pounds (net) 375 313 257 232 240 240 240 240 240
Claims on commercial banks -9,859 -7,657 -6,163 -3,796 -3,879 -3,810 -3,732 -3,847 -3,743

of which: Certificates of deposit in Lebanese pounds 11,686 9,516 7,959 5,639 5,639 5,570 5,492 5,608 5,503
Claims on specialized banks in Lebanese pounds (net) -1,032 -1,004 -837 -539 -509 -509 -509 -509 -509
Other items (net) -3,002 -1,595 -665 -1,140 -869 1,782 2,053 2,324 3,355

Reserve money 6,407 8,123 7,364 7,227 7,342 7,413 7,483 7,736 8,453
Currency issued 1,717 1,783 1,736 2,010 1,916 1,935 1,954 1,993 2,133
Commercial bank deposits in Lebanese pounds 4,690 6,340 5,628 5,217 5,426 5,478 5,529 5,743 6,320

Reserve money 1,753 1,715 -759 -137 115 186 256 509 717
Currency issued 176 66 -47 274 -95 -75 -56 -17 140
Commercial bank deposits in Lebanese pounds 1,577 1,649 -711 -412 210 262 312 526 577

Reserve money 38 27 -9 -2 2 3 4 7 9

Memorandum items:

Gross international reserves (including gold) 4/ 14,105 13,581 14,347 17,160 16,605 16,296 16,023 16,662 19,361
Gross international reserves (excluding gold) 4/ 10,271 9,575 9,611 11,353 10,383 10,075 9,801 10,440 13,139

in percent of banking system foreign currency deposits 40 32 29 30 27 26 25 27 31
in percent of total banking system deposits 25 21 20 22 20 19 18 19 22

Program gross reserves 5/ 16,113 15,567 16,202 18,084 17,505 17,166 16,863 17,475 20,039
Lebanese pound money multiplier 4.3 3.4 3.5 3.4 3.3 3.3 3.3 3.3 3.3

Sources: Banque du Liban; and Fund staff estimates and projections.
1/ Defined by currency (not by residency), as official foreign currency assets, including gold and SDR, less foreign currency liabilities. 
    These include the $1.5 billion deposits by the Saudi and Kuwaiti governments in August 2006, but exclude liabilities to the government of Lebanon and other official creditors.
2/ Includes certificates of deposits in foreign currency held by commercial banks.
3/ Includes the deposits by the Saudi and Kuwaiti governments. Excludes all other special bilateral long-term deposits.
4/ Defined as all official foreign currency assets, less encumbered foreign assets.
5/ Defined as gross international reserves including gold and Eurobonds issued by the Republic of Lebanon.

Table 7. Lebanon: Balance Sheet of the Banque du Liban, 2003–08

(In millions of U.S. dollars)

(Stocks in billions of Lebanese pounds)

(Year-to-date flows in billions of Lebanese pounds)

(Year-to-date changes in percent of beginning-of-period reserve money) 

2006 2007
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Table 8. Lebanon: Commercial Banks' Balance Sheet, 2003–08

 2003 2004 2005 2008
Year Year Year Year Mar. Jun. Sep. Dec. Year
Act. Act. Act. Act. Proj. Proj. Proj. Proj. Proj.

Net foreign assets 12,539 16,618 16,754 20,547 19,249 19,749 20,249 21,049 23,549
   Foreign assets 14,937 20,431 20,017 24,784 22,784 23,284 23,784 24,584 27,084
   Foreign liabilities 2,398 3,813 3,263 4,236 3,534 3,534 3,534 3,534 3,534

Net domestic assets 60,974 66,223 69,240 71,042 72,047 72,468 72,896 73,975 78,198
Net claims on public sector 19,680 22,675 24,992 29,614 30,190 29,706 30,489 30,983 28,083

of which: Treasury bills 11,366 10,853 12,608 15,043 14,858 14,713 15,835 16,317 15,515
of which: Foreign currency bonds 9,621 13,281 14,057 16,105 16,868 16,531 16,194 16,207 14,116

Claims on Banque du Liban 28,339 29,265 31,690 30,245 30,696 31,289 30,537 30,669 30,286
Currency in vault 186 197 201 273 248 250 248 251 269
Deposits with Banque du Liban 16,466 19,552 23,530 24,405 24,808 25,469 24,796 24,810 24,514
Certificates of deposit in Lebanese pounds 11,686 9,516 7,959 5,639 5,639 5,570 5,492 5,608 5,503

Claims on private sector 22,836 24,020 24,467 25,930 26,059 26,372 26,768 27,223 34,728
Other items (net) -9,881 -9,738 -11,908 -14,747 -14,899 -14,899 -14,899 -14,899 -14,899

Liabilities to private sector  73,513 82,841 85,994 91,590 91,296 92,218 93,145 95,025 101,747
Lebanese pounds 1/ 24,873 24,796 23,081 21,763 21,913 22,136 22,356 23,280 25,441
Foreign currency 2/ 48,641 58,046 62,914 69,826 69,383 70,081 70,790 71,745 76,306

Net foreign assets 72 4,079 136 3,793 -1,298 -798 -298 502 2,500

Net domestic assets 9,010 5,249 3,017 1,802 1,004 1,426 1,853 2,933 4,222
  Net claims on public sector -6,306 2,995 2,316 4,622 576 92 876 1,369 -2,900
  Claims on Banque du Liban 16,323 926 2,425 -1,444 451 1,043 292 423 -383
  Claims on private sector 78 1,185 446 1,463 130 442 838 1,293 7,505
Other items (net) -1,085 143 -2,170 -2,839 -152 -152 -152 -152 0

Liabilities to private sector 9,082 9,328 3,153 5,595 -294 628 1,555 3,435 6,722
      Lebanese pounds 1/ 5,187 -77 -1,715 -1,318 150 373 592 1,516 2,162
      Foreign currency 2/ 3,895 9,405 4,868 6,913 -443 255 963 1,919 4,560

Memorandum items:

Ratio of foreign currency assets to liabilities 1.1 1.1 1.1 1.1 1.10 1.11 1.09 1.09 1.10
Ratio of local currency assets to liabilities 3/ 0.8 0.8 0.8 0.7 0.68 0.67 0.71 0.72 0.66
Exposure to the government (percent of total assets) 23.2 23.6 25.2 27.2 27.8 27.1 27.5 27.3 23.3
Exposure to the sovereign (percent of total assets) 54.5 52.3 55.1 53.5 54.6 54.1 53.6 53.1 47.0

Source: Banque du Liban.
1/ Includes nonresident deposits.
2/ Includes bonds denominated in foreign currency.
3/ Includes other items net as assets.

(Stocks in billions of Lebanese pounds)

(Year-to-date flows in billions of Lebanese pounds)

2006 2007
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Act. Act. Act. Prel. Act. Proj. Proj. Proj. Proj. Proj. Proj.

Current account -2,625 -3,377 -2,517 -1,549 -2,596 -2,495 -2,500 -1,881 -1,750 -1,750
Goods (net) -4,794 -6,452 -6,118 -5,755 -6,895 -6,868 -7,377 -7,256 -7,611 -8,071

Exports, f.o.b. 1,733 2,050 2,278 2,792 3,151 3,613 4,120 4,738 5,425 6,165
Imports, f.o.b. -6,528 -8,502 -8,397 -8,547 -10,046 -10,481 -11,497 -11,994 -13,036 -14,236

Services (net) 983 1,691 2,467 2,967 2,898 3,296 3,615 3,994 4,356 4,752
Receipts 7,009 8,411 8,974 10,238 10,671 11,569 12,508 13,533 14,602 15,750
Payments -6,026 -6,720 -6,508 -7,272 -7,773 -8,273 -8,893 -9,539 -10,247 -10,998

Income (net) -1,231 -1,518 -1,061 -991 -993 -707 -629 -636 -638 -636
o.w. interest on government debt -525 -502 -696 -457 -522 -535 -540 -549 -563 -575

Current transfers (net) 2,417 2,902 2,196 2,231 2,393 1,784 1,892 2,016 2,143 2,205
Of which : Stockholm and Paris III grants … … … 937 873 509 292 120 0 0

Capital and financial account 5,653 4,204 2,020 3,596 -1,885 3,944 872 2,275 2,590 2,726
Direct investment (net) 1,722 2,333 2,629 2,724 1,800 5,845 2,100 2,300 2,500 2,700
Portfolio investment, loans, other capital 3,931 1,871 -609 872 -3,685 -1,901 -1,228 -25 90 26

Government (net) -773 -87 297 767 -342 -496 32 33 -4 -499
Eurobonds (net) -475 361 292 630 -37 -618 10 9 -68 -404
Treasury bills (net) -268 -484 51 -33 -86 -78 26 6 5 7
Loans (net) -29 36 -46 170 -219 200 -3 17 59 -102

BdL 1/ -18 -3 474 1,507 109 -18 -550 -69 -88 -69
Of which:  IMF (net) 2/ 0 0 0 0 77 0 0 -19 -38 -19

Banks (net) 3/ 3,845 1,293 469 -1,446 -167 -866 -443 -247 -248 -250
Foreign assets of banks 4/ -48 -2,706 -90 -2,516 -333 -1,658 -663 -663 -663 -663
Non-resident deposits 3/ 3,892 3,999 560 1,071 166 792 221 416 415 413

Non-bank private sector (net) 876 668 -1,849 44 -3,285 -522 -268 259 430 844

Errors and omissions 2 -1,523 533 -306 0 0 0 0 0 0

Overall balance 3,030 -696 36 1,742 -4,481 1,449 -1,628 394 839 975

Financing -3,030 696 -36 -1,742 4,481 -1,449 1,628 -394 -839 -975
Official reserves (- increase) -5,125 696 -36 -1,742 912 -2,699 1,471 -547 -839 -975
Exceptional financing 2,095 0 0 0 3,569 1,250 157 153 0 0

Memorandum items:

Current account balance (in percent of GDP) -13.3 -15.8 -11.7 -6.8 -11.0 -10.0 -9.4 -6.6 -5.7 -5.4
excluding official transfers (in percent of GDP) -13.9 -16.3 -12.4 -11.6 -15.3 -12.6 -11.0 -7.5 -6.2 -5.8

Gross official reserves (excl. gold, end-year) 5/
in millions of U.S. dollars 10,271 9,575 9,611 11,353 10,440 13,139 11,668 12,215 13,054 14,030
in months of next year's g&s imports 8.1 7.7 7.3 7.6 6.7 7.7 6.5 6.3 6.2 6.2
in percent of short-term external debt 6/ 35.6 27.1 28.4 31.9 32.5 40.1 35.9 36.5 37.1 40.5
in percent of short-term foreign currency debt 7/ 26.8 20.4 19.3 20.9 19.9 23.7 20.8 21.0 21.1 22.8

net of foreign assets of commercial banks 34.3 26.7 25.9 28.5 28.1 34.3 30.3 30.3 30.5 32.4
External debt (end-year) 6/

in percent of GDP 174.8 188.2 190.8 199.7 182.6 175.1 162.8 155.1 147.7 140.3
in percent of g&s exports 396.0 384.5 363.3 346.7 312.4 287.9 260.6 241.9 225.1 209.3

Government external debt (in percent of GDP) 36.8 34.0 35.8 37.3 41.7 40.1 38.0 35.9 33.5 29.7
Government external debt service

in millions of U.S. dollars 1,669 2,218 3,209 1,753 1,528 1,618 1,847 1,517 1,673 2,446
in percent of g&s exports 19.1 21.2 28.5 13.5 11.1 10.7 11.1 8.3 8.4 11.2

GDP (in millions of U.S. dollars) 19,802 21,369 21,428 22,622 23,646 24,964 26,609 28,498 30,521 32,688

   Sources: Lebanese authorities; BIS; and IMF staff estimates and projections.

1/ Change in the foreign liabilities of the BdL.
2/ For the period beyond March 2007, it is assumed that Fund purchases proceed as programmed and that repurchases are made on an obligation basis.
3/ Differs from banks' reported data, to include estimated deposit flows by Lebanese nationals living abroad but classified as residents.
4/ Net of non-deposit foreign liabilities.
5/ Excludes Eurobonds and encumbered reserves.
6/ Includes all banking deposits held by non-residents, including estimated deposits of Lebanese nationals living abroad but classified as residents.
7/ Includes private sector foreign currency deposits in commercial banks.

(in millions of U.S. dollars, unless otherwise indicated)

Table 9. Lebanon: Balance of Payments, 2003–12
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Table 10. Lebanon: External Financing Requirements and Sources, 2003–08
(In millions of U.S. dollars)

2003 2004 2005 2006 2007 2008
Act. Act. Act. Prel. Act. Proj. Proj.

1. Gross financing requirements -32,198 -33,363 -40,491 -39,509 -39,288 -39,042

External current account balance (exc. official transfers) -2,759 -3,488 -2,656 -2,625 -3,608 -3,143

Debt amortization -24,315 -30,571 -37,799 -35,142 -36,590 -33,195
Medium and long term debt -1,143 -1,716 -2,513 -1,296 -1,006 -1,083
Short-term debt 1/ 2/ -23,171 -28,855 -35,287 -33,846 -35,584 -32,112

Repayment of arrears 0 0 0 0 0 0
Gross reserves accumulation -5,125 696 -36 -1,742 912 -2,699
IMF repurchases and repayments 0 0 0 0 -3 -4

2. Available financing 32,198 33,363 40,491 39,509 40,161 39,551

Official grants 134 111 139 1,076 1,012 648

Foreign direct investment (net) 1,722 2,333 2,629 2,724 1,800 5,845

Debt financing from private creditors 21,025 28,335 38,277 34,428 42,407 35,199
Medium- and long-term financing 859 701 885 1,189 2,227 1,279
Short-term financing 2/ 20,166 27,634 37,391 33,239 40,181 33,920

Official creditors 3/ 681 278 428 609 1,894 1,165

IMF 0 0 0 0 77 0

Accumulation of arrears (exceptional) 0 0 0 0 0 0
Other flows 4/ 8,636 2,307 -982 672 -7,029 -3,306

3. Financing gap 0 0 0 0 873 509
Expected disbursements of grants from donors … … … … 873 509

4. Residual Financing Gap 0 0 0 0 0 0

Sources: Data provided by the Lebanese authorities; and IMF staff estimates and calculations.

1/ Original maturity of less than 1 year. Stock at the end of the previous period.
2/ Includes non-resident deposits held at commercial banks.
3/ Only loans.
4/ Includes all other net financial flows, and errors and omissions.



 
 

 

  32    

Ta
bl

e 
11

. L
eb

an
on

: I
nd

ic
at

or
s 

of
 C

ap
ac

ity
 to

 R
ep

ay
 th

e 
Fu

nd
, 2

00
3–

12

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

Ac
t.

Ac
t.

Ac
t.

Pr
el

. A
ct

.
Pr

oj
.

Pr
oj

.
Pr

oj
.

Pr
oj

.
Pr

oj
.

Pr
oj

.

Fu
nd

 re
pu

rc
ha

se
s 

an
d 

ch
ar

ge
s 

1/
In

 m
illi

on
s 

of
 S

D
R

s
0.

0
0.

0
0.

0
0.

0
1.

8
2.

8
2.

8
15

.4
26

.9
12

.9
In

 m
illi

on
s 

of
 U

.S
. d

ol
la

rs
0.

0
0.

0
0.

0
0.

0
2.

7
4.

2
4.

2
23

.2
40

.7
19

.5
In

 p
er

ce
nt

 o
f e

xp
or

ts
 a

nd
 g

oo
ds

 a
nd

 N
FS

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
0

0.
1

0.
2

0.
1

In
 p

er
ce

nt
 o

f g
ov

er
nm

en
t e

xt
er

na
l d

eb
t s

er
vi

ce
0.

0
0.

0
0.

0
0.

0
0.

2
0.

3
0.

2
1.

5
2.

4
0.

8
In

 p
er

ce
nt

 o
f q

uo
ta

0.
0

0.
0

0.
0

0.
0

0.
9

1.
4

1.
4

7.
6

13
.2

6.
4

In
 p

er
ce

nt
 o

f g
ro

ss
 o

ffi
ci

al
 re

se
rv

es
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

0
0.

2
0.

3
0.

1

Fu
nd

 c
re

di
t o

ut
st

an
di

ng
In

 m
illi

on
s 

of
 S

D
R

s
0.

0
0.

0
0.

0
0.

0
50

.8
50

.8
50

.8
38

.1
12

.7
0.

0
In

 m
illi

on
s 

of
 U

.S
. d

ol
la

rs
0.

0
0.

0
0.

0
0.

0
76

.8
76

.8
76

.8
57

.6
19

.2
0.

0
In

 p
er

ce
nt

 o
f q

uo
ta

0.
0

0.
0

0.
0

0.
0

25
.0

25
.0

25
.0

18
.7

6.
3

0.
0

In
 p

er
ce

nt
 o

f G
D

P
0.

0
0.

0
0.

0
0.

0
0.

3
0.

3
0.

3
0.

2
0.

1
0.

0
In

 p
er

ce
nt

 o
f g

ro
ss

 o
ffi

ci
al

 re
se

rv
es

0.
0

0.
0

0.
0

0.
0

0.
7

0.
6

0.
7

0.
5

0.
1

0.
0

M
em

or
an

du
m

 it
em

s:
Ex

po
rts

 o
f g

oo
ds

 a
nd

 N
FS

 (m
illi

on
s 

of
 U

S$
)

8,
74

2
10

,4
61

11
,2

52
13

,0
30

13
,8

22
15

,1
82

16
,6

28
18

,2
71

20
,0

27
21

,9
15

G
ov

er
nm

en
t e

xt
er

na
l d

eb
t s

er
vi

ce
 (m

illi
on

s 
of

 U
S$

)
1,

66
9

2,
21

8
3,

20
9

1,
75

3
1,

52
8

1,
61

8
1,

84
7

1,
51

7
1,

67
3

2,
44

6
Q

uo
ta

 (m
illi

on
s 

of
 S

D
R

s)
20

3
20

3
20

3
20

3
20

3
20

3
20

3
20

3
20

3
20

3
Q

uo
ta

 (m
illi

on
s 

of
 U

S$
)

28
4

30
1

30
1

25
0

30
7

30
7

30
7

30
7

30
7

30
7

G
ro

ss
 o

ffi
ci

al
 re

se
rv

es
 (m

illi
on

s 
of

 U
S$

)
10

,2
71

9,
57

5
9,

61
1

11
,3

53
10

,4
40

13
,1

39
11

,6
68

12
,2

15
13

,0
54

14
,0

30

So
ur

ce
s:

 D
at

a 
pr

ov
id

ed
 b

y 
th

e 
Le

ba
ne

se
 a

ut
ho

rit
ie

s;
 a

nd
 IM

F 
st

af
f e

st
im

at
es

 a
nd

 c
al

cu
la

tio
ns

.
1/

 P
ro

je
ct

io
ns

 a
re

 b
as

ed
 o

n 
re

pu
rc

ha
se

 o
bl

ig
at

io
ns

 a
nd

 a
re

 a
t F

eb
ru

ar
y 

28
, 2

00
7,

 e
xc

ha
ng

e 
ra

te
s.



 33  

 

 
 

 
 

Table 12. Lebanon: Indicators of Financial and External Vulnerability, 2002–06

2002 2003 2004 2005 2006
Act. Act. Act. Act. Prel. Act.

Monetary and financial indicators
Broad money, M5 (annual percentage change) 6.4 15.5 12.3 3.5 6.4
Private-sector credit (annual percentage change) 2.5 0.3 5.2 1.9 6.0
Broad money, M5 (in millions of U.S. dollars) 43,848 50,652 56,871 58,852 62,606

Public finance indicators
Overall fiscal balance (in millions of U.S. dollars) -2,607 -2,632 -1,853 -1,811 -2,523

In percent of GDP -13.9 -13.3 -8.7 -8.5 -11.2
In percent of government revenue -67.2 -60.1 -37.3 -36.9 -44.8

Interest payments on debt (in millions of U.S. dollars) 3,127 3,280 2,602 2,263 2,907
In percent of GDP 16.7 16.6 12.2 10.6 13.6
In percent of government revenue 80.6 74.9 52.4 46.0 51.6

Nominal GDP (in millions of U.S. dollars) 18,717 19,802 21,369 21,428 22,622
Government revenue, excluding grants (in millions of U.S. dollars) 3,880 4,377 4,966 4,914 5,631

Banking-sector indicators
Problem loans/total loans 1/ 27.2 29.3 27.2 24.8 22.7
Problem loans/total loans (net of provisions and unearned interest) 1/ 12.4 12.8 10.6 9.1 7.3
Provisions against problem loans/problem loans 1/ 42.4 46.3 46.1 49.0 52.7
Capital adequacy ratio 19.4 22.3 21.2 22.9 n.a.
Credit to the private sector (in percent of GDP) 81.4 77.8 75.7 76.7 76.9

Debt indicators
Gross public debt 30,727 33,381 35,861 38,464 40,466

In percent of government revenue 791.8 762.6 722.1 782.8 718.6
In percent of GDP 164.2 168.6 167.8 179.5 178.9

of which: foreign currency 13,943 15,575 18,368 19,133 20,430
In percent of GDP 74.5 78.7 86.0 89.3 90.3

Gross public debt held by the market 26,239 22,526 24,899 26,681 29,604
In percent of GDP 140.2 113.8 116.5 124.5 130.9

External debt 2/ 27,934 34,621 40,222 40,877 45,179
In percent of GDP 149.2 174.8 188.2 190.8 199.7

External public debt 5,906 7,483 7,448 8,327 10,600
In percent of GDP 31.6 37.8 34.9 38.9 46.9

Short-term external public debt 3/ 1,143 1,716 2,513 1,296 1,006
Short-term foreign currency public debt 3/ 1,645 1,770 2,452 2,914 1,798
Short-term external debt 2/ 3/ 23,171 28,855 35,287 33,846 35,584
Short-term foreign currency debt 3/ 4/ 34,391 38,318 46,875 49,783 54,209
Total foreign currency deposits (resident and non-resident) 2/ 29,682 32,266 38,505 41,734 46,319

International reserves
Gross international reserves 5/ 5,147 10,271 9,575 9,611 11,353

In percent of short-term external debt 22.2 35.6 27.1 28.4 31.9
In percent of s.t. ext. debt, plus s.t. domestic public debt in foreign currency 21.1 34.4 26.2 27.0 31.0
In percent of s.t. ext. debt and residents' f. c. deposits less banks' foreign assets 20.1 34.3 26.7 25.9 28.5

Gross international reserves and commercial banks' foreign assets 13,417 18,589 20,599 20,725 24,983
In percent of short-term external debt 57.9 64.4 58.4 61.2 70.2
In percent of short-term foreign currency debt 4/ 39.0 48.5 43.9 41.6 46.1

External current account indicators
Merchandise exports, f.o.b. 1,210 1,733 2,050 2,278 2,792

Annual percentage change 37.5 43.2 18.3 11.1 22.5
Merchandise imports, f.o.b. 5,910 6,528 8,502 8,397 8,547

Annual percentage change -13.1 10.4 30.3 -1.2 1.8
External current account balance -2,669 -2,625 -3,377 -2,517 -1,549

In percent of GDP -14.3 -13.3 -15.8 -11.7 -6.8
In percent of exports of goods and services -34.7 -30.0 -32.3 -22.4 -11.9

Sources: Lebanese authorities; Bank for International Settlements; and Fund staff estimates and projections.

1/ 2006 refers to November data.
2/ Includes estimates for public debt and banking deposits held by non-residents, and non-resident claims on the nonfinancial sector.  
3/ On a remaining maturity basis (scheduled amortization over the next year). 
4/ Short-term foreign currency debt of the public sector and the banking sector plus external debt of the nonbank sector.
5/ Excludes gold and encumbered assets.

(In percent)

(In millions of U.S. dollars)

(In millions of U.S. dollars)
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Table 13. Lebanon: Banking Sector Financial Soundness Indicators, 2002–06

2002 2003 2004 2005 2006
Act. Act. Act. Act. Prel. Act.

Assets (in millions of U.S. dollars) 54,587 61,589 70,595 73,565 78,531

Capital 
Capital adequacy ratio 19.4 22.3 21.2 22.9 n.a.
Capital to asset ratio 7.0 6.9 6.8 7.5 8.6

Asset quality 
Net problem loans/net total loans 12.4 12.8 10.6 9.1 7.3
Provisions against problem loans/problem loans 42.4 46.3 46.1 49.0 52.7
Total provisions/problem loans 51.2 53.1 57.3 63.3 70.0

Asset concentration
Share of claims on government 33.6 23.2 23.6 25.2 27.2

of which:  T-bills 20.5 12.6 10.6 11.9 13.7
of which:  Eurobonds 13.0 10.6 13.0 13.3 14.0

Share of claims on BdL 15.2 31.3 28.6 29.9 27.0
of which: Certificates of Deposit 0.7 16.1 12.0 13.4 11.7

Share of claims on private sector 28.8 25.2 23.5 23.1 22.8
Share of claims on nonresidents 16.7 14.4 17.6 16.4 16.8

of which: foreign banks  15.7 13.4 16.3 14.9 14.7
Net foreign currency assets as percent of capital  24.9 22.0 23.3 18.3 17.4

Earnings 
Average return on assets (post tax) 0.6 0.7 0.7 0.7 0.9
Average return on equity (post tax) 9.2 10.9 9.3 11.0 10.6
Net interest margin 1/ 2.1 2.1 1.7 1.8 1.6

Liquidity
Net liquid assets/total assets 41.3 49.1 43.2 45.2 43.5
Net liquid assets/short-term liabilities 49.2 56.6 57.0 52.8 51.6
Private sector deposits/assets 69.6 68.2 66.8 67.6 67.9
Nonresident deposits/assets 11.6 12.9 14.1 13.5 12.3

Other indicators 2/
Change in assets (12 month, in percent) 9.5 12.8 15.2 4.2 6.8
Change in private sector credit (12 month, in percent) 2.5 0.3 5.2 1.9 6.0
Change in deposits (12 month, in percent) 6.4 15.5 12.3 3.5 6.4
FC deposits/total deposits 3/ 69.4 66.2 70.1 73.2 76.2
FC loans/total loans 86.3 87.0 86.4 86.6 86.9
FC loans/GDP 67.1 62.8 62.0 62.8 66.2
Exports of goods and services/GDP 40.1 42.7 49.0 54.1 48.5

Memorandum items:
LL deposit rate (average) 10.3 7.8 7.1 7.7 7.5
LL loan rate (average) 16.6 13.4 10.8 10.6 10.3
FC deposit rate (average) 4.2 3.6 3.3 3.7 4.4
FC loan rate (average) 10.0 9.0 8.3 8.2 8.5
Government's 2-year T-bill rate (marginal) 13.6 8.0 7.9 8.5 8.7

Spread over 6-month USD Libor 11.7 6.8 6.1 4.8 3.4
Government's Eurobond rate (marginal) 7.9 7.0 7.0 7.5 7.5

Spread over 5 year U.S. note 4.0 4.0 3.5 2.7 1.8

GDP (in millions of U.S. dollars) 18,717 19,802 21,369 21,428 22,395

Sources: Banque du Liban, Banking Control Commission; and staff estimates.

1/ 2006 figure is the August net interest margin annualized.
2/ FC and LL stand for "foreign currency" and "Lebanese pound", respectively.
3/ FC deposits of residents and nonresidents as a share of total deposits of residents and nonresidents.

(In percent, unless otherwise specified)
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APPENDIX. LEBANON: LETTER OF INTENT 
 
 

 
March 30, 2007 

 
Mr. Rodrigo de Rato 
Managing Director 
International Monetary Fund 
700 19th Street N.W. 
Washington, D.C. 20431 
 
 
Dear Mr. de Rato: 
 
In 2006, the government had made significant progress in preparing a comprehensive 
five-year reform program that was to be presented to a Donors Conference in Beirut. 
At the time of the outbreak of the conflict with Israel, the government was close to adopting 
this program, after extensive consultations with domestic and international stakeholders. 
 
The conflict not only inflicted large human and economic costs to Lebanon, but also set back 
the timeline of the government reform agenda. However, while the war and its devastating 
consequences shifted the government’s short-term attention to immediate relief and 
reconstruction efforts, the government remained fully committed to pursue economic reforms 
and consolidate the public accounts. Indeed, the urgency of implementing the program was 
amplified by the conflict, which put further strain on the public finances and the management 
of the large public debt.  
 
For these reasons, in the months following the conflict the government worked to adapt the 
program to the new circumstances with the intention of launching the reform agenda in 2007. 
The overall structure of the program has remained intact. However, particular attention was 
accorded to the timing of the reform measures, taking into consideration the difficulties to 
implement up-front reforms in the post conflict situation. The program also took into account 
the impact of the conflict on the macroeconomic situation and the heightened social needs of 
the population. On the fiscal front, the reform program aims at improving the fiscal situation, 
in particular through an intensification of the revenue effort starting in 2008, the 
rationalization of expenditures, and at improving efficiency and competitiveness through 
energy sector reform and a privatization plan that relates to the telecommunications sector. 
Fiscal consolidation will be supported by a strict monetary policy, aimed at maintaining price 
stability and supporting the exchange rate  peg.  
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The reform program complements these macroeconomic policies with a social sector reform 
plan aimed at alleviating poverty, reducing regional income disparities, and improving 
education and health indicators; and with a growth-enhancing structural reform plan that will 
strengthen the business climate and the competitiveness of Lebanese business. 
 
In the context of the program, the government remains committed to an open trade and 
exchange system, and is taking steps to become a full member of the World Trade 
Organization. Looking forward, the government will avoid imposing restrictions on 
payments and transfers for international transactions, to introduce or intensify trade 
restrictions for balance of payments purposes, or resort to multiple currency practices.  
 
The government received the strong support for its reform program from the international 
donor community at the donors’ conference chaired by President Chirac in Paris on  
January 25, 2007. The Paris conference generated considerable financial support toward 
reducing the government’s debt burden. Some donors expressed support for IMF monitoring 
of the implementation of certain measures proposed in the reform program. 
 
The government of Lebanon intends to actively pursue its reform program and, in order to 
support the implementation of the measures envisaged in the program for 2007, hereby 
requests access to the IMF’s policy for emergency post-conflict assistance (EPCA), in an 
amount equivalent to SDR 50.75 million, or 25 percent of quota. In view of this request, and 
as described in the attached tables, the government has revised the program’s 
macroeconomic projections on the basis of the latest economic developments, and has 
selected key macroeconomic indicators and structural measures that it intends to monitor 
closely and report on during 2007. 
 
Some of the measures that are laid out in this request are subject to the settlement of the 
current political stalemate and approval by Parliament. Given the sensitive nature of these 
measures, particularly in light of the destruction caused by the war and its social 
consequences, they are also contingent upon an internal consensus in the country. 
 
A satisfactory implementation of the 2007 program under EPCA, a strengthening of capacity, 
also through technical assistance from the Fund, and an improvement of economic and social 
conditions, should allow the government to move, in 2008, to a more ambitious part of its 
five-year program. At that stage, the government intends to seek further support for its 
program through a stand-by arrangement from the Fund. 
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The Government of Lebanon and Banque du Liban will provide the IMF with any available 
information it may request on the implementation of the program, consistent with the 
understandings reflected in the attached Technical Memorandum of Understanding, and will 
consult with Fund staff regarding any revision to the policies described in the government 
reform program. 
 
 
 

Sincerely yours, 
 
 

                     /s/                 /s/ 
 

Jihad B. Azour      Riad T. Salamé 
         Minister of Finance          Governor 
         Banque du Liban 
 
 
 
Attachments 
I. Quantitative Indicative Targets 
II. Monitorable Actions 
III. Authorities’ Medium-Term Reform Program Presented at the Paris III Conference 
IV. Technical Memorandum of Understanding 
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ATTACHMENT II. LEBANON: MONITORABLE ACTIONS 

 Monitorable Actions for the Period March–December 2007 

Measure Target Date Implementation 

Fiscal   

Submit to Parliament a draft 2007 budget law consistent 
with the targeted primary balance of the central 
government, and including detailed HRC operations and 
CDR foreign-financed expenditures. The budget law should 
not allow budget carryovers for expenditures for which no 
third-part liability already exists, and treasury advances of 
more than one month after the fiscal year.  

End-June 2007  

   
Issue a Cabinet of Ministers decision setting a specific floor 
on gasoline excise of LL 300 per liter of gasoline. 

End-September 2007 
 

 

   
Appoint auditor for NSSF accounts. Auditor to prepare an 
audit plan of NSSF for 2001–06. 

End-June 2007 
 

 

Power sector   

Appoint auditor for EdL accounts. Auditor to prepare an 
audit plan of EdL for 2002-2006. Publish 2001 audit report. 

End-June 2007  

   

Privatization   

Submit to Parliament the draft law to authorize the sale of 
the mobile sector’s assets and relevant operating licenses by 
the government 

End-June 2007  

   
Issue an invitation for expression of interest (EOI) in 
participating in the process of acquiring the licenses and 
assets of the two mobile telephone companies (MIC1 and 
MIC2) 
 

End-December 2007  
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ATTACHMENT IV. LEBANON: TECHNICAL MEMORANDUM OF UNDERSTANDING 
 

I.  INTRODUCTION 
 

1.      This memorandum sets out the commitments of the Lebanese authorities for the 
period March 31–December 31, 2007 relating to the Emergency Post-Conflict Assistance 
(EPCA) requested in the Letter of Intent (LOI), and described in the authorities’ program. 
Section II defines the indicative quantitative targets and relative adjustors, reported in 
Attachment I, and Section III establishes the content and frequency of the data to be provided 
to IMF staff for monitoring the program.  

II.  QUANTITATIVE INDICATIVE TARGETS 
 

A. Definitions and Concepts 
 

2.      Test dates. Quantitative indicative targets are set quarterly through end-2007, and 
are to be met at the end of each quarter unless otherwise specified. 

3.      Government. For the purposes of the program, “government” includes the 
central government, the Council for Development and Reconstruction (CDR), and the 
grant-financed operations of the Higher Relief Commission (HRC). It excludes all other 
agencies not specifically listed, including, but not limited to, the following: Electricité du 
Liban (EDL), municipalities, the Régie, and NSSF. The government balance is defined on a 
modified cash basis to include foreign-financed expenditure of the CDR, all operations of 
the HRC, any treasury advance, and arrears (as defined below). Unless otherwise specified, 
fiscal data are compiled according to the Government Finance Statistics (GFS) manual 
1986. 

4.      Project grants are defined as those grants to the government linked to specific 
project financing, and do not include grants received for general budgetary support. 
Budgetary grants are grants received for general budgetary support, including grants in 
support of specific budget lines and grants to be applied to debt reduction. 

5.      Arrears. Domestic arrears are defined as government expenditures that have not 
been paid within 90 days of a payment order being issued. External arrears are defined as 
overdue payments (principal or interest) on external debt contracted or guaranteed by the 
government or the Banque du Liban (BdL). 

6.      Valuation changes. All data are expressed in Lebanese pounds (LL), unless 
otherwise indicated. To exclude foreign exchange valuation effects: (i) gold will be valued 
at the December 31, 2006 price of US$ 629.70 per fine troy ounce; (ii) the U.S. dollar 
value of foreign assets and liabilities will be converted into LL at the exchange rate of 
US$1 = LL 1507.5; and (iii) all foreign assets and liabilities denominated in currencies 
other than the U.S. dollar will be converted into U.S. dollars and/or LL at their respective 
exchange rates prevailing as of December 31, 2006, as published in the IFS. 
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B. Indicative Targets 
 

7.      Target 1. For the purpose of the program, the Gross Reserves (GR) of the BdL 
(floor, U.S. dollars) are defined as BdL’s callable foreign exchange deposits abroad, 
foreign exchange holdings (including SDR), gold, Eurobonds issued by the Republic of 
Lebanon (henceforth “Eurobonds”), and holdings of investment grade liquid foreign 
currency-denominated securities. Encumbered assets will be excluded from GR. The floor 
for GR will be adjusted (i) downward (upward) for the full amount of any shortfall (excess) 
in disbursements of official grants and loans to the public sector (government and 
non-financial public sector) relative to those projected in the program; and (ii) downward 
(upward) for the full amount of sale (purchase) by the BdL of Eurobonds relative to the 
December 31, 2006 level of BdL holdings.  

8.      Target 2. The total net debt of the government (ceiling) is defined as the sum of 
the domestic currency value of (i) net BdL claims on central government and EdL; (ii) net 
claims on the government by the rest of the banking system; (iii) net claims on the 
government by public sector institutions; (iv) net claims on the government by other 
creditors, including leasing; minus (v) the balances in the CDR and HRC transit accounts at 
BdL. For the purpose of the program, any transfers from the BdL other than those related to 
gold revaluation and realized profits will be treated as net government borrowing from the 
BdL and added to net BdL claims on central government. The ceiling for net debt will be 
adjusted (i) upward (downward) for lower (higher) disbursements of budgetary grants 
relative to the amounts projected under the program; (ii) upward (downward) for lower 
(higher) receipts from privatization or securitization operations relative to the amounts 
projected under the program; and (iii) upward (downward) for lower (higher) transfers from 
BdL’s gold revaluation relative to the amounts projected under the program.  

9.      Target 3. The primary balance of the government, before grants (floor) is 
defined as the overall fiscal balance on a modified cash basis minus interest payments and 
grants received. Securitization proceeds will not be counted as above-the-line revenue. For 
the purpose of the program, transfers from BdL’s gold revaluation and transfers not related 
to realized profits will be considered to be capital (below the line) transfers and therefore 
excluded from the primary balance.  

10.      Monitoring of the primary balance before grants, for the purpose of the program, 
will be carried out from the financing side. The overall balance on a modified cash basis 
is calculated as the sum of the following: (i) the change in net BdL claims on the central 
government and EdL; (ii) the change in net claims on the central government by the rest of 
the banking system; (iii) the change in net claims on the central government by public 
sector institutions; (iv) the change in net claims on the central government by other 
creditors; (v) the net change in government arrears; (vi) proceeds from exceptional 
financing (items such as Paris III grants, privatization revenues, gold or foreign exchange 
revaluation proceeds, and securitization proceeds); minus (vii) the net change in the CDR 
and HRC accounts at the BdL. Budgetary and project grants to the government will also be 
measured through BdL. All changes will be calculated as the difference between end-period 
stocks, net of any valuation changes resulting from currency movements and changes in 
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accrued interest reflected in the gross debt stock that are reported separately by instrument. 
For the purpose of the program, interest payments will be measured on a cash basis. 

11.      The floor on the primary balance before grants will be adjusted (i) downward 
(upward) for higher (lower) than projected project grant disbursements; (ii) downward for 
the net amount of the revenues lost due to privatization; and (iii) downward for the full 
amount of the revenues to be securitized through the associated Special Purpose Vehicle 
(or other legal instrument).  

12.      Target 4. New gross domestic arrears of the government (continuous ceiling) are 
defined as the change in gross domestic arrears arising after February 28, 2007. “Gross” 
arrears indicates that the taxes and contributions owed to the government are not netted out 
of the arrears.  

13.      Target 5. New external arrears of the government and the BdL (continuous 
ceiling) are defined as the change in external arrears after December 31, 2006. 

14.      Target 6. Net government borrowing from the BdL (ceiling) is defined as the 
difference between the BdL claims on the government, in domestic and foreign currency, 
including all holdings of government securities; and the deposits in domestic and foreign 
currency of the government at the BdL. For the purpose of the program, any transfers from 
the BdL other than those related to gold revaluation and realized profits (e.g., from 
securitization of future profits) will be treated as net government borrowing from the BdL. 
The ceiling for net government borrowing from the BdL will be adjusted: (i) downward 
(upward) for the full amount of any excess (shortfall) in transfers from the BdL’s gold 
revaluation relative to those projected under the program; and (ii) downward (upward) for 
higher (lower) than projected budgetary grant disbursements.  

III.  REPORTING REQUIREMENTS 
 
15.      To permit the monitoring of developments under the program, and as part of and in 
addition to the regularly reported data, the government will provide to Division B of the 
Middle East and Central Asia Department of the IMF the information specified below and 
summarized in the reporting templates:  

• Gross Reserves and components (monthly). 

• Monetary aggregates, including currency in circulation, M3 and non-resident deposits 
(weekly). 

• BdL balance sheet, including a break down of all assets and liabilities by instrument, 
by currency and remaining time to maturity (monthly). 

• Data on outstanding BdL instruments by type (coupon or discount), currency, 
amounts, remaining maturity, and yield (monthly). Data on auctions or sale of CDs by 
the BdL, including amount, maturity, yield, and any premium paid (monthly). 
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• BdL income statement on an accrual basis (quarterly). 

• Commercial banks’ balance sheet (monthly). 

• On a checks-issued basis, summary budget operations, revenues, expenditures 
(including net advances), net domestic financing, balances in the government 
accounts with the BdL and commercial banks (including privatization accounts), the 
receipt and use of privatization proceeds (monthly), monthly cash data on foreign-
financed capital expenditures, and relief and reconstruction expenditures. 

• Government debt and financing: Government debt statistics as per the usual reporting 
format provided by the BdL, including BdL lending to EdL. Government interest 
expenditure on a cash basis by debt instrument and currency. Grants received, of 
which project-related grants. Privatization proceeds. Valuation changes to the 
outstanding stock of debt due to currency fluctuations. Changes in the outstanding 
stock of accrued interest that is reflected in the debt stock. The new stock of domestic 
and external arrears. Any put or call options, collateral guarantees, warrants or similar 
derivative arrangements entered into by the government or the BdL. On-lending 
operations of the government. Securitization of future payment flows to the 
government or resulting in future payment flows to or from the government. Letters 
of credit entered into by EdL (monthly). Amortization payments by debt instrument. 

• The annual accounts of the NSSF, including the disaggregated accounts of each of the 
three NSSF funds and any contractual arrears (as defined above) from the central 
government on NSSF contributions. 

• Foreign assistance received (separating grants from loans and budget support from 
project financing), and full terms of the newly-contracted but not disbursed loans 
(monthly). 

• Balance of payments (current, capital, and financial accounts) (monthly); 

• List of short, medium, and long-term public or publicly guaranteed external loans 
contracted during each quarter; identifying, for each loan: the creditor, the borrower, 
the amount and currency, the maturity and grace period, and interest rate 
arrangements (quarterly). 

16.      Weekly data and data on the central bank CD auctions should be sent to the 
Division B of the Middle East and Central Asia Department (MCDDB) with a lag of no 
more than one week. Monthly and quarterly data should be sent within a period of no more 
than four weeks, except for balance of payments data, which should be sent within a period 
of no more than eleven weeks. Any revisions to previously reported data should be 
communicated to the MCDDB in the context of the regular updates. 

17.      The authorities will prepare and send to MCDDB reports, with appropriate 
documentation, indicating progress achieved, explaining any deviations relative to the initial 
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targets, and specifying expected revised completion dates of the monitorable actions 
specified in Section III. 

18.      Details on major economic and social measures taken by the government that are 
expected to have an impact on program sequencing (such as new legislation on decrees) will 
be sent in a timely manner to MCDDB. 
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IMF Executive Board Approves US$76.8 Million In Emergency Post-Conflict 
Assistance to Lebanon 

 

The Executive Board of the International Monetary Fund (IMF) approved today an amount 
equivalent to SDR 50.75 million (about US$76.8 million) in Emergency Post-Conflict 
Assistance (EPCA) to Lebanon in support of the authorities’ economic program for 2007.  

The objectives of the IMF supported program are to protect financial stability, contain the 
budget deficit, and to initiate structural reforms that are crucial to the success of the 
authorities’ medium-term reform program for 2007-2011. The EPCA would provide an 
appropriate support for the transitional challenges of moving from post-conflict situation to a 
program of fiscal adjustment starting in 2008. The IMF’s support through EPCA is a key part 
of a concerted international effort to provide financial assistance to Lebanon.  

Following the Executive Board's April 9 discussion on Lebanon, Mr. Murilo Portugal, 
Deputy Managing Director and Acting Chair, stated: 
“The July 2006 conflict imposed a heavy human and economic toll on Lebanon, with severe 
damage to infrastructure, the displacement of people, and a slow down of economic activity. 
At the same time, the country’s financial markets weathered the crisis well. Financial 
stability and confidence in the exchange rate peg were maintained owing to the central 
bank’s skillful management, the banking system’s strong liquidity position, and the timely 
deposits by Saudi Arabia and Kuwait in the central bank.  

“2007 will be a difficult transition year. Prospects for an economic recovery in 2007 are 
weak owing to the ongoing political tensions. The authorities face a difficult post-conflict 
environment, as well as challenges stemming from a large debt overhang and financial 
vulnerabilities. Against this background, the authorities have developed an ambitious 
medium-term reform program that was supported by donors at the Paris III conference. The 
program aims at significantly reducing the debt-to-GDP ratio over the next five years. 
Support from donors in the form of grants and concessional lending will assist in achieving 
these objectives. Part of the amounts pledged at the Paris III conference will be available for 
debt reduction, and the rest for project financing. 

International Monetary Fund 
Washington, D.C. 20431 USA 
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“The authorities’ program for 2007, which will be supported by the Fund’s Emergency Post-
Conflict Assistance, focuses on maintaining financial stability and containing the primary 
fiscal deficit while accommodating reconstruction and relief spending. Keeping the excise 
rates on gasoline products at the levels prevailing in March will be a key measure to achieve 
the deficit objective. The authorities’ financing strategy for 2007 relies on the timely 
disbursement of donor support, which is also important in limiting the further build-up of 
government debt. 

“In the course of 2007, the authorities plan to initiate important structural reforms that will 
support their medium-term reform and debt reduction objectives. These include actions to 
strengthen public financial management so as to better align spending with budget priorities; 
reforms in the social and energy sectors with a view to containing open-ended government 
transfers to the social security system and to the power utility; and introduction of a global 
income tax, which would lead to a more equitable sharing of the burden of fiscal adjustment. 

“The authorities are committed to exchange rate stability. Given the domestic and regional 
political environment, Lebanon remains highly exposed to possible swings in confidence. 
Thus, maintaining a comfortable level of international reserves will remain a key program 
objective. The authorities consider that, if financial pressures re-emerge, the exchange rate 
peg can be protected by the international reserves buffer and interest rate increases, but they 
recognize that if pressures persist, a faster pace of fiscal adjustment may be needed,” Mr. 
Portugal said. 

 




